ECONOMICS

Time allowed : 3 hours Maximum Marks: 100

e a
General Instructions;

(i)  All questionsin both the sections are compulsory.
(i)  Marksfor questions are indicated against each.

(i) QuestionNos. 1-5and 17 - 21 arevery short answer questionscarrying 1 mark
each. They are required to be answered in one sentence each.

(iv) Question Nos. 6 - 10 and 22 - 26 are short answer questions carrying 3 marks
each. Answer to them should normally not exceed 60 words each.

(v) Question Nos. 11 - 13 and 27 - 29 are also short answer questions carrying
4 marks each. Answer to them should normally not exceed 70 words each.

(vi) Question Nos. 14 - 16 and 30 - 32 arelong answer questions carrying 6 marks
each. Answer to them should normally not exceed 100 words each.

(vii) Answers should be brief and to the point and the above word limits should be
adhered to asfar as possible.

QUESTION PAPER CODE 58/1/1
SECTION-A

1. Defineanindifferencecurve. 1

2. Namethe characteristic which makes monopolistic competition different from

perfect competition. 1
3. Whyisdemand for water inelastic? 1
4.  Stateonefeature of oligopoly. 1
5. Inwhich market form demand curveof afirmisperfectly elastic? 1

6.  Distinguish between ‘increasein demand’ and ‘increasein quantity demanded’
of acommodity. 3
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10.

11.

12.

13.

14.

15.

Explainthelaw of diminishing marginal utility with the help of autility schedule.

OR

Goods X and Yare substitutes. Explain the effect of fall in priceof Y on demand
for X.

At apriceof Rs. 5 per unit of commodity A, total revenueisRs. 800. Whenits
pricerises by 20 percent, total revenueincreases by Rs. 400. Calculateits price
elagticity of supply.

Explain theimplications of freedom of entry and exit of firmsunder perfect
competition.

Given below isthe cost schedule of afirm. Itsaveragefixed .cost isRs. 20 when
it produces 3 units.

Output (units) 1 2 3

Averagevariablecost (Rs)) 30 28 32

Calculateitsmarginal cost and averagetotal cost at each given level of output.

Explain the problem of ‘what to produce’.
OR

Explain any two main features of acentrally planned economy.

When the price of acommodity fallsby Rs. 2 per unit, its quantity demanded
increasesby 10 units. Itspriceelagticity of demandis(-) 1. Caculateitsquantity
demanded at the price before changewhich wasRs. 10 per unit.

Explain the effect of increasein income of buyersof a‘normal’ commodity on
itsequilibrium price.

Using indifference curvesapproach, explain the conditionsof consumer’sequilibrium.

State whether thefollowing statementsaretrue or false. Givereasonsfor your
answer.

(@ Whentota revenueisconstant averagerevenuewill aso be constant.
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16.

17.

18.

19.

20.

21.

22.

23.

24.

(b) Averagevariablecost canfall even when marginal costisrising.
(c)  Whenmarginal product falls, average product will also fall.
Explainthelaw of variable proportionswith the help of total product and marginal
product curves.

OR
Explain producer’s equilibrium with the hel p of amarginal cost and marginal
revenue schedule.
For Blind candidatesin lieu of Q. No. 16.

Explainthelaw of variable proportionswith the help of atotal and marginal
product schedule.

OR

Explain producer’ sequilibriumwith the help of amarginal cost and marginal
revenue schedule.

SECTION-B

State the components of money supply.

Givethe meaning of ex-ante savings.

How isprimary deficit calculated?

Givethe meaning of deflationary gap.

State two sources of supply of foreign exchange.

Explain how distribution of grossdomestic product isitslimitation asameasure
of economic welfare.

OR
Explain the basis of classifying goodsinto intermediate and final goods. Give
suitableexamples.

Explainthe‘lender of last resort’ function of the Central Bank.

How can Government budget be helpful in altering distribution of incomein
an economy? Explain.
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25.

26.

27.

28.

29.

30.

31.

Explainthe meaning of deficit in balance of payments.
Distinguish between deval uation and depreciation of domestic currency.

Explain the process of money creation by Commercia Banks.

OR
How do changesin bank rate affect money creation by Commercial Banks? Explain.
State whether the following statementsaretrue or false. Give reasonsfor your
answer:

(@& Whenmargina propensity to consumeisgreater than margina propensity
to save, the value of investment multiplier will be greater than 5.

(b) Thevaueof marginal propensity to save can never be negative.

Distinguish between:
(@) Capital receiptsand revenuereceipts.

(b) Directtax andindirect tax.

How will you treat the following while estimating national income of India?

(@) Dividendreceived by anIndian from hisinvestment in shares of aforeign
company.

(b) Money received by afamily inIndiafrom relativesworking abroad.
(c) Interestreceived onloansgiventoafriendfor purchasing acar.

From thefollowing data, calculate (a) Gross Domestic Product at Factor Cost
and (b) Factor Income To Abroad:

(Rs.in 000 crore)

(i) Compensation of employees 800
(i) Profits 200
(i) Dividends 50
(iv) Grossnationa product at market price 1,400
(V) Rent 150
(vi) Interest 100
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(vii) Grossdomestic capital formation 300

(viii) Netfixed capital formation 200

(ix) Changein stock 50

(x)  Factor incomefrom abroad 60

(xi) Netindirect taxes 120
OR

Calculate Net National Product at Factor Cost and Gross National Disposable
Incomefrom thefollowing:

(Rs.incrore)
(i)  Savingof non-departmental enterprises 50

(i)  Incomefrom property and entrepreneurship
accruing to the government administrative

departments 70
(i)  Personal tax 90
(iv) National debt interest 20
(v) Retained earningsof private corporate sector 10
(vi) Current transfer payments by government 40
(vii) Consumption of fixed capital 60
(viii) Corporation tax 30
(iX) Netindirect-tax 80
(X)  Net current transfersfrom rest of theworld (-) 10
(xi) Personal disposableincome 1000

In an economy 75 percent of theincrease in incomeis spent on consumption.
Investment isincreased by Rs. 1,000 crore. Calcul ate:

(@) total increaseinincome

(b) total increasein consumption expenditure.

QUESTION PAPER CODE 58/1
SECTION-A

Defineabudget line.
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10.

11.

12.

What is meant by inferior good in economics?
In which market form can afirm not influence the price of the product?
Definemonopoly.

What can you say about the number of buyersand sellers under monopolistic
competition?

Explaintheeffect of thefollowing on the price elagticity of demand of acommaodity:
(i)  Number of substitutes

(i)  Natureof thecommodity

Explain any two causes of ‘increase’ in demand of acommodity.
OR

Explain theinverserel ationship between priceand quantity demanded of acommaodity.

A firm’saveragefixed cost, whenit produces 2 units, isRs. 30. Itsaveragetotal

cost scheduleisgiven below. Calculateitsmarginal cost and average variable
cost at each level of output.

Output (units) 1 2 3

Averagetotal cost (Rs.) 80 48 40

Total revenueisRs. 400 when the price of the commodity isRs. 2 per unit.
When pricerisesto Rs. 3 per unit, the quantity supplied is 300 units, Calculate
the pricedasticity of supply.

Why isthe number of firmssmall in an oligopoly market? Explain.

Explain the problem of * how to produce’.
OR

Distinguish between mi croeconomics and macroeconomics. Give examples.

When price of acommodity fallsby Re. 1 per unit, its quantity demanded rises
by 3 units. Itsprice elasticity of demandis(-)2. Calculate its quantity demanded
if the price before the changewas Rs. 10 per unit.
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13.

14.

15.

16.

17.

18.

How doesthe equilibrium price of a‘normal’ commodity change whenincome
of itsbuyersfalls? Explain the chain of effects.

State whether the following statements are true or false. Givereasonsfor your
answer:

()  Whenmargina revenueisconstant and not equal to zero, thentotal revenue
will also be constant.

(i) Assoonasmargina cost startsrising, averagevariable cost also sartsrising.

(i)  Total product always increases whether there isincreasing returns or
diminishing returnsto afactor.

What are the conditions of consumer’s equilibrium under the indifference curve
approach? What changeswill take placeif the conditions are not fulfilled to reach
equilibrium?

From the following schedulefind out the level of output at which the producer is
in equilibrium, using marginal cost and marginal revenue approach. Givereasons
for your answer.

Price per unit Output Total cost
(Rs)) (units) (Rs))

8 1 6

7 2 1
6 3 15
5 4 18
4 5 23

OR

Explainthelaw of returnsto afactor with the help of total product and marginal
product schedule.

SECTION B
Givethe meaning of money.

What ismeant by revenue deficit?
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19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

What is ex-ante aggregate demand?

Givethe meaning of inflationary gap.

State two sources of demand for foreign exchange.

Distinguish between real and nominal gross domestic product.
OR

Giving reasons, classify thefollowing into intermediate and final goods:
(i)  Machinespurchased by adealer of machines.
(i) A car purchased by ahousehold.

Explain the‘banker to the government’ function of the central bank.
Explainthe allocation function of agovernment budget.

Distinguish between autonomous and accommodating transactions of balance
of payments account.

Giving two examples, explainwhy thereisarisein demand for aforeign currency
whenitspricefalls.

How doesacommercial bank create money?
OR

Explain how do ‘ open market operations’ by the central bank affect money creation
by commercial banks.

Giving reasons, state whether the following statementsaretrue or false:

(i)  Whenmarginal propensity to consumeis zero, the value of investment
multiplier will also be zero.

(i)  Valueof average propensity to save can never belessthan zero.

Distinguish between:
(i)  Capital expenditure and Revenue expenditure
(i)  Fiscal deficit and Primary deficit
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30. How will you treat thefollowing while estimating national income of India? Give

31.

32.

reasonsfor your answer.

(i) Dividendreceived by aforeigner from investment in shares of an Indian
company.

(i)  Profitsearned by abranch of an Indian bank in Canada.

(i) Scholarship given to Indian students studying in India by a foreign
company.

OR

Explainthe problem of” double counting in estimating national income, withthe
help of an example. Also explain two aternative ways of avoiding the problem.

In an economy the equilibrium level of incomeisRs. 12,000 crore. Theratio of
marginal propensity to consume and marginal propensity to saveis 3 : 1.
Calculate the additional investment needed to reach anew equilibriumlevel of
income of Rs. 20,000 crore.

Calculate (a) Gross domestic product at market price, and (b) Factor income
from abroad from thefollowing data:

(Rs.incrores)

(i) Profits 500
(i) Exports 40
(i)  Compensation of employees 1,500
(iv) Grossnational product at factor cost 2,800
(v)  Netcurrent transfersfromrest of theworld 90
(vi) Rent 300
(vii) Interest 400
(viii) Factor incometo abroad 120
(iX) Netindirect taxes 250
(X)  Net domestic capital formation 650
(xi) Grossfixed capital formation 700
(xii) Changein stock 50
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M ar king Scheme— Economics

Questionswith * mark arehigher order thinking questions.

( General Instructions h
1. Pleaseexamineeach part of aquestion carefully and allocatethe marksallotted for the
part as given in the marking scheme below. TOTAL MARKS FORANY ANSWER
MAY BEPUT INA CIRCLEON THE LEFT SIDEWHERE THEANSWER ENDS.
2. Expected suggested answers have been given inthe Marking Scheme. To evaluate the
answersthevalue pointsindicated inthe marking schemebefollowed.
3. For questions asking the candidate to explain or define, the detailed explanations and
definitionshave beenindicated dongwith theva ue points.
4. Formerearithmetica errors, there should beminimal deduction. Only ¥2mark be deducted
for suchanerror.
5. Wherever only two/ threeor a“ given” number of examples/ factors/ pointsare expected
only thefirst two/ three or expected number should beread. Therest areirrelevant and
must not be examined.
6. Thereshouldbenoeffort at “moderation” of the marks by the evaluating teachers. The
actual total marks obtained by the candidate may be of no concerntotheevaluators.
7. Higher order thinking ability questionsare ng student’ sunderstanding / analytical
ability.
General Note : In case of numerical guestion no mark is to be given if only the final
answer is given.
\. J
QUESTION PAPER CODE 58/1/1
Q.No. EXPECTEDANSWERSVALUE POINTS Digribution
of marks
Section — A
1.  Acurvejoiningall such pointsthat represent such bundles of two goodsamong
whichtheconsumer isindifferent. 1

OR

Itisalocusof pointsthat show such combinationsof two commoditieswhich give
the consumer same satisfaction
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8.

Firmsproducedifferentiated products
Becauseitisanecessity

1) Fewfirms
(2 Frmsareinterdependent intaking priceand output decisions.
(3) Barrierstotheentry of firms.
(4)  Non-Pricecompetition
(Any One)
Perfect competition.

When demand rises at the-same priceit iscalled increasein demand’ . When
demandrisesduetofal in priceitiscaledincreasein quantity demanded’.

Consumption Totd Utility MU
(Unity) (Utils) (Utils)
1 4 4
2 7 3
3 9 2
4 10 1

(Or any other relevant schedule)

Explanation of thelaw of DiminishingMargina Utility onthebassof schedule
OR

Whenpriceof Y falls, X becomesrelatively dearer. Thisreducesdemand for X as
Y will besubstituted for X.

PRICE(RS) TR(Rs) OUTPUT(Units)
5 800 160
6 1200 200
AQ _ P
e = —_ < x —
s AP Q
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10.

*12

- 20,5 _125
1 160

Theimplicationisthat firms: will earnonly norma profitinthelong run. Intheshort
run there-can be abnormal profitsor losses. If thereareabnormd profits, new firms
enter themarket. Thetotal market supply increases, resultinginafal inmarket price
andfdl Inprofits Thistrend continuestill profitsarereduced to normal.

Similarly, if therearelosses, firmsstart exiting. Thetotal market supply decreases
resultinginarisein market price and reductioninlosses. Thistrend continuestill
losses are wiped out.

Output AVC AFC TVvC MC ATC

(Unitg) (Rs) (Rs) (Rs) (Rs) (Rs)
1 30 60 30 30 90
2 28 30 56 26 58
3 32 20 96 40 52

Theeconomy can produce different possible combinations of the goodsand services
fromthegivenresources.

The problemisthat which of these combinations should the economy produce. This
isthe problem of choice. If moreof onegood isproduced, then lesser resourcesare
left for producing other goods.

OR

(1) Productionor alocation of resourcesthrough planning

(Explanation)

(2) Digtributionof goodsand servicesthrough planning
(Explanetion)
(Any other relevant feature)
(Any two)

GivenAP=-2,AQ=10.P=10
A P

e~ g X Q 1%

132

1LX 6

N



10 _ 10
= X

-2°Q
Q = 50 units
13. e Increaseinincomeincreases demand at the given price

e  Thisleadstoexcessdemand.

° L eadsto competition among buyers. Asaresult price tartsrising.

° Risein priceleadstorisein supply and fall in demand.

) These changes continuetill supply and demand become equal at anew
equilibriumprice.

° Equilibrium pricerises.

14. Therearetwo conditions:

() MRS=Ratioof prices
(i) MRScontinuoudyfdls

Explanation:

() Let thetwo-goodsbe X and Y. Thefirst condition for consumer’sequilibriumis
that MRS = Px/ Py. Now suppose MRS is greater than Px/Py. It means that the
consumer iswillingto pay morefor X thanthe priceprevailinginthemarket. Asa
result the consumer buysmore of X. Thisleadstofall inMRS. MRS continuesto
fal till it becomesequal to theratio of pricesand theequilibriumisestablished.

(Or, dternatively intermsof when MRS < Px/Py)

(i)  UnlessMRScontinuoudly falls, theequilibrium cannot be established.
*15 a  Fasebecausewhen TRisconstant. AR will fall asoutput increases.

b True providedMC<AVC

c. Fase becauseAPfalsonly when MP<AP. APfallsnot because MPfdls
but because MP<AP.

(Nomarksif reasonisnot given).
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16. Y
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According to the Law of Variable Proportionswhen only oneinput isincreased
whileothersareheld unchanged, MP and TP changeinthefollowing manner:

Phase-1: MPincreasesand TPincreasesat increasing ratei.e. uptoA on TPcurve
(uptoK onMPcurve)

Phase-11: MP decreasesbut ispositiveand TPincreases at decreasing ratei.e. upto
Bon TP curve (upto L onMPcurve)

Phase-111: MP decreaseand isnegative and TPfallsi.e. after B on TP curve (after L
onMPcurve)

OR

Priceper unit OUTPUT R TC MR MC
(Rs) (Unitg) (Rs) (Rs) (Rs) (Rs)

8 1 8 6 8 6
7 2 14 n 6 5
6 3 18 15 4 4
5 4 20 18 2 3

(or any other relevant schedule)

Therearetwo conditionsof producer’sequilibrium:
@ MC=MR
(i) MCisgreater than MR after equilibriumlevel of outpuit.
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17.

18.

19

20

21.

22.

23.

24,

Theconditionsarefulfilled at 3 unitsof output.
For blind candidates.
TPand MP Schedules

Explanation of law of variable proportion
OR as above
SECTIONB
()  currency and coinswith public (ii) demand deposits of commercial banks.
Itisthe planned savings/expected saving.
Primary deficit = Fiscal deficit - interest payments
Excessof Aggregate supply over aggregate demand at full employment level.
Exports, foreigntourism, etc. (Any two)

If withincreasein GDPinequalities of incomeincrease poor become more poor
whilerich becomemorerich. Thismay lead to declinein welfareeven though GDP
hasincreased.

OR

Goodswhich are purchased by aproduction unit from other production unitsand
meant for resale or for using up completely during thesameyear arecalled interme-

diate goods.

Example: Raw materiasor any other example.
Goodswhich are purchased for consumption and investment are called final goods.
Examples. Purchased of machinery for ingtalation infactory or any other example.

Lending by the central bank tothecommercial banksiscalled thelender of thelast
resort function. Commercial bank borrow from central bank intimesof need.

Through the budget government can reduce inequalities of income. It can adopt
progressivetaxation policy and spend more on requirements of the poor.
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25.

26.

27.

*28.

29.

When autonomousfore gn exchange paymentsexceed autonomousforeign exchange
recei pts, thedifferenceiscalled balance of paymentsdeficit.

Autonomoustransactionsin foreign exchange arethose which are undertaken for
their own sake and independent of the state of balance of payments.

Under fixed exchangerate regimereduction in price of domestic currency interms
of al foreign currenciesiscalled devaluation Under flexible exchangerateregime.
fal in market price of domestic currency intermsof aforeign currency iscalled
depreciation.

Money creation by banksisdetermined by (1) Freshdepositsand (2) Legd Reserve
Ratio. Supposefresh deposit isRs. 10000 and LRR is20%. Initially banks keep
Rs. 2000 as cash and lend Rs. 8000. Those who borrow spend thisRs. 8000. Itis
assumed that thisRs. 8000 comesinto banks asafresh deposit. Banks again keep
20% of it as cash reserve and lend therest. In thisway money creation goeson.
Total money creationisRs. 50000.

. — . 1
Money creation=initial deposit X | RR

OR

Bank rate is the rate of interest at which the central banks lends money to the
commercial banks. Supposethe central bank raisesthe bank rate. Since borrowing
by the commercia banksbecomescostlier, commercia banksareforcedtoincrease
therate of interest they charge on borrowing by public. Thisreducesdemand for
borrowing and adversely affectsdeposit/money creation by commercia banks.
(@  True, if MPCisgreater than 0.8.
OR

False, if MPCisgreater than 0.5 but not greater than 0.8
(b)  True, sinceMPS=AS AY, Theindividual may at the most spend theentire

AY sothat AS=0. So, MPS can at the most be zero.

(No marksif reasonisnot given)

(@ Receiptswhichleadtoether reductioninassetsor increaseinliabilitiesare

called capital receipts. Recei ptswhich neither reduce assetsnot create any
ligbility arerevenuereceipts.
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(b) Direct tax isatax whoseincidence and impact fall on the same person.

Indirect tax istax whoseincidence and impact fall on different persons. 2
*30. (@ Itisfactorincomefromabroad, sowill beincludedinN.I. 2
(b) Itistransfer receipts, soitisnot includedin national income. 2

() Notincludedinnationa incomebecauseitisanon-factor receipt astheloan
isnot used for production but for consumption. 2

(No marksif reasonisnot given)

31l. (@ GDPafc = (i)+(ii)+(v)+(vi) + [(vii)- (viii +ix)]. 1
= 800 + 200 + 150 + 100 + (300-200-50) 1%
= Rs. 1300 Crore. Yo

() NFIFA = GNP@,,-GDP@,,

= (iv) —[GDP@Fc+ (xi) ]

= 1400 — (1300+120) =—20 1
HTA = FIFA — NFIFA 1
= 60-(-20) Ya
= Rs. 80 Crore. Ya

(Cdculation by any other method may betaken ascorrect)

OR
NNP_. = (Xi) + (i) + (v) + (viii) = (iv) = (x) = (vi) + (i) + (1) 1
=1000 +90 + 10 + 30— 20 — (-10) — 40 +70 + 50 1%
= Rs. 1200 Crore. Yo
GNDI =NNP__ + (ix) + (vii) + (x) 1
=1200 + 80 + 60 + (-10) 1%
= Rs. 1330 Crore. Yo

(or any other aternate method of solution)

137



() Ay = AI'K

1000 x 4

Rs. 4000 Crore

(i) Giventhat Ay = Ac + Al

Moo= Ay — Al

4000 — 1000

Rs. 3000 Crore

OR

AC AY x MPC
4000 x 0.75

Rs. 3000 Crore

QUESTION PAPER CODE 58/1
EXPECTED ANSWERSVALUE POINTS

Section — A

1.  Alineonwhichdifferent pointsshow such bundlesof two goodson which total
expenditureisequal to consumer’sincome (given hisincomeand pricesof goods)

2. Agoodiscaledinferior whenwithriseinincomeitsdemandfalls.

3. Pefect Competition.

4.  Itisamarketinwhichthereissinglesdller of thecommodity inthe market.
5.  Inthismarket formtherearealargenumber of buyersand sellers.

6. @  Themorethenumber of substitutes, the greater the el asticity because more
choiceisavailabletotheconsumer.
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8.

b)

1)
2)
3
4)
5
6)

Necessitiesareinelastic. Other goodsarere atively moreelagtic.

Risein priceof subgtitute goods.

Fdl in price of complementary goods.

Riseinincomeof buyers/ consumersin case of normal good
Fdl inincomeof buyersin caseof inferior good

Favourable changein tastefor the good

Any other relevant cause.

OR

A consumer isinequilibriumwhen MU=P.

Fall in pricemakesMU > P. Thisinducesthe consumer to buy more. So, when

pricefalsdemand rises.

OUTPUT ATC TC AFC TFC TvC AVC MC

(any other relevant explanation may aso be awarded)

(Any two)
(Explanation)

(Units) (Rs) (Rs) (Rs) (Rs) (Rs) (Rs)
1 80 80 60 60 20 20
2 48 96 30 60 36 18
3 40 120 20 60 60 20
PRICE 1R SS
2 400 200
3 - 300
A P
e = - =
S AP Q
100 2
= —_— N —
1 200
= 1
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10.

*12.

13.

Number of firmsissmall in Oligopoly because of barriersto entry into industry.

Patents, large capital requirement, control over crucial raw materia etc. prevent
new firmsfrom entering.
) Problem of choice of technique of production.
i)  TwoTechniques (a) Labourlntensve

(b) Capitd Intensive

(Explanation)
OR

Micro economicsdeal swith behaviour of individual economic agents

Macro economic deal swith aggregates of the economy

Examples

Micro Eco : Consumer’sequilibrium etc.

Macro Eco : National Incomeetc.

AP =-1,AQ =3

AQ P
e= -5 * =
AP Q
R
2= 3 5
Q = 15units

e  Whenincomefalsdemandfalls.

e  Supply remaining unchanged, thereisexcesssupply at thegiven-price.
° Thisleadsto competition among sdllersleadingtofdl inprice.

e  Asaresult demand startsrising and supply startsfalling.

° These changes continuetill anew equilibrium priceisestablished where
demand equalssupply.

° Equilibriumpricefdls.
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*14 a) Fdse WhenMRiscongtant and not equal to zero, it may bepositiveor negative
TRincreaseswhen MR ispositive and decreaseswhenitisnegative. 2

b) Fase AVCwill riseonly when MC>AVC whether MCisrising or falling. 2

c) False TPincreasesunder Increasing Returns. It asoincreasesunder Dimini-
shing returnstill MPispostive. TPfalsunder Diminishing returnswhen MP
isnegative. 2

(Note: Nomarksareto be awarded if reason is not stated).

15. Therearetwo conditions;

() MRS=Ratioof prices 1
()  MRScontinuoudy fdls 1
Explanation:

(i) Let thetwo goodsbe X and Y. Thefirst condition for consumer’sequilibriumis
that MRS = Px / Py. Now suppose, MRSisgreater than Px/Py. It meansthat the
consumer iswilling to pay morefor X thanthepriceprevailing inthemarket. Asa
result the consumer buysmore of X. Thisleadstofall in MRS. MRS continuesto

fal till it becomesequal totheratio of pricesand theequilibriumisestablished. 3
(Or, dternatively intermsof when MRS < Px/Py)
(if) UnlessM RS continuoudly falls, the equilibrium cannot be established. 1
16. OUTPUT PRICE TC TR MC MR
(Unitg) (Rs) (Rs) (Rs) (Rs) (Rs)
1 8 6 8 6 8
2 7 11 14 5 6
3 6 15 18 4 4 3
4 5 18 20 3 2
5 4 23 20 5 0

3 Unitswill be produced because at thisleve of output MC=MR and &fter thislevel
of output MC>MR. 1+1+1
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17.

18.

19.

20.

21.

22

OR

Unitsof varigble TP MP
factor (Units) (Units)
1 2 2
2 6 4
3 9 3
4 9 0
5 6 -3

When moreand more unitsof avariablefactor areemployed with fixed factors, MP
and TPchangeinthefollowing manner:

a.  MPincreasesand TPincreasesat anincreasing rate (upto 2 unitsof variable
factor)

b. MPfalsandispositiveand TPincreasesat adecreasing rate. (from 3rdto
4th unit of variablefactor)

c. MPfdlsandisnegative, TPfals, (after 4 unitsof variablefactor)
Section - B
Itisanything that servesas medium of exchange.
Excessof revenue expenditure over revenuereceipts.
Itisplanned aggregate demand.
Theexcessof aggregate demand over aggregate supply at full employment level.
Imports, tourists going abroad etc. (any two)

Vaue of GDPat constant pricesiscalled real GDP. Value of GDPat current year
pricesiscalled nomina GDP.

OR
) Intermedi ate as purchased for resale.

i) Fina aspurchased for consumption.
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23.

24,

25.

26.

27.

*28 (1) Fadse WhenMPC=0, Multiplier =

It actsas banker to the government. It accepts depositsfrom government and give
|oansto the government.

Govt. usesbudgetary policy to alocate resources. Thisisdone by imposing higher
rate of taxation on goods whose production isto be discouraged and subsidies
provided on goodswhose production isto be promoted.

Autonomoustransactionsare donefor someeconomic cons deration such asprofit.
Such transactions are independent of the state of B.O.P.

Accommodating, transactions are undertaken to cover the deficit/surplusin balance
of payments.

When price of foreign currency falls, imports are cheaper. So more demand for
Foreign Exchange by importers.

Tourism abroad ispromoted asit becomes cheaper. So demand for foreign currency
rises.

(or any other example)

(any two)

Money creation by banksisdetermined by (1) Freshdepositsand (2) Lega Reserve
Ratio. Supposefresh deposit isRs. 10000 and LRR is20%. Initially banks keep
Rs. 2000 as cash and lend Rs. 8000. Those who borrow spend thisRs. 8000. Itis
assumed that thisRs. 8000 comesinto banks asafresh deposit. Banksagain keep
20% of it ascash reserve and lend therest. In thisway money creation goeson.
Total money creationisRs. 50000.

. — . 1
Money creation=initial deposit X LR

OR

Open market operationsrefersto the buying and selling of securitiesby the Central
Bank fromandtothegeneral public. Sale of securitiesby the Central Bank leadsto
flow of money out of commercia banksand into the Central bank. Thisreduces
effective depositswith commercial banks and checks money creation reducing
aggregate demand and investment.

1
1MPC  1-0

=1
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29.

30

31.

0]

False. APSor S/Y can be negativewhen Sisnegative At low level of
income consumption expenditureismorethanincome

° Capitd expenditureisthe expenditurethat either reducesliabilitiesor
Creates assets.

° Revenue expenditureisthe expenditurethat neither reducesliability nor
Creates assets.

° Fiscal deficitistheexcessof total budget expenditure over total budget
recei ptsexcluding borrowings.

° Primary deficitisFiscal deficit lessinterest payments.

Itisfactor incometo abroad, soit will be deducted from NDPto get NNP.
Itisfactor incomefromabroad, soitisincludedinNI.
Itisatransfer payment. So, itisnot includedin NI.

(Nomarksif reasonisnot given)

OR

Counting theva ue of goodsor services morethan once when estimating
N | isthe problem of double counting.

Example: Supposeafarmer produceswheat worth Rs. 1000. He sdllsthisto
the baker who convertsthewheat into bread and sellsit to thegrocier for Rs.
2000. Thevalueof total output herewould be Rs. 3000 and thisincludesthe
valueof wheat two times.

Methodsof avoiding double counting are
i) Vaueof final goodsonly to beincluded.
i)  Usevalueadded method.

MPC =0.75; AY needed = 8000 Crores.

K=

1 1

1MPC  1-0.75

AY = AlK.
8000=A1x4
Al = 2000

(Solutioninany other way may be awarded)
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32.

@

()

GOP@MP = (i) + (iii) + (vi) + (vii) + (ix) + (xi +Xii - X)
=500 + 1500 + 300 + 400 + 250 + (700+50-650)
= 3050 Crores
NFIA = GNP_- GOP__
= (iv) — (3050 - ix)
=2800-3050 + 250 = 0
HFA =NFIA+FITA
=NFIA + (viii))=0+120
=120 Crores.

(Cdculation by other method may also be awarded)
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