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ECONOMICS                               SOLUTION 
    

SECTION A 

MACRO ECONOMICS 
 1. (A)   2. (A)   3. (B)   4. (A)   5. (C)   6. (C)   
 7. (C)   8. (C)   9. (A)   10. (B)  
11. (a) car used a taxi: It is a capital good because it is used for producing services for generating income. 
 (b) Refrigerator in hotel: It is a capital good because it is used for providing services over a period of 

time to time production unit. 
 (c) Air-conditioner in a house: It is a consumer good because it is used for satisfaction of a want by 

a household. 
   (No marks if reason is not given or is incorrect) 

OR 
 Intermediate Consumption refers to the expenditure incurred by a production unit or purchasing 

those goods and services from other production units, which are meant for resale or for using up 
completely during the same year. 

 For Example: Milk purchased by a hotel because it is purchased from another production unit for 
resale indirectly.   

 Whereas Final Consumption refers to the expenditure on goods and services meant for final 
consumption and investment. 

 
12. (i) C = 100 + 0.6 (given) 
 So, MPC = 0.6 
 MPS = 1 – MPC 
          = 1 – 0.6 
          = 0.4  

 (ii) 
S c (1 b)Y

S 100 0.4Y

= − + −

= − +
 

13. (a) Bank Rete Policy : It is the rate of which the central bank lends funds to the commercial banks. 
An increase in the bank rate at which they lend. This will discourage people from taking loans, thus 
reducing the volume of credit in the economy vice-versa. 

 (b) Cash Reserves Ratio (CRR) : It is the proportion of deposits that commercial banks have to  keep 
as cash reserves with the central bank. An increase in CRR has the effect of reducing the bank’s 
excess reserves and thus decreases their ability to give credit. 

OR 
 It means that the central bank has the sole authority to issue currency notes in the country. The 

monopoly of issuing notes by the central bank ensures uniformity in the notes issued. 
14. National Income is determined in an economy at a point where planned saving equals planned 

investment. In the above diagram, E is the equilibrium point where saving equals Investment at 
national income Y. 

 At any output level less than equilibrium output, S < I. It means, there is unplanned decreases in 
inventories. To increase inventories to the planned level, producers increases output leading to 
increasing in income. With such rise in income, saving rises again till S = I at equilibrium E.  

 (Note: Explanation with S > I, is also acceptable)      
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15. Investment multiplier is a measure of the effect of change in the initial investment on change in 

final income.  
 Numerical example  

 Suppose  I = `100  crores  MPC = 0.8 
 Initial investment of `100 crores raises the income by `100 crores. In the fires round, this additional 

income causes an increase in consumption expenditure, which in turn, generates more income (as 
one man’s expenditure is another man’s income) This process continues till the total income is equal 
to multiplier times the initial investment.  

  Round Y Y S 
 I 100 80 20   
 II   80 64 16 
 III   64 51.2 12.8 

– – – 
– – – 
– – –  

 Total 500 400 100 
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 So,  Y = K.DI 
   = 5 × 100 
   = `500 crores  
       Explanation without schedule is also acceptable) 
16. (a) Revenue expenditure: It is the expenditure made by the government that neither creates any 

asset nor reduces any liability. 
 Capital expenditure: It is the expenditure incurred by the government that either creates assets or 

reduces liabilities. 



   

  (b)Fiscal Deficit refers to the excess of ‘total expenditure’ over ‘total receipts excluding borrowing’, 
whereas, Primary deficit is defined as fiscal deficit less interest payments.  

OR 
 Revenue Receipts are receipts which neither create a liability nor lead to reduction in assets, 

whereas, Capital Receipts are the receipts which either create a liability or reduce assets of the govt.  
 Components of Revenue Receipts are: 

• Tax revenue receipts (direct and indirect taxes). • Non-tax revenue receipts 
 Components of Revenue Receipts are: 

• Recovery of loans.     • Borrowings and other liabilities. 

• Other capital receipts like disinvestment. 
 
17. (a) GDPMP = (ii) + (i) + (iii) + (iv) 
 = 3,500 + 4,000 + 1,100 + 500 = `9,100 crores  
 (b) NNPFC = GDPMP – (ix) + (v) – (vi) 
 = 9,100 – 120 + 100 – 300 =  `8,780 Crores 

Section B 

Indian Economic Development 

18. Dr. Manmohan Singh 

19. Second  

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

OR 

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

Assertion (A)  

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

Assertion (A)  

22. (c) C- iii 

23. (b) China 

24. Irregular Rainfall 

25. Indebtedness.  

26. Regional Rural Banks. 

27. Land Development Banks 

28. The given statement is defended as in the recent past India has witnessed many foreign nationals 

visiting for surgeries, organ transplant, dental and even cosmetic care, The prime reason for this 

phenomenon can be quoted as: 

 (i) Health services in India offer latest medical technologies with qualified professionals. 

 (ii) All these medical services are less costly in India as compared to similar health care services in 

other countries.    

OR 

 Two major steps taken by the government in the direction of improving agricultural marketing 

system in India, since independence are: 

 (i)  Regulation of markets:   This step was necessary in the post-independence period so as to create 

an orderly and transparent marketing condition across India. This policy benefited both farmers as 

well as consumers.  



  
 

  (ii) Physical Infrastructure :  This is another important aspect tackled by the government. 

Improvement of physical infrastructure facilities like roads, railways, warehouses, godowns, cold 

storages, processing units, etc. has been the target of the government since decades.  

29.   In the recent years, India has witnessed an unprecedented shift of the workforce from the formal 

sector to informal sector. This process whereby, the proportion of informal worker in the total 

workforce increases is known as informalisation of workforce. 

30. The agricultural sector was adversely affected by the reform process in the following manner: 

 (i) Public investment in agriculture sector especially in infrastructure like irrigation, power etc. has 

been reduced in the reform period.  

 (ii) Reduction of fertilizer subsidy has increased the cost of production, affecting thereby the small 

and marginal farmers. 

 (iii) Increased International competitiveness due to liberalization and reduction of import duties. 

(iv) Shift from food crops to cash crops de to export-oriented policy in agriculture led to a rise in 

prices of food-grains. 

31. The given statement is correct. In the early post-independence period, the aim of the government’s 

policy was to reduce the dependence on the foreign countries for goods, services,  technology and 

capital. It stressed on the use of domestic resources to avoid foreign interference  as it was feared 

that the dependence on the imported food supplies, foreign technology and foreign capital may 

increase foreign interference in the policies of our country. Similarly, the main thrust of the 

‘Atmanirbhar Bharat’  is also to make India an economy that is self-reliant and self- sufficient.      

OR 

 Two steps taken by the government of India on financial sector under the Economic Reforms of 

1991 were : 

 (a) Change in the role of Reserve Bank of India (RBI) : The role of RBI was reduced from regulator to 

facilitator of financial sector. This mans that financial sector was given greater autonomy (to take 

decisions) on many matters independent of RBI. 

 (b) Origin of Private Banks: The reform process led to establishment of private sector banks of Indian 

as well as foreign origin. 

32. The given data shown that China has gained economic strength over the years. When many 

developed countries were finding it difficult to maintain a growth rate of even 5%, China was able 

to maintain near double-digit growth during the decade of 1980s. The growth rate of China has 

decelerated to an average of 6.8%, over the period 2015-17. 

 In the recent past, India has  posted a decent rise in the growth rate. While India had maintained a 

reasonable growth rate of 5.7% in the decade of 1980s, it has shown great calibre and character in 

the period 2015-17 by registering an average of 7.3%, over the period 2015-17. 

 Nevertheless, Indian elephant has to travel a long distance before it could present itself as a real 

threat to growth story of the Chinese dragon. 

33. (a) The environment is able to perform its functions uninterruptedly so long as the demand for these 

functions is within the carrying capacity of the environment. This means that the resources are not 

extracted beyond the rate of their regeneration. 

 If there is a disequilibrium (demand being more than supply), the environment fails to replenish 

itself and it will lead to environmental crisis. Thus, to maintain a healthy environment, the carrying 

capacity of the environment must be valued and respected.  



   

  (b) The calorie based norms is not an adequate measure to identify the poor as this method does 

not differentiate between the very poor and the other poor. This mechanism takes into account 

expenditure on food and a few other items as proxy for income. It ignores many other vital factors 

associated with poverty; for instance, the accessibility to basic education, health care, drinking 

water and sanitation.     

OR 

 (a) Lesser women are found in regular salaried employment in India, because: 

 (i) Jobs generally require skills and high level of literacy.  

 (ii) Lack of mobility among women in India due to social constraints. 

 (b) The given data indicates that over the given period, the proportion of workforce in primary 

sector has gone down from 64% in 1993-94 to 48.9% in 2011-12, this account to nearly to fall of 

20% over the years. Whereas, the employment share of both secondary and the services sector has 

increased in India.  

 The share of secondary sector has gone up by approximately 9% (from 16% in 1993-94 to  24% 

approximately in 2011-12), the corresponding figure for services sector has gone up by 7% (from 

20% in 1993-94 to 27% approximately in 2011-12) 

 These sectoral changes have been very significant in the growth journey of India, showing  the 

gradual shift of the workforce from primary sector to the secondary and tertiary sector.  

34. (a) The given statement is false as there have been different factors (like massive rate of growth of 

population, unequal distribution of wealth, skewed benefits accruing from green revolution etc.) 

due to which benefits to increase in the Gross Domestic Product have not trickled down completely 

to the people at the bottom of population pyramid.  

 (b) The given statement is true. Human Capital Formation (investment in education/health) not only 

increases the productivity of the available human resources but also stimulates innovations and 

crates ability to adopt and adapt to the new technologies.  

 (c) The given statement is false, as generally, there exists a positive correlation between 

infrastructural growth and national income. Infrastructure is the support system for an economy 

which facilities grater productive activities, higher levels of output/income and improvement of 

quality of life in an economy.  


