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ECONOMICS                               SOLUTION 

SECTION A 

 1. (A)  2. (A)  3. (C)  4. (D)  5. (A) and (B)   6. (A) 

 7. (A)  8. (B)  9. (B)  10. (A) 

11. Aggregate Demand (AD) function is given as: 
   AD = C + I 
  AD {c b(Y)} I= + +   

  c 50(Given)=  

  B or MPC = 1 – MPS = 1 – 0.2 = 0.8 
 Substituting the values of c  and b in AD function, we get: 
            AD = {50 + 0.8 (4,000)} + 100 = `3,350 crores 
 Aggregate Demand is `3,350 crores.  

OR 
 No, the Economy is not in a state of equilibrium at 1,500 crores 
 Given: Consumption Function, C = 200 + 0.5Y 
 Investment Expenditure (I) = 400 crores 
  At the equilibrium level  
  Y = C + I 
 Substituting the values from the question: 
  Y = (200 + 0.5Y) + 400 
  Y – 0.5Y = 600 
  0.5Y = 600 
  Y = 600/0.5 = `1,200 crores.    
 The equilibrium level of income is `1,200 crores. The given income `1,500 is greater than 
 equilibrium level of income. Therefore, the economy is not in equilibrium. 
 

12. Effective demand refers to that level of output where Aggregate demand is equal to the Aggregate 
 supply. If aggregate Demand exceeds Aggregate Supply, it means buyers are planning to buy more 
goods and services than producers are planning to produce. Thus, the inventories in hand with the 
producers will start falling. As a result, producers will plan to raise the production. This will increase 
the level of income upto level Aggregate Demand is equal to Aggregate Supply. 

 

13. The Problem of double counting arises when the value of certain goods and services are counted 
 more than once while estimating National Income by Value Added Method. This happens when 
 the value of intermediate goods is counted in the estimation of National Income along with the 
 final value of goods and services.   

 Two methods to avoid the problem of double counting: 
(i) To consider only the final value of output produced. 
(ii) To consider only the value added of the output produced. 

OR 
 Circular Flow of income in a two sector economy: Households are owners of factors of production.  
 They provide factor services to the firms (producing units). Firms provide factor payments in 
 exchange of their factor services. So, factor payments flow from firms (producing units) to 
 households. 
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 Households purchase goods services from firms (producing units) for which they make payment 
 to them. So, consumption expenditure (spending on goods and services) flows from households 
 to the firms. 

 

 

 
 

14. Economic Growth implies a sustainable increase in real GDP of an economy, i.e. an increase in 
volume of goods and services produced in an economy. Budget can be an effective tool to ensure 
the economic growth in a country. 

 

15. (a) Open Market Operations (OMO) refers to the sale and purchase of government security in the 
open market by the Central Bank (RBI). By selling such security, the Central Bank soaks liquidity 
from the economy and by purchasing the government securities, Central Bank releases liquidity. 
This is an important method of regulating the money supply (liquidity) in the market. 

 (b) Margin Requirements of loan refers to the difference between the current value of the security 
offered and amount of loan granted. When margin requirement is lowered by the Central Bank, 
the borrowers are able to secure larger amount of funds from the banks, which will increase the 
money supply in the economy. Conversely, a rise in the margin requirements will contract the 
supply of credit in the economy. 

 

16. (a) Precautions  of value added method are: 
(i) Value of sale and purchase of second hand goods is not considered while estimating value 

added as the value of second hand goods is already accounted during the year they were 
produced. 

(ii) Value of intermediate goods is not included in the estimation of value added because value 
of intermediate goods is reflected in the value of final goods. 

 (b)  Value of output of firm B = Sales of firm B to firm C + Sales of firm B Firm D + Exports + Sales    
of Firm B to Government 
 = 70 + 40 + 30 + 5 = `145 crores    
 Value Added by Firm B = Value of output by Firm B – Purchases by Firm B from Firm A  
 = 145 – 80 = ` 65 crores  

  



  
 

 

 
OR 

 National Income at constant Prices : When national product is estimated on the basis of prices 
 prevailing in the base year, it is called national income at constant prices or real national income. 
 National Income at Current Prices : When national product is estimated on the basis of prices 
 prevailing in the current year, it is called national income at current prices or nominal national 
 income. 

National Income Current Prices
Price Index of Base Year

Price Index of Current Year
  

National Income at constant prices reflects the real growth of an economy because it increases 
only when there is an increase in real national output over a period of time. National Income at 
current prices may increase due to increase in prices of goods and services during the current year, 
thus it does not reflect the true picture of economic growth. 

 

17. Initial increase in investment increases the final income of the economy. Investment multiplier 
 explains this effect;    

 Multiplier (K) is the ratio of the increases in National Income (Y) due to given increase in 

 investments (I). 

K = {Y/I} 
 For eg. If an additional investment of 1,000 crores is made by government for a bullet train project 
 in a country; this extra investment will generate an extra income of 1,000 crore, as expenditure of 
 one is income for another. Also it is assumed that Marginal Propensity to Consume of the country 

 is 0.8. An additional investment of 1,000 crores (I) made by government will generate an extra 
 income of 1,000 crores in first round. If MPC of this country is 0.8, the nationals who are receiving 
 this additional income will spend 80% portion of this additional income i.e. 800 crores, which in 
 return, becomes additional income during third round. Similarly, in third round, 640 crores of 
 income is generated. Consumption expenditure in every round will be 0.8 times of additional 
 income received from previous round.  

Round Increase in 

Investment (I) 
(` Crores) 

Increase in Income (Y) 
(`Crores) 

Increase in Consumption 

(C) (` Crores) (Y × MPC) 

Increase in 
Saving (`Crores) 

(S = Y – C) 

1st 1,000 1,000 800 (= 1,000 × 0.8) 200 

2nd     800 640 (= 800 × 0.8) 160 

3rd     640 512 (= 640 × 0.8) 128 

4th      512 409.60 (= 512 × 0.8) 102.40 

5th  — — — 

—  — — — 

—  — — — 

—  — — — 

—  —  — 

—  —  — 

Total  1,000 5,000 4,000 1,000 

 Thus, an initial investment of  `1,000 crores leads to a total increase of `5,000 crores in the 

income. As a result (k) 
Y 5,000

5
I 1,000


= = =


 

 
  



  
 

 

 
Section B 

Indian Economic Development 
18. (A) 
19. (A) 
20. (D) 

OR 
 (A) 

 
21. (A) 

22. B-ii  

23. (C) 
 

 Q.24. to Q.27  
24.  It refers to a situation where a person who is willing and able to work do not get the job at a 
 particular wage rate.  
25. Causes of unemployment in India are : 
 (i) Rising population  
 (ii) Low National GDP 
 (iii) Low per capita income  
 (iv) Extensive use of capital-intensive technology 
 (v) Any other valid point 
26. Informal Sector refers to the one in which number of employees working are less than 10. 
 Formal workers are those who work in formal sector. They are mostly skilled and are subjected to 
 social security benefits. Informal Workers on the other hand, are those who work in informal 
 sector. They are mostly unskilled and are not subjected to any kind of social security benefits. 
27.  (d) Informalisation of Workforce 
 

28 The health system in India has undoubtedly improved over the years, but the pace of improvement 
 has been unreasonably slow and truly we carry an unhealthy health system. 
 Following may be the most important concerns ailing Indian health system: 

 • Low Public Expenditure: In India, the health expenditure as a percentage of GDP is abysmally low 
 as compared to some of the major developing countries. It stood at around 4.7% of the total GDP 
 in the year 2014-15.  

 • Urban Rural Divide : People living in rural India do not have sufficient medical infrastructure. 
 Nearly 70% of the population lives in rural areas, which have only 20% of the total hospitals of the 
 country.  

 • Women and child health issues: More than 50% of married women in age group of 15-49 years 
 have iron deficiency, which has contributed to maternal deaths. Infant Mortality Rate Per 1,000 
 live births in India was 38 in 2014-15. Malnutrition and inadequate supply of vaccines lead to the 
 death of millions of children every year.  
 

29. Electric power transmission and distribution losses include losses in transmission between sources 
 of supply and the points of distribution and in the distribution to consumers, including pilferage.  
 Transmission and Distribution losses can be reduced through following measures: 
 (i) Improvement in Plant Load Factor. 
 (ii) Promote role of Private Sector. 
 (iii) Better research and development efforts. 
 (iv) Proper check on power theft and taking strict action against culprits.  
 (v) Power should be supplied free or at subsidized rate only to the poor and marginal farmers. 
 



  
 

 

 
30. 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. 
(c)  

31. Lesser women are found in regular salaried employment as compared to men because a larger 

proportion of women are engaged in the economic activities without stable contracts and steady 

income. The stable contracts and steady income are two features prevalent in the regular salaried 

employment. Women are engaged in informal segments of the economy, where they are not 

entitled to any social security benefits. Moreover, women work in more vulnerable situations than 

men and have lower bargaining power and, consequently, are paid lesser than the male 

workforce. Thus, the women workers are more likely to be found in the self-employment and 

casual work as compared to men rather than regular salaried employment. 
 

32. (a) The given data shows that the annual growth rate of population is maximum in Pakistan 
standing at 2.1 %, whereas, the same stands at a meager 0.5% in case of China (might be a 
direct result of the One Child Policy adopted). The annual population growth rate of India is in 
the danger zone of more than 1%p.a. India will be overtaking China as the most populous 
country in the world in near future.  

 (b) Amongst the three countries stated above, India has most skewed data sex ratio (929 female 
per 1,000 male). This is one of the major concerns for the demographers in India. 

 

33. (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) Green Revolution refers to the large increase in production of food grain resulting from the use 
 of high yield variety (HYV) seeds of food crops (like wheat and rice) and supportive technology 
 during mid 1960s to mid 70s. Whereas. • 

 Golden Revolution refers to the process where India has emerged as a leader in producing a 
 variety of horticulture crops. 

 (b) Women constitute approximately half of Indian's total population, but they suffer from many 
 disadvantages in health care. Traditionally, women health care had been on the back burner in 
 India due to social considerations prevailing in the country. Gender ratio in the country is declining. 
 The growing rate of female foeticide in the country is also a cause of concern. Most of the married 
 women suffer from anaemia and nutritional anaemia leading to maternal deaths. 

  

  

 

 

 
  
 

    
 
 
 
 
  

 
 
 
    

   
 


