Determination of
Income and Employment

( Fastracl« Revision )

» Aggregate Demand (AD): It refers to the total demand for
all goods and services in the economic system as a whole.
This Is expressed In terms of total expenditure made In the
economy.

» Components of Aggregate Demand: The components of
aggregate demand are as follows:
> Household Consumption Expenditure (C)

» Private Investment Expenditure (I)
> Government Expenditure (G)
» Net Exports (X —M)

So, AD=C+I1+GC+(X=-M)

» Consumption Function (Propensity to Consume):
Consumption function refers to functional relationship

> Marginal Propensity to Save (MPS): It refers to the
ratlo between change in savings to change In total
income.

MPS = Change In Savings (AS)/Change In Income (AY)
» Equation of Saving: The equatian of saving is written as:
S=—a+(1-b)Y
— 3 = Autonomous Savings
1—b = Marginal Propensity to Save
Y = Income

wiedge BOOSTER

® The sum total of APC and APS is equal to one. l.e.,

where,

between consumption and natlonal income. APC+APS =1
C=F(Y) (*Y e The sum total of MPC and MPS is equal [o one. l.e.,
Consumption Ffunction is based on Keynes Ffamous 2 MPC + MPS = 1

Psychological Law of Consumption. This law states that:

» There Is minlmum consumption, known as autonomous
consumption even at zero level of national income
because survival needs consumption.

> Asthe income increases, consumption also increases.

» Income rises at a greater proportion as compared to
increase in consumption.

» Types of Propensity to Consume: There are two types of
propensity to consume: It depends upon: () Marginal effidency of capltal,
> Average Propensity to Consume (APC): It refers (ii) Rate of Interest.

to the ratio of consumption expenditure to the > Autonomous Investment: The Investment which
corresponding level of income. is independent of the level of income is called
APC = Consumption (C)/Income (Y) Autonomous Investment. Such investment is made by

> Marginal Propensity to Consume (MPC): It refers to the government with soclal motive.
the ratio between change in consumption expenditure  » Equilibrium Volume of Investment: Investment declsions
and change in income. depends upon the relative superlority of MEC over rate of

MPC = Change In Consumptlon (AC)/Change in interest.

» Investment: Investment refers to the expenditure
incurred on creation of new capltal assets. It Includes the
expenditure incurred on assets like machinery, building,
equipment, raw materlal, etc. which lead to Increase in the
productive capacity of an economy. There are two types
of investment:
> Induced Investment: The investment which s

made to earn profit Is called Induced investment.

Income (AY)
Equation of Consumptlon: The equation of consumption

MEC=r, MEC>r1, MEC<r
» Ex-ante Savings and Ex-ante Investments
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Is wrltten as:

C=a+b(V)

a = Autonomous Consumption

b = Marginal Propensity to Consume
Y «w Income

where,

» Saving Functlon (Propensity to Save): It refers to the
relationship between saving and national

Functional
Income.
S=F(Y)

» Types of Propensity to Save: There are two types of

propensity to save:

> Average Propensity to Save (APS): It refers to the
ratio of savings to the corresponding level of income.

APS = Saving (S)/Income (Y)
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> Ex-ante Savings: It refers to amount of savings which
households (or savers) plan or desire to save at different
levels of Income In the economy.

> Ex-anteInvestments:itreferstoamountofinvestment
which firms plan or desire to Invest at different levels
of income in the economy.

Ex-post Savings and Ex-post Investments

» Ex-post Savings: In an economy, what the savers
actually save at different levels of Income Is called
ex-post savings. It is also known as Actual or Realised
savings In an economy during a year.

> Ex-post Investments: In an economy, what the
investors actually invest at different levels of income is
called ex-post Investments. It Is also known as Actual or
Realised investment in an economy during a year.

|
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» Investment Multiplier (K): It refers to the ratlo between

change in income and change in investment.
K= AY/Al
The warking of multiplier tell us to what will be the final
change in income, as a result of Al. Change In Investment
cause a change in income. As a result, there is a change in
consumption which In turn leads to a multiple change in
income.
Al 5 AY =5 AC = AY

g8 BEOSTER

e The maximum value of multiplier Is infinity. 1
< © The minimum value of multiplier Is one (unity).

» Relationship batween MPC and Multipllier: There Is

a direct relationship between the value of MPC and the
size of Multiplier (K). This means that as the value of
MPC increases the size of multiplier also increases and
vice-versa.
K= .
1-MPC

Relationship between MPS and Multiplier: There Is an
inverse relationship between the value of MPS and the
slze of Multlplier (K). This means that as the value of MPS
increases the size of multiplier decreases and vice-versa.
1
K=——
MPS

Full Employment: It refers to a sltuation in which all those
people, who are willing and able to work at the existing
wage rate, get work without any undue difficulty.
Involuntary Unemployment: It refers to that
unemployment In which a person does not get work,
even when he Is able to do a Job and willing to work at the
existing wage rate.

Aggragate Supply (AS): It refers to the total value of
planned output of final goods and services produced by
all the producers during a year.

Components of Aggregate Supply: The components of

aggregate supply are:
> Consumption Expenditure (C)
> Saving (S)

So, AS=C+S

Determinatlon of Short-run Equilibrium Level of
National Income and Employment: According to
J.M.Keynes, "A period of time during which level of output
is determined exclusively by the level of employment
In the economy, Is termed as short-run.” There are two
approaches for determining short-run equilibrium level
of National Income, output and employment according to
J.M. Keynes. They are as follows:
> AD and AS Approach: According to this approach,
the equillbrium level of income and employment Is
determined where aggregate demand equals aggregate
supply in the economy.
AccordingtoKeynes,theequilibriumlevelofincomeand
employment Is determined where planned aggregate
demand and planned aggregate supply are equal.

Get More Learning Materials Here : i

Y4
ASorY

) 5
o S7~AD

£ E
< Point of

K S"} Equilibrium

45° N
o] M =X

Incame (Employment)

Determination of Short-run
Equilibrium using AD = AS approach

ge BOOSTER

The particular level of AD which Is equal to AS fs}
;v called Effective Demand.

> Savings and Investment Approach: According to this
approach, the equilibrium level of Income Is determined
at that level of output where planned Savings (S) are
equal to the planned Investment (1) in the economy.
we know that at equilibrium level of Income and

employment,

AD = AS
But, AD=C+1 and AS=C+5S
So, (C+1)=(C+S) or I=S

Thus, equilibrium level of income Is determined at a
point at which ex-ante savings and ex-ante investments
are equal.

(%]

Savings/Investments
QO w5
v
\
- .
S

v Income (Employment)

Determination of Shart-run Equillbrium
Output using S =1 approach

> Types of Equilibrium

» Full employment equilibrium if in an economy,
AS = AD or S = | along with Fuller utilisation of labour
force, thenthe economy is sald to be In fullemployment
equilibrium.

» Under employment equilibrium if in an economy,
AS = AD or S = |, but without the fuller utilisation of
labour force, then the economy is said to be in under
employment equilibrium.

» Excess Demand: It refers to the situation in which

Aggregate Demand (AD) Is more (exceeds) than the
Aggregate Supply (AS) [AD > AS] carresponding to Ffull
employment level of output in the economy, excess
demand leads to Inflation In the economy.

» Inflatlonary Gap: It refers to the gap by which actual

Aggregate Demand exceeds the Aggregate Demand
required to establish Full employment equilibrium.

|
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» Impact of Excess Demand on Qutput, Employment and
Prices

>

Ca

Impact on Output: The level of output will not increase
in the short-run because the economy is already
workling at full employment level. However, production
can be increased in long-run, but Keynesian's theory is
based on shart-run. Thus, output remains unaffected in
case of excess demand.

Impact on Employmeant: The level of employment will
nat increase because the ecanomy is working at Ffull
employment level. At this stage, there Is no involuntary
employment In the economy. Thus, employment
remains unaffected in case of excess demand.
ImpactonPrices:Thelevel ofgeneral price viillincrease
in the economy. It Is so because the production cannot
be increased and AD Is more than AS corresponding
to the level of Full employment in the economy.
Thus, prices of goods and services will increase in the
economy.

uses of InFlationary Gap

Rise in private consumption expenditure (C).

Rise In private investment expenditure (I).

Rise In government consumption and investment
expenditure (G).

Increase in exports (X).

FallIn Imports (M).

Fall in tax burden on people (T).

Deficient Demand: It is a situation in which AD falls short

of

AS (AD < AS) corresponding to the full employment

level of output In the economy. The difference between
the desired AD and actual AD corresponding to the Full
employment level in the economy is called Deflationary

Ga

p.

» Deflationary Gap: This deflationary gap or the amount of
deficit demand or excess supply is called Deflation.

AD and AS

Y
3
ASouYo(C=<+S
E (at fuII employment)
- “'A D’
13 | = (at undear employment)
Q e
Pr—" | Deflationary Gap
I
I
45° |
O >
M N A
Income (Employment)
Deflationary Gap
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» Impact of Deficlent Demand on Output, Employment
and Prices: Deficient demand adversely affects the level
of output, employment and price level in the economy.

>

Impact on Outpukt The level of output will decrease due
to lack of sufficient aggregate demand. There willbe an
increase in the unsold stock. It will force the producers
to plan fFor lesser production For the following year. As
a result, planned output will decrease in the economy.
Impact on Employment: The level of employment wiill
decrease in the economy because deficient demand
causes involuntary unemployment In the economy.
Impact on General Price Laval: The level of general
price level will fall due to the lack of demand for goods
and services in the economy.

» Causes of Deflationary Gap

>
>
>

»>
>
>

Fall in private consumption expenditure.

Fall in private investment expenditure.

Fall in government consumption and Investment
expenditure.

Increase in imports.

Fall in exports.

Decrease tax burden on people.

» Measures to Correct Excess Demand and Deficlent
Demand: There are two types of measures:

>

Monetary Measures: Monetary measures are initiated
by Central Bank to regulate the cost and availability of
credlt In the country. These are as follows:

e Quantitative Measures

m Bank Rate: It is the rate at which commercial
banks barrow money/funds from Central Bank
for a period of more than 90 days.

Excess Demand — Repo rate Is increased.
Deficlent Demand — Repo rate Is decreased.

m Open Market Operations: It refers to buying
and selling of government approved securities
in the open market by the Central Bank to
Commercial Banks.

Excess Demand — Central Bank sells securities.
Deficlent Demand — Central Bank buys
securitles.

m Cash Reserve Ratio (CRR): It is the fraction of
total deposlts that commerclal banks should
keep with Central Bank as a part of fractional
reserve system.

Excess Demand — CRR Is Increased.
Deficient Demand — CRR is decreased.

m Statutory Liquidity Ratlo (SLR): It refers to the
Fraction of taotal deposits that each commercial
bank should keep with itself in the form of
liquld assets.

Excess Demand — Increase In SLR.
Deficlent Demand — Decrease In SLR.
® Qualltative Meoasures

m Marginal Requirements: It is the difference
betvreen the market of securities provided by
the borrower and the amount of loan granted
to him.

m ExcessDemand —Riselnmarglinalrequirements.
Deficlent Demand — Reduction In marginal
requirements.

|
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QL

Q2

Q3.

Q4.

Qs.

Q6.

Q7.

Q8.

Q9.

m Moral Suaslon: The Central Bank Issues
directives to banks to follow rules and
regulations.

Excess Demand — Central Bank imposes restrictions
on commerclal banks on granting loans.
Deficient Demand — Central Bank issues
directives to commercial banks to increase
availabllity of credit.

>

Flscal Measures: Fiscal measures are a part of the
revenue and expenditure policy of the government.
The Instruments used are:

* Revenue Palicy

e Expenditure Policy

e Deflclt Financing

& Practice Exercise

’@ Multiple choice Questions \)

if an aconomy s to controlrecession like most of the
Euro-zone nations, which of the following can be
appropriate? (CBSESQP 2016)
a. Reducing Repo Rate  b. Reducing CRR
C. Both a. and b. d. None of these

Aggregate demand can be increased by: (CBSE 2017)
a. Increasing bank rate

b. selling government securities by RBI

c. increasing CRR

d. None of the above

The monetary policy generally targets to ensure:
a. price stability in the country

b. employment generation in the country

c. stable fareign relations

d. greater tax collections for the government

If MPC is greater than MPS, the value of the

multiplier will be: (CBSE 2017)
a. greater than 2 b. less than 2

c. equalto 2 d. equalto 5

If MPC = 1, the value of multiplier is:  (C8SE2015)
a. zero b. 1

c. between 0 and 1 d. infinity

Iif MPC = 0, the value of multiplier is:  (CBSE2015)

a. 0
c. between 0 and 1

b. 1

d. infinity

When aggregate demand Is greater than aggregate
supply, Inventories: (CBSE2017)
a. fall

C. do not change

b. rise
d. first fall. then rise

Average propensity to consume can never be:
(CBSE SQP 2020)

b. zero

d. less than one

a. positive

c. more than one
Suppose In a hypothetical economy, the Income
rises from ¥ 5,000 crore to ¥ 6,000 crore. As a
result, the consumption expenditure rises from
24,000 crore to 24,600 crore. Marginal propensity
to consume In such a case would be:  (CBSE2019)
a. 08 b. 04

c 02 d 06
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Ql0.

QLL
Ql2.

Q13.

Q4.

QIs.

Q16.
Q1.

Ql8.

Ql9.

Q 20.

The value of multiplier is: (CBSE 2015)
1 L
9 MPC b. WPS
1 1
& J-MPS d MPC-1
If APC : APS = 3 : 2, then thelr values are:
a. 04 06 b. 0.2.0.4
c. 06.04 d. 05.07
If MPC : MPS =1 : 1, then their values are:
a. 04,06 b. 0.5.05
c. 06.04 d 0202
If MPS = 1, then investment multiplier will be:
a. 0 b. 2
c. Infinity d. 1
Out of APC and APS, the value of ............ can be
negative.
a. APS b. APC

c. Both a. and b. d. None of these

The maximum value of investment multiplier is:
a. 1 b. 10
c. Infinity d. None of these

When savings are negative, the value of APC will
be:

a. greater than 1 b. less than 1

C. equaltol d. None of these
IfC=100 + 0.75Y, then autonomous consumption
Is:

a. -100 b. 100

c. 200 d. -200

The particular level where AD = AS Is called:
a. Effective Demand

b. Excess Demand

¢. Deficlent Demand

d. None of the above

If K =2, then:
a. MPC = MPS
c. MPC= 1. MPS = 0.5

b. MPC = MPS
d. None of these

In a two sector economy, components of AD are:
a.Cand5 b. Sand |
c. Cand | d. None of these

|
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Q2L

Q22.

Qas.

If in an economy, the value of investment multiplier
is 4 and Autonomous Consumption is ¥ 30 Crore,
the relevant consumption function would be:

(CBSE 5QP 2022-23, CBSE 2023)
a C=30+075Y b. C = (-)30 + 0.25Y
c C=30-075Y d C=30-025Y
If increase In Natlonal Income Is equal to Increase

In consumption, identify the value of Marginal
Propensity to Save:  (CBSE SQP 2022-23, CBSE 2023)

a. Equal to unity b. Greater than one

C. Less than one d. Equal to zero

In an economy, the value of Marginal Propensity
to Save (MPS) is 0.25, what will be the value of
increase in income, if investments increased by
T 200 crore? (CBSE 2023)
a. ¥ 200 crore b. ¥ 150 crore

c. ¥1.000 crore d. T 800 crore

-¢) Statement Based questions N

Q24.

Qas.

Q 26.
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Read the following statements carefully:
Statement |: The consumption curve is an upward
sloping straight line curve due to the direct
relationship between income and consumption and
the assumption of constant Marginal Propensity to
Consume.

Statement |[lI: Aggregate demand curve and
Consumption curve are parallel to each other.

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

(CBSESQP 2022-23)
a. Statement | iIs true and statement Il Is false.
b. Statement | Is false and statement Il Is true.
c. Bath statements are true.
d. Bath statements are false.

Read the following statements carefully:

Statement |: Consumption curve makes an intercept
on the Y-axis, some point above the origin.

Statement Il: People need certain basic goods and
services to sustain themselves, even if income is
Zero.

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

a. Statement | Is true and statement Il Is false.

b. Statement | Is false and statement Il Is true.

c. Both statements are true.

d. Both statements are false.

Read the following statements carefully:
Statement I: In a two sector economy, consumption
expenditure and investment expenditure are the
two components of aggregate demand.

Statement II: Aggregate demand curve always start
from point of origin with positive slope. (CB8SE2023)

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

Q2.

Q28.

a. Statement | Is true and statement Il Is false.
b. Statement | is false and statement Il s true.
c. Both statements are true.
d. Both statements are false.

Read the following statements carefully:

Statement |: The induced consumption shows, the
direct relation between consumption and income.

Statement II: With a certain increase in income,
induced consumption also increases.

In the light of the given statements, choose the
correct alternative from the following: (C8SE2023)
a. Statement | is true and statement Il is false.

b. Statement | is false and statement Il is true.

c. Both statements are true.

d. Both statements are false.

Read the following statements carefully:

Statement |: Consumption function assumes that,
consumption changes at a constant rate as income
changes.

Statement Il: Autonomous consumption is the ratio
of total consumption (C) to total income (Y).

In light of the given statements, choose the correct
alternative from the following: (CBSESQp2023-24)
a. Statement | is true and statement Il is false.

b. Statement | is false and statement Il is true.

¢. Both statements are true.

d. Both statements are false.

g Fill in the Blank 1upe Questions §

Q29.

Q 30.

Q3L

Graphically, aggregate demand function can be
obtained by vertically adding the ....... and .......
function.

(Choose the correct alternative to fill up the blanks)
a. consumption, saving (CBIESQP2022-249)
b. consumption, Investment

c. investment. saving

d. aggregate supply. consumption

The value of ............... can be greater than one.

(Choose the correct alternative to fill up the blank)
(CBSESQP 2023-24)

. marginal propensity to consume

. average propenslity to consume

. marginal propensity to save

. average propensity to save

O n O o

Suppose for a given economy,
S=-60+0.1Y
| =2 4,000 crore

(Where S = Saving Function, Y = National Income
and | = Investment Expenditure)

Equilibrium level of income would be ? ...... crore.

(Choose the correct alternative to fill up the blank)
(CBSE SQP 2023-24)

b. 40.000

d. 60.400

a. 4,000
c. 40.600
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Q32.

Q 33.

Q 34.

Q 35.

Q 36.

Q37

Q38.

Q 39.

Q40.

When consumption is more than income, the value

of APCls............. than one.
(Choose the correct alternative to fill up the blank)
a. less b. mare
C. Zero d. equal
In the adjoining figure, OA represents......... i
4
A [
> /
i X
O | National Income (®)
—

(Choose the correct alternative to fill up the blank)
a. induced consumption

b. autonomous investment

C. autonomous consumption

d. induced investment

If APC =1, then APS =............. ;

(Choose the correct alternative to fill up the blank)
a. one b. two

c. half d. zero

To overcome deficient demand, Central Bank..........
SLR.

(Choose the correct alternative to fill up the blank)
a. increases b. reduces

C. Zero d. None of these
Investment multiplier Is positively related to

(Choose the correct alternative to fill up the blank)
a. MPC b. MPS

c. APC d. APS

If due to an increase in investment of ¥ 100 crore,
national income Increases by ¥ 400 crore, then
MPS = ..........c....

(Choose the correct alternative to fill up the blank)
a. 075 b. 0.50

c. 4 d. 0.25

The sum total of MPC and MPS is equal to ..............
(Choose the correct alternative to fill up the blank)
a. ane b. two

c. -1 d. zero

IfK=75,then MPC=......c.ccueuuc.

(Choose the correct alternative to fill up the blank)

a 20 b. .80
c. 25 d 5
............. refers to that level of aggregate demand,

which can be met by the corresponding supply in
the economy.

(Fill up the blank with correct altemnative)(CSE 2023)
a. Autonomous consumption

b. Effective demand

C. Excess demand

d. Deficlent demand

*@ True/False Type Questions N

Q4L

Q42.

Equilibrium level of Income is determined by
ex-post savings and ex-post investments.
The sum total of APS and MPC s equal to one.
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Q43.
Q44.

Q 45.
Q 46.
Q47.
Q48.
Q 49.

Q50.

QSL

Q52.
Q 53.
Q54.
Q 55.
Q 56.
Q57.
Q 56.

Q59.

Q 60.

Multiplier is inversely related
propensity to save.

During excess demand, the level of output and
employment remalns constant.

Full employment means zero unemployment.

At equilibrium C+1=5.

Value of MPC can be greater than one. (CBSE2018)

APC can be greater than one. (CBSE 2018)
In a two sector economy, if consumption is equal to
income, APS = 0. (CBSE 2019)
According to Keyneslan theory of employment,
ex-ante savings and ex-post savings are always
equal. (CBSE 2019)
Ex-post investments mean fixed capital with
production units during a particular period of time.

(CBSE2019)

to marginal

Value of MPS can never be negative.

Sum of APCand MPC is equal to 1.

The value of APS can never be greater than 1.
When the value of APS is negative, the value of
MPS will also be negative.

APS can never be negative. (CBSE SQP 2018)
According to Keynesian theory of employment, a
state of under employment can never exist in an
economy. (CBSE 2019)
According to Keynesian theory of employment, the
state of full employment Is obtained only when the
economy is in equilibrium. (CBSE 2019)
If MPC : MPS = 4 : 1, the value of investment
multiplier will be 4.

Inventaries accumulate when planned investment
is less than planned savings. (CBSE SQP 2018)

-' Match the Column Type Questions N

Q 61. From the following statements given in Column |
and Column |Il, choose the correct pair of
statements:

Column|| Column Il

A. Consumption > Income 1. Autonomous

consumption (C)

B Consumption = Income 2. APC>1

C Consumption <Income 3. APC=1

D. Consumption at zero level | 4. APC<1

of income
A B C D A B C D

Q 62.

a 1 2 3 4 b. 2 3 4 1
¢ 4 3 2 1 d 3 4 1 2

Fromthe followingstatements giveninColumnland
Column Il, choose the correct pair of statements:

Column | Column Il

A Functional relationship
between consumption and
natlonal Income

B. Functional relationship 2.
between saving and
national Income

1L Autonomous
Investment

Induced Investment

|
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3. Consumption
function

C  That investment which is
directly related to profit

0. That investment which is
not influenced by income

4. Saving function

Q 65. Fromthe followingstatementsgiveninColumnland
Column I, choose the correct palr of statements:

A B C D A B C D
a 3 4 2 1 b. 1 2 3 4
¢ 4 3 2 1 d 3 1 4 2

Q 63. From the following statements given in Column |

and Column Il, choose the correct pair of statements:

Column | Column I

A Thatunemploymentinwhicha | 1. Structural
person is able to do a |ob and unemployment
willing to work at the existing
wage rate but he does not get
a |ob.

B. That unemployment in which a | 2. Frictional
person is able to do the job. but unemployment
he himself is not willing to do it
at the existing wage rate, even
when the |ob Is avallable.

C. Temporary unemployment. 3. Voluntary
which occurs due to the unemployment
shortage of raw-material.
changing of |obs. etc

0. The unemployment. in which 4. Involuntary
people remaln unemployed unemployment
due to the demand for specific
type of workers

Column | Column Il

A The ratio between change In L APC
income and change in investment

B. The ratio of consumption 2 MPC
expenditure to the corresponding
level of Income.

C. The rato between change In 3. Investment
consumption expenditure and multiplier
change In Income.

D. The ratio of savings to the 4. APS
corresponding level of Income.

A B C D A B C D
a 1 2 3 A4 b. 3 &4 1 2

c. 4 3 2 1 d 2 1 4 3

Q 64. Fromthe followingstatementsglveninColumnland
Column Il, choose the correct pair of statements:
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Column | Column Il

A. That level of income at which 1. Over full-
planned aggregate demand employment
equals planned aggregate equilibrium
supply in the economy.

B. When the equality between 2. Equilbrium
aggregate demand and income
aggregate supply takes
place prior to the level of full
employment In the economy.

C. When the equallty between 3. Under-
aggregate demand and employment
aggregate supply takes equilbrium
place at the level of full
employment In the ecanomy.

D. When the equality between 4. Full
aggregate demand and employment
aggregate supply takes equilbrium
place beyond the level of full
employment in the ecanomy.

A B C D A B C D
a 2 3 4 1 b. 1 2 3 4
e 3 4 1 2 d 4 T 2 3

onow

wnN =
— I~ w N
N — N WM
W= 0

-/ Assertion & Reason Type Questions \)

Directions (Q.Nos. 66-79): There are two statements marked
as Assertion (A) and Reason (R). Read the statements and
choose the oppropriate option from the options given below:

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 not the correct explanation of
Assertlon (A).

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

d. Assertion (A) is false. but Reason (R) Is true.

Q 66. Assertion (A): Ex-post investments represent
planned investments; whereas Ex-ante investments
represent actual level of investments.

Reason (R): At equilibrium level, Ex-ante savings
and Ex-ante investments are always equal.
(CBSE SQP 2022-23)

Q 67. Assertion (A): Saving curve makes a negative

intercept on the vertical axis at zero level of Income.

Reason (R): Saving function refers to the functional
relatlonship between saving and income.
(CBSE SQP 2022-23)

Q 68. Assertion (A): Full employment does not mean
zero unemployment.

Reason (R): Because there exist some natural rate
of unemployment j.e., frictional and structural.

Q 69. Assertion (A): Equilibrium level of income is
determined where ex-post savings are equal to
ex-post investments.

Reason (R): Equilibrium Llevel of income is
determined where Ex-ante savings are equal to
Ex-ante investments.

|
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Q70.

Q7L

Q72

Q73.

Q74.

Q 75.

1.

¥

TiPs

Assertion (A): The consumption at zero level of
income is autonomous consumption.

Reason (R): For survival human being need to
consume for this, either they barrow or they
withdraw from their past savings.

Assertion (A): During excess demand, the level
of output, income, employment increases in the
economy.

Reason (R): During excess demand only general
price level increases in the economy, as the
economy is already operating at full employment
level.

Assertion (A) : Full employment refers to, absence
of involuntary unemployment.

Reason (R) : Under full employment situation, all
willing and able bodied people get employment at
prevailing wage rate. (CBSE 2023)

Assertion (A) : At the break-even level of income,
the value of Average Propensity to Consume (APC)
is zero.

Reason (R): Sum of Average Propensity to Consume
(APC) and Average Propensity to Save (APS) Is
always equal to one. (CBSE2023)

Assertion (A): There is an inverse relationship
between MPC and investment multiplier.

Reason (R): There is a positive relationship
between MPS and investment multiplier.

Assertion (A): MPC is the slope of consumption
function. It measures the rate of change in
consumption per unit change in income. Its value
ranges between O and 1 /.e.,, 0 <b < 1.

Reason (R): According to Keynes, “Men are
disposed, as a rule and on an average, to increase
their consumption as their income increases, but
not as much as increase in their income.” It means
that as income rises, propensity to consume also
rises, but by less than an increase in income as
people tend to save more as well.

‘ Answers '
v

(c) Both a.and b.

Repo Rate: It refers to the rate at which commercial
banks can borrow from Central Bank against some
approved securities for a short time.

Reverse Repo Rate: It refers to the rate at which
commercial banks parks their surplus funds with
Central Bank for a short-time.

2.
3.
4,

(d) None of the above
(a) price stability in the country
(a) greater than 2

Get More Learning Materials Here: &

Q 76. Assertion (A): Average propensity to save can be
zero. It Is identified at a point where saving curve
intersects the X (income) axis implying APS = 0.
Reason (R): At break-even point, consumption is
equal to income (C = Y). This equality is identified
at a point where consumption curve intersects the
income curve (line) implying APC = 1.

Q77. Assertion (A): Deflationary gap exists when

aggregate demand is less than aggregate supply
corresponding to full employment level in the
economy. Deflationary gap is measured at full
employment output.
Reason (R): Deficient demand refers to a situation
when there is shortfall in aggregate demand from
the level required to maintaln full employment
equilibrium in the economy. It represents an
under employment situation and generates a gap
between the actual Aggregate Demand and Deslired
Aggregate Demand (Actual AD < Required AD).

Q78. Assertion (A): Unplanned inventories accumulate
when planned investment is less than planned
savings l.e., producers are left with unsold stock of
goods as planned savings are more than planned
investments.

Reason (R): In a situation of deficiency of AD in
relation to AS, Aggregate demand is less than
Aggregate supply when buyers (consumers and
firms) are consuming less and thus spending less.
It means that they are planning to buy less than
what sellers are planning to sell (implying fall in
marginal propensity to consume).

Q79. Assertion (A): Excess demand refers to the situation
when aggregate demand is in excess of aggregate
supply corresponding to full employment in
the economy i.e., AD > AS, corresponding to full
employment. It is when actual level of aggregate
demand is more than required or planned level of
aggregate demand to maintain full employment.

Reason (R): To correct inflationary gap, bank rate,
repo rate, reverse repo rate and legal reserve ratio
is increased by the Central Bank to reduce supply of
money so that purchasing power of people can be
curtailed and inflationary gap can be controlled.

TiP-

Suppose MPC = 0.6, then MPS = 0.4

i | 1 .
D — et GO (]I
1-MPC 1-1 O (infinity)

6. (b)1
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7. (3) fall 45,
8. (b) zero
TiP 46,
At zero level of Income, consumption will always be 47
positive.
48.
(g,m TiP
_ AC _4.600-4.000 _ 600 _ 49,
AY ~ 6,000—5,000 1,000
1
10. (b) MPS 56,
1. (c)06.0.4
12. (b)0.5.05
13. (d)1
14. (a) APS 51.
15. (c) infinity
16. (a) greater than 1
17. () 100 9
18. (a) Effective Demand
19. (3) MPC = MPS =
20. (¢Cand| 54,
21 (3)C=30+075Y
22. (d) Equal to zero
23. (d)? 800 crore 55.
24. (c) Both statements are true.
25. (c) Both statements are true. 56.
26. (c) Both statements are true.
27. (c) Both statements are true.
28. (b) Statement | Is false and statement Il Is true. .
29. (b) Consumption, investment
30. (b) Average propensity to consume 5B,
31. () 40.600
32. (b) more
33. (c) autonomous consumption 59,
34. (d) zero
35. (b) reduces
36. (a) MPC
37. (d)0.25
38. (a) one
39. (b) 080
40. (b) Effective Demand 60.
41. False Equilibrium level of income Is determined
where ex-ante savings and ex-ante
investments are equal
42, False The sum total of APS and APCls equal to 1.
43. True K - . higher the value of MPS, smaller 61.
MPS 62.
the size of investment multiplier. 63.
44, True; Because ecanomy Is already operating at 64.
the level of full employment 65.
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False;

False:
False;

True;

True:

False;

False;

True;

False;

True:

False:

False;

False:

False:

False;

True;

w s Bow oo

D.-

,.-..,.-._,.-\,....__,.-._
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—_—— —

W W > wm

Even at full employment there exist some
natural rate of unemployment namely:
frictional and structural unemployment.
At equilibrium C+ 5 =Y.

MPC can never be greater than one
because a change In consumption cannot
be greater than change In Income.

This happens when consumption is mare
than income.

WhenC=Y.5=0.

Therefore. APS = % =0.

Ex-ante savings means planned savings
whereas ex-post savings means actual
savings. 5o0. they may or may not be
equal.

It includes both fixed assets as well as
inventory investment with the production
units. during a period of time.

MPS can never be negative because
MPS = AS/AY and MPC + MPS = 1. So. MPS
can be zero but it cannot be negative.
Sum of APC and APS Is equal to 1.

APS can never be greater than 1 because
Income [s either consumed or saved and
savings cannot be mare than Income.
APS can be negative. but MPS can never be
negatlve because MPS = AS/AY.

APS can be negative when consumption
is more than income and savings are
negative.

In this theary. under employment can
exlst when AD « AS at less than full
employment level

In this theory. economy can be in
equilibrium at less than ar more than full
employment also.

MPC 4 AC/AY 4 AC 4
MPS 1 AS/AY 1 =T
4 1
In ather words, MPC = 3 and MPS = £’
1 1
K = —_— K E=E—_—= 5.
MPS 115

When people save more and spend less in
the economy. then the stock of producers
remaln unsold leading to the accumulation

of inventories.
C D

1
1
1
1
4

N B NN B
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66.

67.

68.

69.

70.

7.
72.

73.
74.
75.
76.
77
78.

79.

(d) Assertion (A) is false. but Reason (R) s true.

(b) Both Assertion (A) and Reason (R) are true. but
Reason (R) is not the correct explanation of
Assertion (A).

(a) Bath Assertion (A) and Reason (R) are true and
Reason (R) is the carrect explanation of Assertion (A).

(a) Both Assertion (A) and Reason (R) are true
and Reason (R) is the correct explanation of
Assertion (A).

(a) Bath Assertion (A) and Reason (R) are true and
Reason (R) is the correct explanation of Assertion (A).

(d) Assertion (A) Is false. but Reason (R) s true.

(b) Both Assertion (A) and Reason (R) are true, but
Reason (R} is not the correct explanation of
Assertion (A).

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

(d) Assertion (A) is false. but Reason (R) is true.

(a) Bath Assertion (A) and Reason (R) are true and
Reason (R) is the correct explanation of Assertion (A).

(a) Bath Assertion (A) and Reason (R) are tue and
Reason (R) is the carrect explanation of Assertion (A).

(a) Bath Assertion (A) and Reason (R) are true and
Reason (R) is the carrect explanation of Assertion (A).

(a) Bath 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 not the correct explanation of
Assertion (A).

-¢) Case Study Based questions N
Case Study 1

Read the extract given below and answer the
questions on the basis of the same:

India's wholesale inflation accelerated for the third
consecutive month and firmed up to an eight-month
high of 1.48% in October, driven by manufactured
itcms, data rcleased by the Commerce and Industry
Ministry showed on 16 November. The WPI had
increased 1.32% in September. The annual rate
of inflation based on the WPI Food Index which
comprises ‘food articles’ from the primary articles
group and ‘food product’ from the manufactured
products group, decreased to 5.78% in October
from 6.92% in Scptember. The government also
revised the wholesale inflation for August to
0.41% from 0.16% earlier.

Food inflation cooled to 6.37% in October from
8.17% in September, led by decline in meat, egg
and fish inflation that slowed to 1.65% in October
from 4.15% the previous month.

Inflation in vegelables and potatoes was 25.23%
and 107.70%, respectively.

In the manufactured products category, inflation
was 2.12% compared with 1.61% in September.
Source: The Economic Times, November 17, 2020
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QL

............. demand refers to a situation in which
aggregate demand exceeds aggregate supply

corresponding to the level of full employment.
a. Excess b. Deficlent
c. Over d. None of these

Q2. To overcome inflation, Central Bank should try to:

Q.

Q4.

a. Increase the bank rate

b. sells government securities to commercial banks
c. Botha.andb.

d. None of the above

Inflation in vegetables and potatoes was 25.23%
and............., rTespectively.

a. 100.77% b. 107.70%

c. 170.70% d. N17.70%

............. items have greater inflation in October
2020.

a. Produced b. Cansumed

¢. Manufactured d. All of these

Case

QL

Q2.

Q3.

'| Answers ',
2.(c) 3. (b)

L ]

1. (a)
Study 2

Read the extract given below and answer the
questions on the basis of the same:

4. (c)

Finance Minister Nirmala Sitharaman said
perishable goods are putting upward pressure on
inflation and the government is working on both
short and medium-term measures for controlling
price rise.
The Wholesale Price Index (WPI) based inflation
rose to a seven-month high of 1.32% in September,
while retail inflation was at eight-month high of
7.34% on spiralling prices of food items, especially
vegetables,
Speaking to reporters, Mrs. Sitharaman said floods
in certain districts have led to uptick in prices of
perishable goods and the government is taking
steps for their better preservation, long shelf life
and providing weather proof storage, particularly
for crops like onion and potato.

Source: The Hindu, November 12, 2020

Due to floods, there was a rise in prices of .............

goods.
a. perishable b. non-perishable
¢. durable d. consumer

Government is working on short and medium-term

measures for controlling ............. in the country.
a. deflation b. inflation
C. BXCEess d. deficlent

Due to arise in demand and fall In supply the prices

of goods tend to...............
a. rise
€. same

b. fall
d. excess

|
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Q4.

[ ]

The provisions made by government for controlling
prices of perishable goods:

a. better preservation

b. providing weather proof storage

c. Both a.and b.

d. None of the above

L ]

| Answers |
2.(a) 3.(a)

1. (a) 4. (c)

Case Study 3

Ql

Ans.

Q2

Ans.

Get More Learning Materials Here : &

Read the extract given below and answer the
questions on the basis of the same:

With industrial demand still below the pre-
pandemic level, consumer-centric sectors have
taken thc centre stage. Companies from thesc
sectors staged a faster recovery in the quarter to
September on a sequential basis than the industry
on average. This was on account of pent-up
consumer demand and rising propensity to spend
among rural consumers amid better monsoon and
improving farm income aided by higher sowing
and government support.
A sample of 593 companies from consumer-
focused sectors including automobiles, consumer
durables, Fast-Moving Consumer Goods (FMCG),
hospitality, jewellery, media and entertainment,
healthcare and pharma, retail, real estate and
textiles reported a 29% sequential increase in
net sales and 94% jump in operating profit in
the September quarler. Net sales, however, rose
at a more benign rate of 25.7% and operating
profit grew 32.2%, for a broader sample of 2,371
companies across seclors.
“Companics have reported demand revival and
volume growth in the quarter. Rural continues to
outperform urban.”

Source: timesgroup.com, November 17, 2020

Explain the concept of average propensity to
consume.

Average propenslity to consume refers to the ratlo of
consumption expenditure to the corresponding level
of Income.

APC = Caonsumption (C)/Income (Y)

The consumer good industry has shown a faster
recovery than that of capital good industry due to
rising propensity to consume. Explain MPC for the
above lines.

Marginal propensity to consume refers to the ratio
between change in consumption expenditure and
change In Income.

MPC = Change In Caonsumption (AC)/Change In
Incomme (AY)

Case Study 4

QL
Ans.

Q2.

Ans.

Read the extract given below and answer the
questions on the basis of the same:

The denial of the crucial role of the interest rate
as cquilibrator of savings and investment led
directly to the Keynesian theory of employment
determinants. Given the ‘propensity to consume’
and hence the proportion of any given income that
will be spent by individual consumers (on which
the size of RF Kahn's ‘multiplier’ depends), the
level of output and employment will be a function
of investment. According to the level at which
investment (also consumption) stands, the level of
output and employment may be almost anything
between zero and full capacity output. There is at
any rate, no longer any unique level to which the
system is necessarily tending. So far as investment
consists of private investment, it will remain
governed by the ‘marginal efficiency of capital’
(anticipated profitability), modified, on one hand,
by ‘expectations’ (powerfully swaycd by business
mood and the like) and on other hand, by the cost
of borrowing, namely prevailing rate of interest.
Thus, was the casual emphasis of theory reversed,
instead of any change in saving being translated
into an equivalent shift of investment and
(via income changes) the volume of savings the
dependent variable.

Interest was converted virtually into a monecy
rate-something influenced on the onc hand by
monelary policy (affecting the supply of money
available) and on the other hand by the current
attitude towards is as something worth holding
(e.g, bank deposit) in preference to other assets
(e.g, bonds). This later constituted the famous
liquidity preference. A preference powerfully
influenced by expectations (or uncertainty) about
future movements of interest rates (and hence of
bond prices).

Source: From Maurice Dobb, Theories of Value and
Distribution since Adam Smith, page 218-219

Explain investment multiplier.

Investment multiplier refers to the ratio between
change In Income and change In Investment
K=AY/Al
The working of multipler tell us to what will be the
final change In Income. as a result of Al Change in
investment cause a change in income. As a result,
there is a change in consumption which in turn leads
to a multiple change in income.
Al = AY — AC — AY

Explain the relatlonship between MPC and
multiplier.
There is a direct relationship between the value of

MPC and the size of Multiplier (K). This means that
as the value of MPC increases the size of multiplier
also increases and vice-versa.

1
K“]-Mpc

|
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"' Very Short Answer Type Questions

Q1L What is meant by aggregate demand?

Ans.

Qa.

Ans.

Q3.

Ans.

Q4.

Ans.

Q5.

Ans.

Q6.

Ans.

Q7.

Ans.

Q8.

Ans.

Q9.
Ans.

Q10.
Ans.

It refers to the total demand for all goods and
services In the economic system as a whole. This
Is expressed In terms of total expenditure made In
the economy.

State the components of aggregate demand.

The components of aggregate demand are as follows:

(1) Household Consumption Expenditure
() Private Investment Expenditure

(i) Government Expenditure
(iv) Net Exports

What s meant by
macroeconomics?

It refers to the total value of planned output of final

goods and services produced by all the producers
during a year.

aggregate supply in

State the components of aggregate supply.
Consumption and savings are the components of
aggregate supply.
What Is consumption function?

OR
What Is propensity to consume?
Consumption function refers to functional relationship
between consumption and national income.

C=f(Y)

What is average propensity to consume?
Average Propensity to Cansume (APC) refers to the
ratio of consumption expenditure to the corresponding
level of Income.

APC = Consumption/Income or C/Y
What is marginal propensity to consume?
Marginal propenslity to consume refers to the ratio
between change in consumption expenditure and
change In Income.
MPC = Change in Cansumption/Change in Income
ar AC/AY

What Is saving function?
OR

What is propensity to save?
Saving function refers to the functional relationship
between saving and national income.

S=f(Y)
What is average propensity to save?
Average Propensity to Save (APS) refers to the ratio
of saving to the carresponding level of Income.

APS = Saving/Income or 5/Y

Define marginal propensity to save.

Marginal Propensity to Save (MPS) refers to the ratio
between change in savings to change in total income.
MPS = Change in Savings/Change in Income. or AS /AY

Get More Learning Materials Here : &

QlL
Ans.

Ql2.
Ans.

Q3.
Ans.

Q4.
Ans.

Q 15.
Ans.

Q 16.
Ans.

Q.
Ans.

Q18.
Ans.

Q19.
Ans.

Q 20.
Ans.

Q2L
Ans.

Q22.
Ans.

Q23.
Ans.

Q 24.
Ans.

What is the relationship between APC and APS?

The sum total of APC and APS is equal to one. So.

when APC rises, APS falls and vice-versa.

What Is the relationship between MPC and MPS?
The sum total of MPC and MPS is equal to one. So.
when MPC rises. MPS falls and vice-versa.

What Is meant by Investment?
It refers to the expenditure Incurred on creation of

new capital assets, or the increase in the stock of
capital Is called Investment.

What are the three factors that affect investment?
The three factors that affect investment are cost
revenue and profit

What is the investment demand function?

The functional relationship between the interest
rate and marginal efficiency of investment and the
amount of investment that is demanded Is called
investment demand function.

What are the two main types of Investment?
The two maln types of investments are Induced
investment and autonomous Investment

What Is marginal efficiency of investment?
Marginal efficiency aof investment Is the expected rate
aof return fram additional investment.

What are ex-ante savings?

Ex-ante savings refer to the amount of savings which
households (or savers) plan or deslre to save at
different levels of income In the economy.

What are ex-ante investments?

Ex-ante Investments refer to the amount of
investment which firms plan or desire to invest at
different levels of Income In the economy.

What are ex-post savings?

In an economy. the savers actually save at different
levels of income Is called ex-post savings. It is also
known as actual ar realised savings In an economy
during a year.

What are ex-post Investments?

In an ecanomy, what the Investors actually invest
at different levels of income is called ex-post
Investments. It Is also known as actual or realised
investment in an economy during a year.

When does equilibrium occur In an economy?

In an economy. equilbrium occurs when ex-ante
savings = ex-ante investment.

What Is meant by full employment?

Full employment refers to a situation in which all
those people. vsho are willing and able to work at
the existing wage rate, get work without any undue
difficulty.

Does full employment mean zero unemployment?
No, full employment does not mean

unemployment. Even at full employment. there exists
some natural rate of unemployment

Zero

|
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Q 25.
Ans.

Q 26.

Ans.

Qay.
Ans.

Q 28.
Ans.

Q 29.
Ans.

Q 30.
Ans.

Q3L
Ans.

Q32

Ans.

Q33.
Ans.

Q34.
Ans.

Q 35.
Ans.

Q 36.
Ans.
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What is meant by involuntary unemployment?
It refers to that unemployment in which a person
does not get wark. even when he is able to do a job
and willing to work at the existing wage rate.
While estimating total unemployment In the country
which unemployment Is not considered?
Voluntary unemployment Is not cansidered while
estimating total unemployment in the country.
Write the equation of consumption.
The equation of consumptian Is written as:

Cza+b(Y)OrC=a+MPC(Y)
Where, a = Autonomous consumption

b = Marglnal propenslity to consume

Y = Income
Write the equation of saving.
The equation of saving is written as:

S=—a+(1-b)Y Or S=—2a+ MPS (Y)
Where. — a = Dis
saving ar negative saving
1-b = Marginal propensity to save
Y = Income

What Is autonomous consumption?

The consumption at zero level of income is called
autonomous consumption

What are dissavings?
The savings at zero level of income or negative
savings are called dissavings.

What is equilibrium income?

That level of Income at which planned aggregate
demand equals planned aggregate supply In the
ecanomy is called Equilibrium Income.

State two approaches of determining equilibrium
level of Income.

The two approaches of determining equilibrium level
of income are: (i) AD and AS Approach and (i) S = |
Approach.

What is underemployment equilibrium?

When the equality between aggregate demand
and aggregate supply takes place prior to the level
of full employment in the economy. it is known as
underemployment equilibrivm.

What is full employment equilibrium?

When the equality between aggregate demand
and aggregate supply takes place at the level of
full employment in the economy. it is known as full
employment equilbrium.

What Is over-full employment equilibrium?

When the equality between aggregate demand and
aggregate supply takes place beyond the level of full
employment in the econamy. it is known as aver-full
employment equillbrium.

Define investment multiplier.

Investment multiplier refers to the ratio between
change In Income and change In Investment.

In short: K=AY/AL

Q 37.
Ans.
Q 38.
Ans.

Q 39.
Ans.

Q40.

Ans.

Q4L

Q4z2.
Ans.

Q43.
Ans.

Q 44.

Ans.

Q 45.

Ans.

Q 46.

Ans.

Q47.
Ans.

What is the minimum value of investment multiplier?
The minimum value of investment multiplier is unity.
What is the maximum value of investment multiplier?
The maximum value of investment multipler is
infinity ().

What Is the relationship between MPC and multiplier?
There Is a direct relationship between the value of
MPC and the size of multiplier (K). This means that as

the value of MPC Increases the size of multipler also
increases and vice-versa

]
(K' T—MPC]

What is the relationship between MPS and
multiplier?

There is an inverse relationship between the value
of MPS and the size of multipler (K). This means that
as the value of MPS Increases the slze of multiplier
decreases and vice-versa.

(4]

What is excess demand?

. Excessdemand refers toa situationin vshich aggregate

demand exceeds aggregate supply carresponding to
full employment level of output in the ecanomy.
What s deficlent demand?

Deficlent demand refers to a sltuation In which
aggregate demand falls short of aggregate supply
correspanding to full employment level of output In
the economy.

What Is inflationary gap?

The amount or gap by which aggregate demand
exceeds aggregate supply corresponding to full
employment level of output in the economy is
referred to as inflatonary gap.

What Is deflationary gap?

The amount or gap by which aggregate demand
falls short of aggregate supply corresponding to
full employment level of output in the economy Is
referred to as deflationary gap.

What happens to economy's output, income and
employment and price when there Is a deficlent
demand?

They all will decrease.

What happens to economy's output, income and
employment and price when there is an excess
demand?

They all will remain constant except price (price will
increase).

What Is fiscal pollcy?

The revenue and expenditure pollcy of the government
is called Flscal policy.

|
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Q 48.
Ans.

Q 49.
Ans.

Q2.

Ans.

Get More Learning Materials Here : &

What is monetary policy?

The policy of Central Bank to control the flow of
credit In the economy Is called Monetary policy.
What is effective demand?

The particular level of aggregate demand required
to achleve full employment equilibrium Is called
Effective demand. In simple words, aggregate
dermand at the point of equilibrium (AD = AS) is called
Effective demand.

Short Answer Type-I Questions N

What is the consumption function? Explain with the
help of a schedule and graph.

. Consumption function refers to functional relationship

between consumption and natlonal income.

Eab (Y]
Consumption function or propensity to consume
shows the willngness of households to purchase
goods and services at a given level of Income during
a given time perlod.

Schedule showing consumption at different levels of
Incame

Y (In Crare) C (in Crore)
0 25
100 100
200 175
300 250
400 325
500 400
Y
A y
g
5% S
8 B F i
E o
3 E
2= E
8 < c=Y
-4 (Break-aven Paint)
o 45° (Zero saving)
C Income (Y) X
(in Crora)

Consumption Curve

What does Keynes famous Psychological Law of

Consumption states?

Note: (1 - b = MPS)

This law states that:

(I) There Is minlmum consumption. known as
autonomous consumption even at zero level
of national Income because survival needs
consumption.

(i) As the income increases. consumption also
Increases.

(ili) Income rises at a greater propartion as compared
to Increase in consumptlon.

Q3.

Ans.

What is the saving function? Explain with the help
of a schedule and graph.

Saving Function (Propensity to Save): Saving function
refers to the functional relationship betvreen saving

and national Income.

S=f(Y)
‘Saving Functon' or Propensity to Save’ shows the
savings af households at a glven Tevel of Income
during a glven time perlod.

Schedule showing savings at different levels of income

Q4.

Ans.

Q5.

Ans.

Q6.

Ans.

Y (in crore) | € (in crore) | S (in crore)
0 25 -25
100 100 0
200 175 25
300 250 50
400 325 15
500 400 100
¥
A
]
o
3
E
o
c
" Saving =0 S
A {BreakW
[
—Ci R (in Croro)
S)( ncoma (in Crorg

Dlssaving

Saving Curve
Derive the saving equation from the consumption

equation.
We know that: S =Y —C ()]
and C=a+b(Y) . (if)

Putting the value of C from eq. (ii) In (i), we get
Sw-a+Y(1—b) (Hence derived)

S=Y—a+b(Y)

=Y=—a~=0

=—atY-byY
Note: 1-b = MPS

S=—a+(1-b)Y
Derive consumption equation from the saving
equation.
We know that.
E=Y~5 (1)

Also. S=wa+V(l-b) (1)
Substituting the value of 5 from eq. (i) in (i), we get
C=Y-(-a+Y(1-b))
=Y-[(-a+Y-by)

=Y+a-Y+bY

=a+by [Hence derived)
Note: b = MPC
Distinguish between Average Propensity to

Consume (APC) and Marginal Propensity to Consume
(MPC).

Difference between Average Propensity to Consume
(APC) and Marginal Propensity to Consume (MPC)
are as follows:

|
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S. Basls of

No. | Difference AP MRE

() | Meaning It refers to the It refers to the ratio
ratio between between change
consumption In consumption
expenditure (C) | expenditure (AC) and
and income change in income
(Y) ata paintof [ (AY).
time.

(1) | value APC can be more | WPC cannot be more
than one as long | than one because
as consumption | Income rises at a
is more than greater propartion
national income, | as compared
ie. till the to Increase in
break-even palnt. | consumption.

(ui) | Rate When income When Income
increases, APC Increases. MPC falls
falls. but at a but at a rate more
rate less than than that of APC.
that of MPC.

Q7. Distinguish between Average Propensity to Save

(APS) and Marginal Propensity to Save (MPS).

Get More Learning Materials Here : &

Dividing both sides by AY, we get
AC/AY + AS/AY = AY/AY
MPC + MPS =1

Ans. Difference between Average Propensity to Save (APS)
and Marginal Propensity to Save (MPS) are as follows:
S. Basis of
No. | Difference ARS MER
(1) | Meaning It refers to the ratlo It refers to the
between total savings | ratlo between
(S) and totalincome | change in saving
(v). (AS) and change
in Income (AY).
(1 [ value The value of APS MPS can never
can be less than be less than
zero when there are | zero as change
dissavings. le. till in savings
consumption Is more | can never be
than national Income. | negative.
S AS
= APS = = MPS = —
(i) | Formula v 1y
Q8. Prove that APC+APS = 1.
Ans. We know that income is either consumed or saved.
Therefaore, C+S=Y
On dividing both the sides by Y. we get
C/Y +5/Y=Y/Y
APC + APS = 1
Q9. Prove that MPC + MPS = 1.
Ans. We know that change in income Is either consumed
or saved.
Therefare, AC + AS = AY

Q0.

Ans.

QL

Ans.

Qla.

Ans.

Qls.

Ans.

QL

_’

What is meant by inflationary gap? State three

measures to reduce this gap.

The amount or gap by which aggregate demand

exceeds aggregate supply carresponding to full

employment level of output in the economy is

known as Inflatlonary gap.

The following are the three measures to reduce this gap:

(I) Decrease In government expenditure on publc
works, public welfare. defence etc.

(i) Decrease in public expenditure on transfer payments
and subsidies.

(iii) Rise in taxes to lower the disposable income with
the people.

“As the income increases, people tend to save more.”
Justify the given statement.  (CBSESQP 2022, Term-2)

At lower level of income, a consumer spends a
larger proportion of his/her income an consumption
expenditure (basic survival requirements). As the
income Increases. owing to psychological behaviour
of a consumer. people tend to consume less and save
more for future uncertalnty.

“Excess demand creates greater opportunities of
employment in the economy.” Defend or refute the
given statement with valid explanation.

(CBSE 2022, Term-2)
The level of employment will not increase because
the economy Is working at full employment level At
this stage. there is no involuntary employment in the
economy. Thus, employment remalns unaffected In
case of excess demand.

If in an economy bank rate Is increased, how will it
affect the demand for credit? Explain.

(CBSE2022, Term-2)
When central rate Increase the bank rate to overcome
the problem of excess demand. This will Increase the
interest rate in the economy. As a result. the flow of
credit will decrease In the economy and hence AD will
decrease In the ecanomy,.

Short Answer Type-Il Questions N

What is meant by investment multiplier? State the
relationship between marginal propensity to save
and investment multiplier.

. Investment Multiplier (K): Investment multiplier

refers to the ratio between change in income and
change in investment.

Inshort: K = aY/al

For example. in an economy. investment increases

from 2 400 crore to 2 500 crore and Income Increases
from ¥ 1.000 crare to ¥ 2.000 crare. then the size of

multiplier will be 10.

Ealt

Al
. 2.000-1000
500-400

1000
100

=10 K=10

|
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Relationship between MPS and Investment Multiplier: 1 1 1

There Is an Inverse relationshlp between the value of (a) K= 1-MPC_1-05 05 2

MPS and the slze of multipller (K). This means that

as the value of MPS increases the size of multipler (b) K = ! =;=L=5

decreases and vice-versa. 1-MPC 1-08 0.2

When: (a) MPS =0.5 (b) MPS =0.2 Q4. Distinguish between Induced and Autonomous

Calculate Multiplier (K). investment.

Ty e ——__—_-—__—-—_-——___-—_--—--—-——--——--—-———_--_—--—-—l-—--—---l-—-—--——-—_—-—_—-"1"

1 1 1 1 Ans. Difference between Induced and Autonomous
(@) Ke—==—==2 (b) K= —===== : y
MPS 05 MPS 02 investments are as follows:

Q2. As per the following news published in The S. | Baslsof Induced Autonomous
Economic Times on 26th December, 2021: ‘Reserve ~ No. | Difference Investment Investment
Bank of India has sold government securities worth () |meaning  [The investment The investiment
¥ 8,710 crore in the secondary market, over the last whichls madeto  |which Is Independent
four weeks, to draln out excessive Liquidity' earn profit Is called |of the level of
Identify the likely cause and the consequences Induced Investment. fincome Is called
behind, this type of action plan of the Reserve Bank. i

investment
(CBSE SQP 2022-23)

Ans. The given Instance where. Reserve Bank of India has ~ (0) [Aim The motive behind [ The motive behind
sold government securities in the secondary market Induced Investment |autonomous
indicates towards Inflation as a posslble cause behind Is to earn profit Investment IS to
the action taken by RBI. i@%ﬁi Sacfal
The Reserve Bank of Indla's actlon of selling
government securities In the ggcondaw market (Iﬁ) Relation It is directly related |t is not related with
to draln out excessive Uquidity is likely due to an with income. income.
increase In the money supply in the economy. The (i) |Curve | A
excess lquldity may have been caused by various il D ’ a
factors. such as an increase in government spending B ‘:r: B , . .
or a decrease In demand for credit by businesses and 3 il i
households. il o = . Sy
When there Is excess Uquldity In the system., it can lead ? asmi ot 1
to Inflatlonary pressures as too much maoney chases
too few goods and services, blding to an increase in Q5. What is aggregate demand? Explain its components.
prices. By selling government securities. the Reserve  Ans. Aggregate Demand: It refers to the total demand for

Q3.

Ans.

Bank of Indla reduces the amount of maney avallable
in the econamy. which can help to keep inflation in
checlc

The consequence of this actlon plan can be two fold.
On the one hand. it can help to curb inflatlonary
pressures by reducing the money supply. On the ather
hand. it can also lead to an Iincrease In Interest rates.
as reduced money supply can increase the demand
for credit. leading higher interest rates. This. in turn.
can have a dampening effect on economic growth
and investment.

What is meant by investment multiplier? State
the relatlonship between marginal propensity to
consume and investment multiplier.

Investment Multiplier (K): Investment multiplier
refers to the ratio between change in income and
change in investment.

In short: K=aY/al

Relationship between MPC and Investment Multiplier:
There Is a direct relationship between the value of
MPC and the slze of multipler (K). This means that as
the value of MPC Increases the slze af multiplier also
increases and vice-versa.

When: (a) MPC = 0.5 (b) MPC = 0.8
Calculate Multiplier (K).

Get More Learning Materials Here : &

all goods and services in the economic system as a
whole. This is expressed in terms of total expenditure
made in the economy.

Components of Aggregate Demand: The components of
aggregate demand are as follows:

(I) Household Consumption Expenditure (C): It
refers to the total amount of money which
the househaolds are wviilling to spend on the
purchase of goods and services In the economy
during an accounting year.

(i) Private Investment Expenditure (1): It refers
to the total amount of maoney which the firms
are willing to spend on the purchase of capital
goads in the economy during an accounting year.

(lil) Government Expenditure (G): It refers to the
total amount of money v/hich the government
is willng to spend on providing services to
the people and investment expenditure like
construction of roads, dams. etc. In the economy
during an accounting year.

(iv) Net Exports (X = M): It is the net expenditure by
forelgners on domestically produced goods and
services. It is the difference between exports
and Imports.

|
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Q6.

Ans.

Q7.

Ans.

Q8.

Ans.

Q9.

Get More Learning Materials Here : &

What happens when AD > AS in the economy?
OR

“In an economy Ex-ante aggregate demand is more
than Ex-ante aggregate supply.”’

Explain/Elaborate its impact on the level of output,
income and employment.

(CBSE 2023, CBSE SQP 2023-24)

This means that the consumers. government
and firms would be buylng more goods than the
producers are willing to produce.

As a result planned Inventory would fall below the
desired level of inventory. Therefare. to bring the
Inventory back to the deslred level. the producers
would plan greater output for the following year.

As a result of this, the level of Income, employment
and output will increase in the economy.

This process will continue till the equilibrium is
reached le. at the level of output where AD = AS.
Thus. when AD > AS, Natlonal Income tends to rise.

What happens when AD < AS in the economy?

This means that the consumers government and
firms would be buying less goods than the producers
are willing to preduce.

As a result, planned Inventory would rise abave the
desired level of inventory.

Therefore, to bring the Inventory back to the deslred
level, the producers would plan lesser output far the
following year.

As a result of this, the level of income, employment
and output will decrease In the economy.

This process will continue tll the equilibrlum is
reached [.e. at a level of output point E. where AD = AS.
Thus, when AD < AS, National Income tends to fall

What happens when | > S in the economy?

When | > 5, investment curve lies above the saving
curve.

This means that the cansumers are spending more
and saving less and they are buylng more goods than
the producers are willing to produce.

As a result. planned inventary would fall below the
deslred level of inventory.

Therefore, to bring the Inventory back to the deslired
level. the producers would plan greater output for the
following year.

As a result of this, the level of Income, employment
and output will increase in the ecanomy.

This process will continue till the equilibrium is
reached Le, at a level of output where | = 5.

Thus, when | = 5, National Income tends to rise.

What happens when | < S in the economy?
OR

If planned savings exceeds planned investments
in an economy, explain its likely impact on income,
output and employment. (CBSE2023)

Ans.

Qlo.

Ans.

When | < S, investment curve les below the saving
curve. This means that the consumers are spending
less and saving more and they are buying less goods
than the producers are willing to produce.

As a result. planned Inventory would rise above the
desired level of inventory.

Therefore. to bring the inventory back to the desired
level, the producers would plan lesser output for the
followlng year.

As a result of this. the level of income. employment
and output will decrease in the economy.

This process will continue tlll the equillbrium Is
reached le.. at the level of output where | = S.

Thus, when | < 5, National Income tends to fall

Distinguish between involuntary and voluntary
unemployment.

Difference bebtween Involuntary and
unemployment are as follows:

voluntary

Basis of
Difference

Voluntary
Unemployment

Involuntary
Unemployment

Meaning Voluntary
unemployment
refers to that
unemployment
in which a person
is able to do the
job, but he is not
willing to do It at
the existing wage
rate. even when
the |ob Is avallable.

Unemployment as
per own wish.

Involuntary
unemployment
refers to that
unemployment
in which a person
is able todo a

[ob and willing

to work at the
existing wage
rate, but does not
get work.

Wish Unemployment

against the wish.

It is not considered
when total
unemployment

of the country Is
calculated.

It is considered
when total
unemployment
of the country is
calculated.

Part of total
unemploy-
ment

It does not exlst atfIt exist even at full
full employment [employment level
level

Full employ-
ment level

QlL

Ans.

Glve a numerical example to help the computation
of MPC and APC.

The numerical example given below will help to
understand the computation of MPC and APC are:

Income
(v) ¥

Consumptlon APC AC AY MPC
©% (c/Y) (ac/aY)

0
400
800

600 - - - ~
700 175 | 100 | 400 | 0.25
800 1 100 | 400 | 0.25
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I Qla. s)vq:llanr::I the role of taxation in reducing excess S, " T ——— rIT—

cmand. No.| Difference Consumption Consumption

I Ans. Excess demand refers to the situation when Aggregate :

Demand (AD) Is in excess of Aggregate Supply (AS) (1) |Meaning Autonornc:us l :”‘iﬁced consfumpbon

I carresponding to full employment in the ecanomy. consumption s [Is that part o

In a situation of excess demand. government Yreminimuemn COF!SUH'!DUOH thh

I . th " £l Th" g th level of varies directly with

nncrel_?seis R ESthha XLE'S‘ dlf rs L;':ES s ﬁ consumption  |disposable income.

| Peiteiom ot gl BT R required for | With increase in

n both consumpt gn an Investment expenditures. survival income. autonomous
A fall In cansumption and investment expenditures consumption also
I reduces the level of aggregate demand and help to ——" -
I check the problem of excess demand. vETs Q.
Q13. Explain how controlling money supply is helpful in  (j)) |Representation|in a consumption|in a consumption
I reducing excess demand? in consumption|equation. equation. induced
Ans. The CeqtraL Bank takes measures to reduce maoney equation autonomous consumption Is

I _Supph; in the economy. As_moqev g.upplv decreases. consumption Is  |represented as by

it leads to decr_ease in Uquidity in the economy. represented by Clwhere b is the MPC
Decreased lquldity causes a fall In the level of :

and Yis the income.
aggregate demand. and hence the problem of excess i zero tevel it It

I dernant s chaeked. (i) | Zero leve tts notlzerci : lt S kzerfo. at zero

. at zero level o evel of income.
Q 14. Explainthedifference between ex-ante measuresand M-

I ex-post measures. '

I Ans. (i) Ex-ante Measures: These measures are planned  Q16. In the given figure, what does the gap ‘KT represent?
or Geslred measurez Ex-ante measures are State any two fiscal measures to correct the situation.
generally classified as:

I (a) Ex-ante Savings: It refers to amount of savings K AS

which households (or savers) plan or deslre
I to save at different levels of income in the = LS AD,
economy,. é ______ L i
I (b) Ex-ante Investments: It refers to amount of g b 5 :
investment which firms plan or desire to Invest L] 0T

I at different levels of income in the economy. &

I (i) Ex-post Measures: These measures are actual or ?
realised measure. Ex-post measures are generally A oy

I classlfied as: @] Yo -

(a) Ex-post Savings: In an ecanomy, what the income
I savers actually save at different Tevels of Full employment level of income
income is called Ex-post savings. It is also  Ans. Inthe given figure. the gap 'KT represents Inflationary

I known as actual or realised savings in an gap. AD and AS represents Aggregate Demand and

economy during a year. Aggregate Supply respectively at full employment

I (b) Ex-postlinvestments:inan economy. what the vl st B e th Tt oF Ubr] D

investors actually invest at different levels of ol SNE point aF ec) AL Epreaants
I income is called Ex-post savings. It is also actual aggregate demand vshich exceed aggregate
known as actual or realised Investment In an demand at the point of equllibrium. This will lead to

| economy during a year. inflation in the economy.
Q 15. Differentiate between Autonomous Consumption Two fiscal measures to correct the situation of

I and Induced Consumption. (CBSE 2018) Inflation are as follows:

I Ans. Difference between Autonomous and Induced (i) Increase In tax rate

Consumption are: (I) Reduce government expenditure

I Q 17. Distinguish between Inflationary gap and deflationary gap.

I Ans. Difference between inflationary gap and deflationary gap are:

S. Basis of
flat G Deflati G

I No. | Diference Inflationary Gap eflationary Gap

I (1) Meaning | The excess of aggregate demand abaove the level | The short fall of aggregate demand below the

I that Is required to malntaln full employment | level that Is required to malntaln full employment

level of equilibrium is termed as inflationary gap. | level of equilibrium is termed as deflationary gap.

I (if) Effect Inflationary gap causes inflation: increase wages | Deflationary gap causes deflation: decrease

I and price level in the economy. wages and price level in the ecanomy.

|
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(i) | Graphical i A
Presentation T AS=Y¥YaC+§ AS=¥=C4+5
Gap -
5 e AD
Y E ~~AD)(above full employment) ) E%a}ig_lll employment
Il | A R e . e 1
?} a e AD (81 full employment) E o SN (at under employmeny)
E ! o T
< p ‘ < g : Deflationary Gap
| |
i [
a5 i 45° '
9 ] i 0 M WA
Incomo ond Employmant Income and Employment
(iv) [ Measures to | Bank rate. CRR and SLR are Increased. Bank rate. CRR and SLR are decreased.
correct it

Q18. What do you understand by ‘Parametric shift of a Observations:
line’? How does a line shift when its: (a) When slope changes there Is parametric shift in
(i) slope changes and (ii) intercept increases? the curve.

Ans. Let C=C+bY be the consumptlon function (b) When intercept  changes  (autonomous
Also.let C=4 andb=05 consumption) there is parallel shift in the curve.
Thus.  C=4+05Y '@@ Long AnSwer Type Questions \J
Given situations are: =
(I) When b changes QL Explain with the help of a dlagram, how aggregate
() When C changes demand and aggregate supply determine the

equilibrium level of income?

Ans. AD and AS Approach: According to this approach.
the equilibrium level of income and employment
is determined where aggregate demand equals to

(i) When b Changes: b s the slope of the consumption
curve. when b increases from 0.5 to 0.8. then
consumption curve rotates upwards. This is called

figure (a) and vice-versa when b (slope) decreases. According to JM Keynes, ‘the equilibrium level of
v income and employment is determined where
A Co 4+ 0.8Y planned aggregate demand and planned aggregate
supply are equal”
. Cc 4+ 05Y When AD and AS are equal there is no tendency for
= output employment and income to change.
2 This can be explained with the help of following
E :
5 schedule and diagram:
E
o
wJ
_ YR | c@ [s@ | 1@ |AD(C+]) | (As=Y)
0 > X ® ()
0 25 ~25 50 75 0
100 100 0 50 150 100
200 175 25 50 225 200
- 300 | 250 50 50 300 300
i
8 400 | 325 75 50 375 400
E 500 | 400 | 100 50 450 500
3
3 L7
¥ = \
0 > X A / i Rk Sl
Incamao (Y) /
Fig. (b) %
(i) When C Changes: C is consumption at zero level T Té‘ £
of income. It graphically gives the intercept of the é =
consumption curve. If increases from 4 to 6. there %
will be parallel upward shift in the consumption
» X

curve. It [s shown In the figure (b) above and vice- 1 o N
versa. if it decreases. National Incoma (¥) (in %)

|
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Q2.
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Explanation: In the dlagram. at any level of Income
prior to OM say OL. AD > AS and AD curve les above
45 degree Une. This means that the consumers.
government and firms would be buying more goods
than the producers are willing to produce. As a result.
planned inventory would fall below the desired level
Therefore, to bring the Inventory back to the deslred
level. the producers would plan greater output for the
followlng year. As a result of this, the level of Income,
employment and output will increase in the economy.
This process will continue till the equllbrium Is
reached ie. point E where AD = AS. Thus. when
AD > AS Natlonal Income tends to Increase.

At any level of Income beyond OM say ON. AS = AD. AD
curve lies below 45 degree lne. This means that the
consumers and producers would be buying less goods
than the producers are willing to produce. As a result
planned Inventory would rise above the desired level
Therefore. to bring the inventory back to the desired
level. the producers would plan lesser output for the
following vear. As a result of this. the level of income.
employment and output will decrease In the ecanomy.
This process will continue till the equilibrium is reached
l.e. paint E where AD = AS. Thus, when AD < AS, Natlonal
Income tends to fall

Show with the help of savings and Investment curves,
the determination of equilibrium level of income.

. Savings and Investment Approach: According to

this approach, the equilibrium level of income is

determined at that level of output where planned

Savings (5) are equal to the planned Investment (1) in

the economy.

We know that at equilibrium level of income and

employment, AD = AS

But. AD=C+|

And, AS m(C+5

Therefore. at equilibrium AD = AS
(C+l)=(C+5)orl=5

Thus. equilibrium level of Income Is determined at a

point at which ex-ante savings and investment are

equal

The determination of equillbrium level of income by

saving and Investment approach has been explained

with the help of following schedule and diagram:

Y c S I |AD(C+1) [(AS=Y)
) | (&) | (8 | &) {z) (z)

0 25 | -25 | 50 75 0
100 | 100 0 50 150 100
200 | 175 | 25 | 50 225 200

(300 [ 250 | 50 | 50 300 300
400 | 325 | 75 | 50 375 400
500 | 400 | 100 | 50 450 500

Q3.

Ans.

—_—
—_

/

/ L M N =X
S National Income (Y)

(in?)

Savings/Investments (S/1)
(@ )
o]

Y
i

Explanation: In the above dlagram. at any Llevel
of Income prior to OM say OL | > S Investment
curve les above saving curve. This means that the
consumers are spending maore and saving less and
they are buying mare goods than the producers are
willing to produce. As a result. planned inventory
would fall below the deslred level Therefore, to bring
the Inventary back to the desired level. the producers
would plan greater output for the following year. As
a result of this, the level of Income, employment and
output will Increase In the economy. This process will
continue till the equilibrium Is reached Le. point E
where | = 5 Thus, when | > 5, National Income tends
to Increase.

Anylevelofincomebeyond OMsay ON,S = Linvestment
curve lies below saving curve. This means that the
consumers are spending less and saving more and
they are buying less goods than the producers are
villing to produce. As a result. planned inventory
would rise above the desired level. Therefare, to bring
the inventary back to the desired level. the producers
would plan lesser output for the following year. As a
result of this, the level of income. employment and
output will decrease In the economy. This process will
continue tll the equilbrium Is reached Le., point E
where | = S Thus, when | < S, Natlonal Income tends
to fall

Explain the working of Investment multiplier with
the help of an example.
The working of Investment multiplier tells us v/hat
wlll be final change In Income, as a result of change
In Investment Change In Income leads to a change In
consumption which In turn leads to a multiple change
In Income.

Al = AY = AC — AY
The working of multipller has been explalned with the
help of following example:
Suppose, government invests 100 crore for the
construction of roads. dams. flyovers. bridges. etc.
Assuming MPC to be 0.5, due to this Investment
expenditure by the government. the income of
construction Industry will Increase by ¥100 crare.
Now. the people working In the construction Industry
will spend 509 of thelr additional income on the

|
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purchase of consumer goods and services.

Due to this. the income of consumer good industry
will also Increase by ¥ 50 crore. Now. the people
working In the consumer good Industry will spend
50% of their additional income on the purchase of
other goods and services.

Due to this. the Income of other Industry will Increase
by ¥25 crore. Now. the people working in other
industry will spend 509 of their additional income on
the purchase of other goods and services.

Thus. change in investment cause a change in income.
As a result. there is a change in consumption which in
turn leads to a multiple change In Income.

The working of multiplier can be explained with the
help of the following table:

Round

Al ®) AY ®) AC ®)

(1) = 50
(i - 25

(V) -

1) 100 100 1/2 x 100 = 50
Y2 x50=25
1/2 x25=1250

12.50 1/2 x12.50 = 6.25

100 200 100
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Q4.

Ans.
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It shows that as a result of initial increase in
investment of € 100 crore there is a total increase in
income of ¥ 200 crore.
As a result,

Y

A
MultipUer (K) = 22
ultipUer (K) o

_200_,

100
What is excess demand and inflationary gap?
Explain the Impact of excess demand on output,
employment and prices.
Excess Demand: Excess demand refers to the situation
in which Aggregate Demand (AD) is more (exceeds)
than the Aggregate Supply (AS) corresponding to full
employment level of output In the ecanomy,.

A AS=Y
% Inflavanary Gap (EG) AD, (above full
= 1‘_ c K -~ employment)
= B S
1 { AD (at full
@ £ omploymaent)
m
4 N
o Full Employment
< Equilibrium
457
o) J > X

Incame (Employment)

Excess Demand and Inflationary Gap

Q5.

Ans.

Excess demand leads to Inflation In the economy.
Inflationary Gap: Inflationary gap refers to the
gap by which actual aggregate demand exceeds
the aggregate demand required to establish full
employment equilibrium.

Impact of Excess Demand on Output, Employment
and Prices

Impact on Output The level of output will notincrease
in the short-run because the economy is already
working at full employment level. production cannot
be increased in the short-run. However. production
can be increased In long run but Keyneslan's theary Is
based on short-run. Thus, output remalns unaffected
In case of excess demand.

Impact on Employment The level of employment
will not increase because the economy is working
at full employment level. At this stage. there Is no
Involuntary employment In the economy. Thus,
employment remalns unaffected In case of excess
demand.

Impact on Prices: The level of general price level
will increase in the economy. It is so because the
production cannot be increased and AD is mare than
AS corresponding to the level of full employment In
the economy. Thus, prices of goods and services will
Increase In the economy,.

What is deficient demand and deflationary gap?
Explain the impact of excess demand on output,
employment and prices.

Deficlent Demand: It Is a sltuation In which AD falls
short of AS corresponding to the full employment
level of output in the economy.

Y

A Y (or AS)
g Full Employment
% Equilibrium \ £ AD (at full
'-'Ei employment)
3 ___l ..... AD, (at under
L F G employment)
% Deflationary
o Gap (EG)

45"

Income (Employment)
Deficlent Demand and Deflationary Gap

Deficient demand leads to deflation in the economy,.
Deflationary Gap: Deflationary gap Is the amount by
which AD falls short of AS at full employment level
Impact of Deficlent Demand: Deficlent demand
adversely affects the level of output. employment
and price level In the economy,.

Impact on Output: The level of output will decrease
due to lack of sufficlent aggregate demand, there
will be an increase in the unsold stock. It will force
the producers to plan for lesser production for

the following year. As a result. planned output will

decrease In the economy.
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Impact on Employment: The level of employment will wlill take more loans from the banlc Thus, the
decrease in the economy because deficient demand flow of credit will increase in the economy.
causes Involuntary unemployment in the economy. This will lead to increase in cansumption as
Impact on General Price Level: The level of general well as investment expenditure and hence
price level will fall due to the lack of demand for AD will increase in the economy,.
goods and services In the economy. (b) CashReserveRatio: The minimum percentage
Q 6. Explain any three monetary measures to overcome of banks’ total depasit which is required to be
the problem of excess demand and deficient demand kept with the Central Bank is called CRR. The
in the economy. Central Bank should try to decrease the CRR.
OR This will Increase the credit giving capacity
“Monetary measures offer a valid solution to the of commerclal banks In the economy. As a
Inflationary gap in an economy.’ State and discuss result of this. the flow of credit will Increase
any two monetary measures to justify the given in the economy and hence AD will Increase In
statement. (CBSESQP 2022, Term-2) the ecanomy.
OR (c) Margin Requirement: The difference between

State and discuss any two monetarytools to control value of asset offered as security and the

inflationary pressures in the economy. value of loan granted Is referred to as
(CBSE 2022, Term-2) margin money. The Central Bank should

try to decrease the margin requirement
This will increase the credit giving capacity
of commerclal banks In the economy. As a
result of this, the flow of credit will increase
ic referred to as bank rate. The Central in the economy and hence AD will Increase In

Bank should try to Increase the bank rate to the economy.
overcome the problem of excess demand. This Q7. Explain any three fiscal measures to overcome the

Ans. (i) Monetary Measures to Overcome the Problem
of Excess Demand:

(a) Bank Rate: The rate at which the Central

Bank glves credit to the cammerclal banks

will increase the interest rate in the economy. problem of excess demand and deficient demand
As a result of this, people will take less loan in the economy.
and some other people would like to deposit Ans. (i) Fiscal Measures to Overcome the Problem of
their surplus money into the bank. Thus, the Excess Demand:
flow of credit will decrease In the economy (a) Decrease in Publc Expenditure: The
and hence AD v/ill decrease in the economy,. government should try to decrease its
(b) CashReserveRatio: The minimum percentage expendlture on publc works such as
of banks' total deposit which Is required to be construction of roads. dams. flyovers. etc. This
kept with the Central Bank is called CRR. The will decrease the level of output, employment
Central Bank should try to increase the CRR. and income In the economy. Thus, aggregate
This will decrease the credit glving capacity demand will decrease In the economy.
of commercial banks in the economy. As a (b) Increase in Taxation: The government should
result of this, the flow of credit will decrease try toincrease the tax rate in the economy. This
In the economy and hence AD will decrease will decrease the level of persanal disposable
in the economy. income in the economy. Thus. aggregate
(c) Margin Requirement: The difference between demand will decrease in the economy,.

value of asset offered as security and the
value of loan granted Is referred to as margin
maney. The Central Bank should try to Increase
the margjn requirement. This will decrease the

(c) Encourages Public Borrowing: The government
should try to encourage publc borrowing In
the economy. This will decrease the spending

credit glving capacity of commerclal banks In capacity of the people in the ecanomy. Thus.
the economy. As a result of this, the flow of aggregate demand will decrease In the
credit will decrease in the economy and hence economy.

AD will decrease In the economy.

(ii) Monetary Measures to Overcome the Problem of
Deficlent Demand:

(i1) Fiscal Measures to Overcome the Problem of
Deficient Demand:

(a) Bank Rate: The rate at which Central Bank (a) Increase in Public Expenditure: The government
gives credit to the commercial bank Is should try to increase its expenditure on
referred to as bank rate. The Central Bank public works such as construction of roads.
should try to decrease the bank rate. This will dams. flyovers etc. This will increase the
decrease the interest rate in the economy. level of output. employment and Income In
Cheaper credit motivates people to borrow the economy. Thus. aggregate demand will
maney from banks. As a result of this, people increase in the ecanomy.
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(b) Decrease in Taxatlon: The government
should try to decrease the tax rate in the
economy. This will increase the level of
personal disposable income in the economy.
Thus, aggregate demand will increase in the
ecanomy.

Discourages Public Borrowing; The government
should try to discourage pubUc borrowing In
the economy. This will increase the spending
capaclty of the people in the economy.
Thus. aggregate demand will increase In the
economy.

(c)

Q 8. Derive saving curve from consumption curve.

Ans. Given: Consumption Curve (CC). Income Curve (OY) or
45° Une QY
To Derive: Saving Curve (S5)

Y APCwo 1l ¥
# Break-gvon Point
g c
<
[=]
a
g E
2
=
S Ei |
45°
o} | > X
Y
= I
A | APS=0
$=0
I s
%)
gy F "X
;3136 e Here,
OC = Autonomous
Consumptian
$ OS o Dissavings
Y
—y National Income (Y)

Derivation: Clearly. consumption curve starts from
polint (C) above origin because at zero level of income
there is Autanomous Consumption (0C).

Therefare. savings at zero level of income will be:
Savings = Income — Consumption = C

So. saving curve will start fram point S below origin or

saving curve will start from negatlve OY-axls.

The Consumption Curve (CC) intersects the Income

Curve (QY) at paint E.

So. at point E,

Income = Consumption and APC =1

Also, point € Is the Break-even polnt

And. when Income = Consumption, then savings are

zero.
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Q9.
Ans.

This means that saving curve will Intersect the OX-axis
at point F.

By jaining the point S and F and extending it further.
we get the Saving Curve (55).

Hence. we can say that

(i) When consumption curve lies above Incame curve.
then saving curve lles below OX-axis.
(I) When consumption curve Intersects the Income
curve, then saving curve Intersects the OX-axls.
(i) When income curve Ues above consumption curve.
then saving curve lles abave OX-axis.
Derive consumption curve from saving curve.

Given: Saving Curve (SS). Income Curve (QY) or 45°
line QY

To Derive: Consumption Curve (CC)

Y
A
a
EO > X
A
S
¥
S
y
A
S)
=
o
g i <
E E?
g :
c B(C=Y)
Sc
0 Income (Y) e

Derivation: Clearly, saving curve starts from point S
below origin or saving curve starts from negative
OY-axls because at zero level of income savings are
negative. Negative savings or dissavings are equal to
the amount of autonomous consumption.

So. consumptlon curve starts from a point abaove

origin at C.

When saving curve Intersects the OX-axis. then
savings becomes zero. S0, at point E, consumption
equals income and the consumption curve will
Intersect the Income curve Le. at paint B.

When saving curve lles above origin. then at means
that savings are positive and thus consumption Is
less than Income. S0, consumption curve Ues below

income curve.
Now, by Joining polnt C and B extending, It further, we

get the Consumption Curve (CC).

Hence. we can say that
(i) When saving curve les below OX-axis.
consumption curve lles above income curve.

@ www.studentbro.in

|



Ty e ——__—_-—__—-—_-——___-—_--—--—-——--——--—-———_--_—--—-—l-—--—---l-—-—--——-—_—-—_—-"1"

Get More Learning Materials Here : &

() When saving curve intersects the OX-axls,
consumption curve Intersects the income curve.
(i) When saving curve lies above OX-axis. income
curve Ues above consumption curve.
Q 10. Discuss the slgnificance of 45° line in Keyneslan
Economics. (CBSESQP 2018)
Ans. We know that income Is elther consumed or saved.
Therefore, C+ S w Y
And, Aggregate Supply =C+5
So. Aggregate Supply = Income Le. AS =Y

¥
1

AS=Y=(C+5)

g

s
o
(=]

N}
3

p

it
o
(=]

ds7
100 200 300 400
National Income (Y)

(i) The 45 line originates from the point of origin.
(i) The 45° line has a positive slope.
)

)

(=]

>

Consumption/Aggregate Expenditure
0

(1) The 45° line establishes the relation Y = C + S.

(iv) All polnts on 45° Une are equldistant from both
the axis.

(v) The 45" line showss all points where aggregate
expenditure and output are equal

(vl) The Intersection of aggregate expenditure
schedule and the 45° line will be the equilibrium.

(vii) The 45° line has a slope of one and it bisects the
90" angle formed by the two axis.

‘@ Numerical Type Questions N

QL IfAPS is 0.8, how much will be APC?
Sol. We know that APC + APS =1

APC+080=1
APC=1-0.80
APC=0.20

Q2. IfAPCis 0.9, how much will be APS?
Sol We know that APC + APS @ 1
APS =1- APC
APS=1-090
APS =010
Q3. If MPCis 0.65, what will be MPS?
Sol. We know that MPC + MPS =1

MPS = 1= MPC
MPS =1-0.65
MPS =035

Q 4. How much is the marginal propensity to save in an
economy in which MPC Is 0.97
SoL We know that MPC + MPS =1

G- TiP:

MPS = 1— MPC
MPS = 1- 0.90
MPS = 010

COMMON ERR@R > \

Many students use the MPS directly in the formulg,
instead of finding the MPC from it and get wrong answver.

Students should use MPC not the MPS. If they use the
MPS in the formula, they need to use (1 — MPQ) instead
of directly using MPS.

Q 5. How much is the marginal propensity to consume in
an economy in which MPS is 0.4?

Sol. We know that MPC + MPS =1
MPC =1— MPS
MPC=1-040
MPC = 0.60
Q 6. If the marginal propensity to save is 1, how much
will be the marginal propensity to consume?
Sol. We know that MPC -+ MPS = 1

MPC =1- MPS
MPCe1-1
MPC=0

Q7. If the value of marginal propensity to consume is
0.8, calculate the value of multiplier?

Sol. We know that K=

1-MPC

Q 8. If the value of marginal propensity to save is 0.25,
calculate the value of multiplier?

Sol. We know that K = L

MPS
1 100
K=G35"35 ~*

Q9. In an economy, investment increases by ¥ 10 crare
and as a result income increases by 50 crore, what
is the value of multiplier?

Sol. Increase In Investment (Al) =% 10 crore
Increase in Income (AY) =% 50 crore

AY

We know that K = II

Koe—=

10

Q 10. If the value of multiplier Is 4, what will be the MPC
and MPS?
1

Sol. We know that K = —
MPS

|

@ www.studentbro.in



Ty e ——__—_-—__—-—_-——___-—_--—--—-——--——--—-———_--_—--—-—l-—--—---l-—-—--——-—_—-—_—-"1"

Get More Learning Materials Here : i

MPS = l =0.25
4

Also. MPC + MPS =1
Therefare. MPC=1-025=075

Q1L IfMPC:MPS =1 : 1.Find Investment multiplier.

Sol Suppose. mpcu% and MPS %

We know that K = K=2

.
4]
\

Q 12. If the value of multiplier is 4, what will be the effect

on income of an economy if investment increases by
% 100 crore?

SolL Investment Increases by € 100 crore.
Increase in income = ?

1
MPS

Y
We know that. K= ATI

hn 20
100
4 %100 = AY

Increase in incame (AY) = 2 400 crore

Q 13. What will be the effect on the Income of an economy
if there is a decrease in investment by ¥ 50 crore
provided the value of the multiplier is 57

SoL Decrease in Investment (Al) = ¥ 50 crore
Decrease in National Income (AY) =7

We know that. K« %

AY

5|=_

50

5 x50=AY

Decrease In National Income =% 250 crore

Derive the multiplier when the MPS is: (i) 0.10
(ii) 0.20. Using these multiplier values, find the
change in the equilibrium level of income that
results from T 20 crore decrease in investment.

Q14.

SolL (i)K:L:L:@:]D and Kmﬁ—Y
MPS 010 10 Al
AY
10==
20
10 x 20 = AY
Decrease in Income (AY) = % 200 crare
W) Kee oo 100 _¢
MPS 020 20
and I‘\’=A—Y
Al
AY
53 —_—
20
5x 20 =AY

Decrease In Income (AY) =% 100 crore

Far a hypothetical economy, the government incurs
an investment expenditure of ¥ 1,000 crore. If the
value of Marginal Propensity to Save (MPS) falls
from 0.25 to 0.10.

Q5.

SoL

Q16.

Sol

QY.

Sol

Q18.

Sol

Q19.

Calculate the value of increase in income due to
change in the value of Marginal Propensity to Save
(MPS). (CBSE SQP 2023-24)
Given (Al)= 2 1.000 crore. MPS = 0.25 to 010

1
Multi K) »——
ultiplier (K) TS

Using the glven information, the Initial MPS = 0.25
and the new MPS = 0.10
Therefore. the initial multiplier is:

1
ol
A 6T

And the new multiplier is

1

K= m w10
To Increase in income due to the change in MPS can
be calculated using the following formula:
Change inIncome =K x A |
Substituting the value, we get
Change in Income = (10 - 4) = 6 x 1.000

=% 6.000 crore

Therefore. the Increase in income due to the change
in MPS [s ® 6.000 crore.

If saving out of an income of ¥ 5,000 are ¥ 500, what
Is the average propensity to save?
YR [SR)
5.000 | 500
APs=3 =300 1 1o
Y 5000 10

If the disposable income is ¥ 1,000 and consumption
expenditure is € 750, find out Average Propensity to
Save (APS).

YR | € | s®R(Y-0)
1.000 | 750 250
S 250

P m—m @

APS Y “ 1000 025

If the disposable Income Is ¥ 500 and savings are
? 100, find out Average Propensity to Consume (APC)?
Income (%) | Savings (}) | Consumption (%)
(v) (s (V-5)

500 100 500-100 =400
C 400
APC = R 0.80

When disposable income rises from ¢ 1,000 to
¢ 1,100 savings rises by ¥ 30. Find out marginal
propensity to save and marginal propensity to
consume,

|
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SolL AY = 1100 - 1.000 =% 100

AS=R30
AS 30
MPS=—=—=0.
> AY 100 030

and MPC + MPS =1
MPC =1-MPS
MPC=1-030=0.70
Q 20. Explain the components of the equation:

C = 20 + 0.90Y and construct a schedule for
consumption where income is ¥ 200, % 250, ? 300,
¥ 350. Calculate APC and show that there is an
inverse relationship between income and APC.

SolL C=20+090Y
C = Consumption
20 = Autonomous Consumption
0.90 = Marginal Propensity to Consume
Y = National Income

Schedule
Income (Y) APC o &
C=20+0.90Y kv
®)
200
200 |20+090x200=200 [ 3gg="
245

250 20 + 0.90 x 250 = 245 :—2€6=D-98

290 _
300 |20+090x300=290 | 355096

3135
350 20+090x350=335 | 355095

Clearly. as income increases from ¥ 200 to T 250
and € 300 to ¥ 350 respectively, APC falls as 1,0.98.
0.96. 0.95. Hence, there Is an Inverse relationship
between income and APC.

Q2L The saving function is S = =20 + 0.10Y. The value
of income Is given as 100, 200, 300, 400 and 500.
With the help of saving schedule show that there is
a positive relation between income and APS.

SoL Schedule
Income 5

) S=-20+0.10Y APS:?

100 |-20+010x100=-10 | —g
— =-0.10
100

200 |-20+010x200=0 0 _q
200
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300 —-20+010x300=10 10 0.03
300

400 — 20+ 010 x 400 = 20 20
— = 0.05
400

500 |[-20+010x500=30 | 3g
——=0.06
500

Clearly as income Iincreases from 100 to 200.
300. 400 and ¥ 500. respectively. The value of
APS also Increases as =010, 0, 0.03. 0.05 and
0.06. Hence. there is a direct or positive relation
between Income and APS.

Q 22. If an economy plans to increase its income by 2,000
crore and the Marginal Propensity to Consume is
75%. Estimate the increase In investment required
to achieve the targeted increase in income.

(CBSE SQP 2022-23)

SoL Given, MPC = 0.75, AY = ¥ 2,000 crore
1 1 1
Kee—se— = —=4
I-MPC 1-75 .25
K = ﬂ: 4o 2.000
Al Al
2000

Al = = 2 500 crore

Therefore. increase in Investment (Al) required
=¥ 00 crare.
Q 23. Suppose the consumption equals: C = 40 + 0.75Y,
investment equals: =¥ 60andY ~ C+1
Find: (i) the equilibrium level of income,
(ii) the level of consumption at equilibrium and
(iii) the level of saving at equilibrium.
SoL (i) Equilibrium level of income:C+1=Y
40+ 0.75Y+60=Y
100 =Y -0.75Y
100 =0.25Y
100
0.25

100x 100 _
25
Y =%400
() C=40+0.75Y and Y = 2 400
C =40+ 0.75(400) =7 340
(li)) Saving = Income — Consumption
=400 -340=260
Q 24. In a two sector economy, the saving and investment

=Y

Y

functions are:
S« 10+ 0.2Y
I=-3+0.1Y

What will be the equillbrium level of Income?
Sol At equilibrium. Planned Savings
= Planned Investments
S=1

|
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—10+02Ye==-3+01Y
02Y-0lY=-3+10

01y =7
Vst 200 590
o1 1

Q25. In a two sector economy, the consumption and
investment functions are as follows:
Y=C+Il, C=50+0.8Y, I=%50
Find: (i) the equilibrium level of income,
(ii) the level of consumption at equilibrium and
(ifi) the level of saving at equilibrium.
Sol. (I) At Equilibrium:C+1=Y
50+0B0Y+50=Y
100 =Y -0.80Y
100 = 0.20Y
0o _,
020
100x100 _
20

Y =% 500
(i) C=50+0.80Y and ¥ =2 500
C om 50 4+ DBD x EDU

¥

C=50+400
C=%450
(1) Saving=Y -C
=500-450=¥50
Q26. An economy Is in equilibrium. Find investment
expenditure. (CBSE2016)
(i) National Income 21,000
(ii) Autonomous consumption 100
(iii) Marginal propensity to consume 0.80

Sol. We know that. C = a + (MPC)Y
C =100 + (MPC)Y
At equilbrium, C +[ =Y
100 + (0.80) 1.000 + | = 1,000
100 + 800 + | =1.000
900 + | =1.000
| =1.000-900
=% 100
Note: Consumption Equation (C) = a + bY
C=Consumption,a=Autonomous Consumption,
b = MPC
Q27. An economy Is in equilibrium. Calculate marginal

propensity to consume. (CBSE2016)
(i) National Income 1,000
(il) Autoanomous consumption %200
(iii) Investment expenditure 100

SoL We know that. C=a+b,Y.b=MPC
C =200 + (MPC) 1,000
At equilbrium.C+l =Y
200 + (MPC)1000 + 100 = 1.000
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(MPC) 1.000 + 300 = 1,000
(MPC) 1,000 = 1.000 - 300
(MPC) 1,000 = 700

Mpo) =229 _pg70
1000

Q28. In an economy, 20% of increase in income was
saved. How much will be the increase in income, if
investment increases by ¥ 10,0007 (CBSE 2015)

20

Sol Clearly, the value of MPS = 205% = 00" 020

11100
MPS 020 20

Investment Multiplier (K) w

Also, Ka—

Al

AY
10.000

Increase In income (AY) =¥ 50.000

Q29. In an economy, everytime income rises, 75 % of the
rise in income Is spent on consumption. Now suppose
in the same economy investment rises by ¥750 crore,
calculate the following:

(I) Investment multiplier

(ii) Change in consumption

75

Sol (i) Clearly. the value of MPC = 75% w T 0.75
1
| Multlpll ) =
nvestment Multiplier (K) YT
1 __1 _1o_,
"1-075 025 25
Also. KA—Y
Al
_AY
750
AY =750 x 4 =% 3.000 crare
(i) AS =AY — AC
AS = 3.000 - 2.250
AS =¥ 750 crore
mec = 8C
AY
AC
%75= 3000
AC = 3000x 2= = £ 2,250 crore
100 ' )
Q 30. If in an economy: (CBSE 2019)

Change in Initial Investment (Al) =% 500 crore
Marginal Propensity to Save (MPS) = 0.2
Find the values of the following:

(I) Investment Multiplier (K)
() Change in Final Income (Y)
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SoL (I) Glven. Al =% 500 crore Q 34.In an economy 75 % of the increase in income is

and  MP5=02 spent on consumption. Investment increased by
o ook % 1,000 crore.
PS 02
Calculate the total Increase In income on the basls of
(II) Also. K = A—T = b= % given information. (CBSE 2022, Torm-2)
- SoL 75 % of the increase in Income is spent on
AY = 2500 x 5 =% 2500 crore consumption
Q3L Calculate equillbrium level of income for a AC 75
hypothetical economy, for which it is given that : ' MPC = AY 100 0.75

() Autonomous Investment = ¥ 500 crore

1 1 1
= Multl = - = =4
(ii) Consumption Function, C = 100 + 0.80 Y ultpler(K) T NPC " T-09E " 0%
(CBSESQP 2022, Term-2)

SoL At equilibrium;C+I=Y
100+080Y +500=Y
600=Y-080Y

600 =020Y.Y = % Y =% 3.000 crore

We know K = %:AY =K x Al

AY =4 »x 1,000 =% 4,000 crore
Q 35. For a hypothetical economy, assuming there is an
Q 32. Calculate change in Income (AY) for a hypothetical increase in the Marginal Propensity to Consume
economy. Glven that:
(i) Marginal Propensity to Consume (MPC) = 0.8
(i() Change in Investment (Al) =% 1000 crore
(CBSE 5QP 2022, Tarm-2)

(MPC) from 75% to 90% and change in investment
to be T 1,000 crore.

Using the concept of investment multiplier, calculate

SoL the increase in income due to change in Marginal
AY 1 ;
K=— Propensity to Consume (MPC). CBSE 2023
= — e pensity (MPC) ( )
SoL Glven that.
1 10
o — e — — C}'
—GB-03 5 MPC = 7596 to 90%
y Change in investment (al) = ¥ 1, 000 crore
A
K=5o0or 5= 1006 = AY =5 x 1.000 =Y 5.000 crore Multiplier (K) =1/ (1=MPC)

Q33. On the basls of following schedule, answer the Using the glven Information, the Initlal MPC Is 0.75

given questions: and the new MPC Is 0.90
income (in crore) 0 50 | woo | 50| 200 Therefore, the initial multipllier s:
Savings (incrore) | -20 | -10 [ 0 | 30 | 60 Kee =1 _4
1-75 25

(i) Calculate Marginal Propensity to Save (MPS) at

¢ 150 crore level of income. find theshizar nikiplier s

(ii) What is the value of Autonomous Consumption? L L
(CBSE 2022, Term-2) 1-90 .10
Sol. (i) MPS = A5 = _30-0 & 30 =G The Increase In income due to the change In MPC can

aAY 150-100 50

(i) We know that. the consumption at zero level of
Income Is known as autonomous cansumption.
So. at zero level of Income

be calculated using the following formula:
Change In Income = K x Al
Substituting the values, we get

B 31 Change inincome = (10 —4) = 6 x 1.000

C=Y-5 =€ 6.000 crore

C=0-(-20) Therefore, the Increase In Income due to the change
C =% 20 crare in MPC [s % 6.000 crore.

Ty e ——__—_-—__—-—_-——___-—_--—--—-——--——--—-———_--_—--—-—l-—--—---l-—-—--——-—_—-—_—-"1"
|
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Chapter Test

Multiple Choice Questions b. Both Assertion (A) and Reason (R) are true. but

Reason (R) Is not the correct explanation of
Assertlon (A).

¢. Assertion (A) Is true. but Reason (R) (s false.

d. Assertion (A) is false. but Reason (R) is true.

Q1. According to the theory of Keynesian Economics,
the value of average propensity to consume can
Never be ....ceinines
a. zero b. more than one
C. unlty d. less than one

Q2. If MPC= 1, the value of multiplier is:
a. 0 b. 1
C. between O and 1 d. Infinity

Fillin the Blank Type Questions

Q3. Bank rate is ....c..c.erevvnnenns, t0 control credit in the
economy.
(Choose the correct alternative to fill up the blank)
a. fiscal measure b. monetary measure
C. reporate d. cash reserve ratio

Case Study Based Questions

Q9. Read the extract given below and answer the
questions on the basis of the same:

In an economy, the Aggregate Demand is
determined by consumption, government
cxpenditure and net exports in the cconomy.
This is affected by the savings and investment in
the economy. The multiplier, that is investment
multiplier, which is influenced by the ratio of
total consumption and total income, regulates the
flow of moncy in the economy influencing the
Aggregate Demand and Supply. Any change in
any of the factors leads to a big change in the
cconomy's cquilibrium as a whole. It is to be
kept in mind that the economy needs to be in
equilibrium condition. When savings is less than
the investments the aggregate demand is more
than the aggregate supply and vice-versa.

Q4. In a competitive market .................... will fall as a
result of deficiency in demand.

(Choose the correct alternative to fill up the blank)
a. demand b. production
C. prices d. output

True/False Type Questions
Q5. Fiscal policy Is also called Budgetary policy.

Q 6. If workers' unions are strong wage rates will fall.
Match the Column Type Question
Q7. Which of the given pair is correctly matched?

(i) Aggregate Demand is not determined by which
of the following?

Column | Column Il

a. Consumption Expenditure
b. Investment Expenditure

A Income Is zero 1. Consumption is zero
C. Net Exports
B. MPC + MPS 2. Zera 4G e
. Government Polcles
C APC+APS 3. two
_ , _ (i) Saving and Investment affect the ........ccomum- =
D. Propensity to save [ 4. The ratio of saving to
a. aggregate demand and supply
Income b sl
. government polcles
a. A-l b. B-2 8 .
c. government budget
c C-3 d D-4

Assertion and Reason Type Question

Q8.

Get More Learning Materials Here : i

There are two statements marked as Assertion (A)
and Reason (R). Read the statements and choose the
appropriate option from the options given below:
Assertion (A): Saving functions depicts linear
relationship when MPS Is found to be constant.

Reason (R): A linear saving function Is a straight

line savings function. The slope of straight line is

constant as Indicated by constant MPS.

a. Bath Assertion (A) and Reason (R) are true and
Reason (R) Is the carrect explanation of Assertion

(A).

d. None of the above
(ili) Investment Multiplier Is the ratio of change in
- | |0 e DN
a. Income, Investment
b. savings. Income
C. Investment, consumption
d. savings. Investment
(iv) What happens when the investment is lesser
than savings?
a. AD is more than the AS.
b. AD Is less than the AS.
c ADis equal to the AS.
d. AD Is independent of AS.

|
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Q10. Read the extract given below and answer the Very Short Answer Type Questions
questions on the basis of the same:

When, at a particular price level, aggregate demand
for final goods equals aggregate supply of final Q 12. Explain the concept of Autonomous Consumption.
goods the final goods or product market reaches
its equilibrium. Aggregate demand for final
goods consists of ex-ante consumption, ex-ante ~ Q13. Explainanytwo components of Aggregate Demand.
investment, government spending, elc. The rale
of increase in ex-ante consumption due to a unit
increment in income is called marginal propensity ~ Q14. The value of Marginal Propensity to consume Is
to consume. For simplicity, we assume a constant double the value of Marginal Propensity to Save.
final goods price and constant rate of intcrost Find the value of Multiplier?

over short-run to determine the level of aggregate
demand for final goods in the economy. We also
assume that the aggregate supply is perfectly — Q1S. Explain the quantitative measures to correct excess
elastic at this price. Under such circumstances, demand.

aggregate output is determined solely by the level
of aggregate demand. This is known as Effective
Demand principle. An increase (or decrease) in ~ Q16. From the following data about an economy,
autonomous spending causes aggregale output of calculate its equilibrium level of income.

final goods to increase (or decrease) by a larger
amount through the multiplicr process.

Q1. Explain the components of Aggregate Supply.

Short Answer Type-l Question

Short Answer Type-ll Question

Long Answer Type Question

Numerical Type Question

Marginal propensity to consume = 0.75

(i) What is the circumstance when aggregate Autonomous consumption =¥ 200
output is determined solely by the level of Investment =% 6,000
aggregate demand called?

(ii) When will there be equilibrium level of National e
Income?
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