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SOLUTION
PART - A

 1. (b) MPC 
Explanation: Marginal propensity to consume 
(MPC) is the change in consumption due to 
change in income. 

  Related Theory
  Marginal propensity to consume cannot be more than 

one as the change in consumption cannot be more 
than change in income.

 2. (d)	 Resources	are	fully	and	eff	iciently	utilised	
Explanation: Under-employment equilibrium 
refers to a situation when equilibrium is attained 
i.e. aggregate demand is equal to aggregate 
supply below full employment level or when 
resources are not fully employed. 

  Related Theory
  When the aggregate demand is less than aggregate 

supply	at	full	employment	level,	it	is	known	as	deficient	
demand.

 3. (c) credit, capital
Explanation: Capital account of balance 
of payments records all those transactions, 
between the residents of a country and the rest 
of the world, which cause a change in assets or 
liabilities of the residents of  the country or its 
government. The components of capital account 
of balance of payments are borrowings and 
landings to and from abroad; investments to and 
from abroad; and change in foreign exchange 
reserves. All the inflows are recorded on the 
positive or credit side and outflows are recorded 
on the negative or debit side of the account. 
Hence, borrowings by Indian Government from 
France will be shown on the credit side of the 
capital account of balance of payments.

  Related Theory
  The components of current account of balance of 

payments are export and import of goods (visible 
items) and services (invisible items); and unilateral 
transfers.

 4. (a) 0

Explanation: At break even level of income, a 
firm is in equilibrium i.e., no profit and no loss. Its 
revenue is equal to its expenditure. Hence, there 
are no savings at this point. 

  Related Theory
 	 Marginal	 propensity	 to	 consume	 refers	 to	 the	 effect	

of additional income on consumption and marginal 
propensity	to	save	is	the	effect	of	additional	income	on	
savings.

 5. Note: There is a misprint in the question's 
heading. The correct heading for the question is: 
Match the following:

(i)—(d); (ii)—(c); (iii)—(a); (iv)—(b) 
Explanation:
(i) Marginal propensity to consume (MPC) is 

the change in consumption due to change 
in income and is represented by DC/DY, 
where DC is change in consumption and DY 
is change in income. 

(ii) Autonomous investment is the portion of 
total investment made by a government 
that is done independent of economic 
considerations. 

(iii) Marginal propensity to save (MPS) is the 
change in savings due to change in income 
and is represented by DS/DY where DS 
is change in savings and DY is change in 
income. 

(iv) Investment multiplier is the relationship 
between initial increment in investment 
and the resulting increment in national 
income. There is an inverse relation between 
investment multiplier and marginal 
propensity to save.

OR

  (c) Income and saving
  Explanation: Planned consumption depends on 

income and savings of the people because they 
spend a part of their income and saves the rest.

  Related Theory
  Planned savings are desired savings during an 

accounting year and are termed as ex-ante savings.
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 6. Visible 
Explanation: Visible items of balance of payments 
are those material goods which are seen by eyes 
crossing the borders. These are physical goods 
which are imported and exported. Examples of 
visible items are exports and imports of goods 
like machinery, rice, tea, cloth etc.

  Related Theory
  All types of services like banking, insurance, investment 

and unilateral transfers are invisible items as these 
cannot be seen crossing the borders.

 7. (a) Export of goods and services
Explanation: The demand or outflow of foreign 
exchange comes from those people who need 
to make the payment in foreign exchange.  
The sources of demand for foreign exchange 
are imports of goods and services; foreign 
investment; foreign travel; higher studies abroad 
etc. Exports of goods and services is not a source 
of demand of foreign exchange instead it is 
supply of foreign exchange as it results in inflow 
of foreign currency.

  Related Theory
  The sources of supply of foreign exchange are: exports 

of goods and services; Foreign Direct Investment; 
Grants and donations from the rest of the world.

 8. Depreciation
Explanation: Depreciation of domestic 
currency  refers to decrease in the value 
of domestic currency in terms of foreign currency. 
It makes the domestic currency less valuable and 
more of it is required to buy the foreign currency.

  Related Theory
  Appreciation of domestic currency refers to increase 

in the value of domestic currency in terms of foreign 
currency. This is due to fall in the price of foreign 
currency.

 9. Floating
Explanation: Floating or flexible exchange rate is 
determined by the market forces of demand and 
supply. With the change in economic conditions 
underlying demand and supply, the exchange 
rate will automatically change without any 
intervention by the Government. That is why, it is 
called flexible or variable exchange rate system.

  Related Theory
  Fixed exchange rate is the exchange rate system in 

which	 the	 government	 fixes	 the	 exchange	 rate	 at	 a	
particular level.

 10. (c)	Dirty	floating
Explanation: Dirty floating, also known as 
Managed floating exchange rate system is a 
mixture of flexible exchange rate system and 
fixed exchange rate system. Under this system, 
the government through central bank intervene 
to buy and sell foreign currencies in an attempt to 
moderate exchange rate movements whenever 
they feel such actions are appropriate.

 11. Pradhan Mantri Kaushal Vikas Yojana was 
launched in 2015 by the Government of India 
with an aim to increase working eff iciency of 
daily wage earners by giving monetary awards 
and rewards and by providing quality training 
to them. The increased eff iciency of the workers 
result in the increased output of goods and 
services leading to a rise in the gross domestic 
product (GDP) of the country, Increase in GDP 
leads to economic growth of the country and 
better standard of living of the people of the 
country. 

OR
  GVAMP = Sales + change in stock – 

intermediate consumption 
   = 250 + 30 – 120 = ` 160 crores 
  NVAFC = GVAMP – Depreciation – NIT 
   = 160 – 20 – 20 = ` 120 crores

 12. Yes, it is not necessary that GDP may be welfare 
oriented even when the level of GDP tends to rise. 
Welfare means material well being of the society 
as a whole. It is possible that the GDP level may 
rise due to increase in income level of only few 
people and unequal distribution of income. This 
makes rich more richer and poor more poorer. 
Every individual is not benefited by the rise in 
GDP as externalities are not considered. Negative 
externalities may result in poor welfare even 
after rise in GDP. Hence, composition of GDP 
may not be welfare oriented even when level of 
GDP trends to rise.

 13. Yes, an economy can be at equilibrium when 
there is unemployment in the economy. It is 
called under employment equilibrium and is 
achieved before full employment level. It means 
aggregate demand is equal to aggregate supply 
below full employment level or when resources 
are not fully employed. It is a situation of deficient 
demand in the economy. 
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In the above diagram full employment level of 
national income is attained at point E, but due 
to deficient demand, aggregate demand shifts 
downward from AD to AD1 and new equilibrium 
is attained at point E1, which is below full 
employment level. It is point of underemployment 
equilibrium.

 14. Given, National Income (Y) = ` 1,000 
Marginal propensity to save (MPS) = 0.20 
Autonomous consumption (C– ) = ` 100 
Marginal propensity to consume (MPC) 
or  b = 1 – MPS = 1 – 0.20 = 0.80 
  Y = C + I 
  C = C– + bY 
On substituting the variables in equation, we get 
  1,000 = [100 + (0.80 × 1,000)] + I
  1,000 = 100 + 800 + I
  I = 1000 – 900
   = ` 100 
\ Investment expenditure is ` 100.

 15. (a)  The services of chartered accountant 
hired by the firm should not be included 
in the estimation of national income. This 
is because it forms a part of the firm’s 
intermediate consumption. 

(b) Payment of corporate tax is not included in 
the national income as it is a mere transfer 
payment from a firm to the government. It 
is a part of corporate profits which already 
forms a part of national income, therefore, 
it should not be separately included in 
national income. 

(c) Purchase of refrigerator by a firm for own 
use will be included in the national income 
as it is regarded as final consumption 
expenditure. 

OR
Gross domestic product at market price refers 
to the market value of all the final goods and 
services produced within the domestic territory 
of the country during an accounting year. 

(a) Fees paid to a mechanic by a firm will 
be included while estimating the gross 
domestic product at market price. This is 
because the fees is being paid in return for 
the services offered by the mechanic. Thus, 
as GDP at market price includes the market 
value of all the goods and services produced 
in a country, it will be included. 

(b) Interest paid by an individual on car loan 
taken from a bank will be included while 
estimating the gross domestic product at 
market price. This is because it is an income 
for the bank. Thus, it will be included in GDP 
at market price. 

(c) Expenditure on purchasing a car for use by 
a firm will be included while estimating the 
gross domestic product at market price. This 
is because the car is being purchased by the 
firm for its usage and not for other purposes

 16. (a)  The government plays a very important role 
in increasing the welfare of the people. The 
government does the allocation of resources 
in such a manner that there is a balance 
between the goals of profit maximisation 
of PSUs and social welfare in an economy. 
This allocation of resources is done with 
the help of government budgetary policy. 
The government allocates the resources in 
accordance with the social and economic 
priorities of the country. 

 Government provides certain goods and 
services which cannot be provided by the 
market mechanism i.e. by exchange between 
individual consumers and producers. 
Examples of such goods are national 
defence, roads, government administration 
etc. which are referred to as public goods. 
Government encourages the production of 
certain commodities by giving tax reliefs 
and providing infrastructural requirements. 

 On the other hand, it discourages production 
of harmful goods by imposing heavy taxes 
e.g. government imposes high tax on liquor 
and cigarettes. The allocation of resources 
by the government, thus, brings about 
welfare of the people of the country. 

(b) The government borrows by issuing bonds 
to the people living in the present but 
may decide to pay off the bonds twenty 
years later by raising taxes. These may 
be levied on the young generation that 
have just entered the workforce; whose 
disposable income will go down and hence 
consumption. Thus, national savings would 
fall. Also, government borrowings from the 
people reduces the services available to the 
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private sector to the extent that this reduces 
capital formation and growth, ‘debt‘ acts 
as a burden an future generations. When 
government cuts taxes and runs a budget 
deficit, consumers respond to their after tax 
income by spending more. People do not 
realise that at some point in the future, the 
government will have to raise taxes to pay 
off the debt and accumulated interest. Thus, 
the borrowings of the government transfers 
the burden of reduced consumption on 
future generations.

 17. (a)   Speculative demand for money is the 
money as a store of wealth. Wealth can be 
held in the form of land and property, bonds, 
money, bullion etc. According to Keynes, 
there are two types of assets i.e., money and 
bonds. To make best use of both, one have to 
consider that cash deposit in bank account 
carry interest and purchase of bonds carry 
monetary return on it. It is speculation about 
future rise or fall in interest rates and bond 
prices that the resulting demand for money 
is called speculative demand.

    A rise in the market rate of interest leads to 
decrease in the market value of the bond. 
This is called a capital loss to the bond holder. 
When the market rate of interest is very high, 
people expect it to fall in future, and hence 
anticipate capital gains from bond holding, 
then people convert their money into bonds. 
Thus, speculative demand for money is low. 
As the interest rate reduces, people expect 
it to increase in the future. then people 
convert their bonds into money which gives 
rise to high speculative demand for money. 
Therefore, speculative demand for money 
and rate of interest are inversely related.

(b) Money is essential part of our life. Money as 
a medium of exchange has eliminated the 
barter system of exchange thereby solving 
the problem of double coincidence of wants 
and store of value. Money as a servant 
performs the various functions which include 
measurement of value, standard of deferred 
payments, transfer of value etc. Money 

is useful till it acts as a servant but as a 
master it is the money supply i.e. availability 
of money in the economy and when it goes 
out of control it becomes harmful for the 
entire economy. This situation arises when 
the supply of money exceeds its demand. 
This leads to inflation in the economy. 
Inflation tends to discourage investment 
and can make an economy uncompetitive. 
Hence, money is a good servant but a bad 
master.

OR
(a) Bank of issue function of the central bank 

implies that the central bank of the country 
has the exclusive authority to issue the 
currency. The currency issued by the central 
bank, Reserve Bank in case of India, is known 
as legal tender money i.e. the value of such 
currency is backed by the. 

 However, the currency issued by the central 
bank is its monetary liability. In other 
words, the central bank is obliged to back 
the currency issued by it by assets such as 
gold, bullion, foreign exchange. In addition 
to issuing currency to the general public, 
the central bank also issues currency to 
the central government of the country i.e. 
the central bank, if required, can sell its 
securities to the government and in return 
gets the required cash currency.

(b) Central bank acts as a banker and financial 
advisor to the government. As a banker to 
the government, it performs the following 
functions: 

 (i) It manages the account of the 
government; 

 (ii) It accepts receipts from the government 
and makes payments on behalf of it; 

 (iii) It grants short-term loans and credit to 
the government; 

 (iv) It performs the task of managing the 
public debt. 

 (v) The central bank advises the government 
on all the banking and financial related 
matters.

PART - B
 18. (a) Economic planning 

Explanation: Higher levels of growth and social 
justice are the two main objectives of India’s 
economic planning. This objective ensures that 
the benefits of high growth are shared by all the 
people, hence, inequality of income is reduced 
alongwith growth in income. 

  Related Theory
  The six major objectives of economic planning in India 

are : (i) economic growth; (ii) attaining economic equality 
and social justice; (iii) achieving full employment; (iv) 
attaining economic self reliance; (v) modernisation of 
various sectors; and (vi) redressing imbalances in the 
economy.
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OR
(c) 1869 
Explanation: Suez Canal is an artificial waterway 
which provides a direct trade route for ships 
operating between European or American ports 
and ports located in South Asia. Its opening in 
1869 reduced the cost of transportation and 
made access to the Indian market easier. 

  Related Theory
  The British introduced the railway system in 1853 

to help themselves transport goods easily and also 
to	 send	 soldiers	 faster	 to	 different	 places	 in	 India	 to	
supress revolts. 

 19. (i)—b; (ii)—c; (iii)—d; (iv)—a. 

  Related Theory
  High yielding variety (HYV) seeds are useful in increasing 

the production of food grains. These seeds are known 
as miracle seeds. 

  Land ceiling was a policy to promote equlity in the 
agricultural sector. The purpose of land ceiling was 
to reduce the concentration of land ownership in few 
hands. 

  Land reforms is the reason for rapid development of 
the agrarian structure, 

  Subsidy is generally a monetary assistance provided to 
reduce inequality of income between rich and poor.

 20. (b) Both Assertion (A) and Reason (R) are true 
and Reason (R) is not the correct explanation of 
Assertion (A).
Explanation: The  Green Revolution  in India 
refers to a period when Indian agriculture was 
converted into an industrial system due to the 
adoption of modern methods and technology 
such as the use of high yielding variety (HYV) 
seeds, tractors, irrigation facilities, pesticides, 
and fertilizers whereas marketed surplus is the 
portion of agriculture produce which is sold in the 
market by the farmers.

 21. (a) Both Assertion (A)  and Reason (R) are true 
and Reason (R) is the correct explanation of 
Assertion (A).
Explanation: India introduced the New Economic 
Policy in 1991, also known as LPG model as it 
laid emphasis on liberalisation, privatisation 
and globalisation. Dr. Manmohan Singh was 
the Finance Minister of Government of India 
at the time of formulation of New Economic 
Policy and is recognised as the chief architect of 
liberalisation in India.

 22. (c) 1970 
Explanation: One child norm in China was 
introduced in the year 1970 to tackle the problem 
of population growth. This was the major reason 
for low population growth in China. 

  Related Theory
  As per the World Development indicators 2017, among 

India, China and Pakistan, the population growth of 
Pakistan is the highest and the density is lowest in 
China. 

 23. (b) China 
Explanation: China introduced the reforms in 
1978 which are responsible for the present day 
fast industrial growth in China. In the initial phase, 
reforms were initiated in agriculture, foreign trade 
and investment sectors. 

  Related Theory
  In China, the Great Leap Forward Campaign was 

initiated in 1958 aimed at industrialising the country on 
a massive scale. Great Proletarian Cultural Revolution 
was introduced in 1965 under which students and 
professionals were sent to work and learn from the 
countryside. 

 24. (b) A development that takes into consideration 
the needs of future generations
Explanation: Sustainable development is 
development that meets the needs of the 
present without compromising the ability of 
future generations to meet their own needs.

 25. Brundtland Commission
Explanation: The mission of Brundtland 
Commission also known as World Commission 
on Environment and Development  (WCED),  
is to unite countries to pursue  sustainable 
development  together. It emphasised on 
protecting the future generation in line with 
moral obligation to handover the planet earth in 
good order to the future generation.

  Related Theory
  Montreal Protocol  is a global agreement to protect 

the stratospheric ozone layer by phasing out 
the  production  and	 consumption	 of	 ozone-depleting	
substances (ODS).

 26. (d) Input consuming technological progress
Explanation: To achieve sustainable 
development, the technological progress should 
be input eff icient and not input consuming.

 27. Global Warming
Explanation: Global warming  is the long-term 
heating of Earth’s climate system due to human 
activities, primarily fossil fuel burning, which 
increases heat-trapping greenhouse gas levels in 
Earth’s atmosphere.
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  Related Theory
 	 Ozone	depletion	is	the	gradual	thinning	of	Earth’s ozone	

layer  in	 the	 upper	 atmosphere	 caused	 by	 the	 release	
of chemical compounds containing gaseous chlorine or 
bromine from industry and other human activities. 

 28. Growth of rural economy depends on the timely 
infusion of capital, because credit in rural areas is 
required: 
(i) To meet certain expenses because the 

gestation period between crop sowing and 
realisation of income after production is too 
long; 

(ii) To invest in seeds, manure and fertilisers. 
Non farm sectors such as cottage and small 
scale industries also require credit; 

(iii) Rural people also requires credit for self-
payment. 

 The sources of rural credit are classified into: 
(i) Non-institutional sources: Money lenders, 

friends, relatives and land owners; 
(ii) Institutional sources: National Bank 

for Agriculture and Rural Development 
(NABARD), Self Help Groups (SHGs); regional 
rural banks; commercial banks, co-operative 
banks and cooperative credit societies. 

 29. Privatisation is the shedding of the ownership 
or management of a government owned 
enterprises. The advantages of privatisation are 
as follows: 
(i) It will improve efficiency and profitability in 

public sector undertakings. 
(ii) It promotes consumer’s sovereignty. High 

degree of consumer’s sovereignty implies 
wide choice and better quality of goods and 
services. 

(iii) It will reduce budgetary deficits which is the 
result of expenditure on loss making PSUs. 

(iv) It promotes diversification of production. 
Also, unlike PSUs, private enterprise 
invariably generate higher profits. 

OR 
Equity refers to equitable distribution of national 
income. One of the important objectives of 
economic planning is to attain stable growth 
with equity in the economy. For every nation, it 
is essential to have growth along with equity. 
If there is only growth, without equity in the 
economy, then it means that everyone is not 
enjoying the benefits of growth. In this regard, 
the planners have to ensure that the prosperity 
of economic growth should be able to fulfill 

their basic needs of food, house, education and 
healthcare. The government should ensure 
appropriate allocation of wealth among the 
people to reduce economic inequality. Hence, 
growth with equity is more rational and desirable 
objective of economic planning for a nation. 

 30. The environment performs four vital functions: 
(i) It supplies both renewable and non 

renewable resources; 
(ii) It assimilates waste;
(iii) It sustains life by providing genetic and bio 

diversity; and 
(iv) It also provides aesthetic services like 

scenery etc. 
OR 

Some of the salient features of unemployment 
in India are: 
(i) The incidence of unemployment is much 

higher in urban areas than in rural areas. 
(ii) Underemployment is higher in case of 

women. 
(iii) Unemployment rates in women are higher 

than those for men. 
(iv) Incidence of unemployment among the 

educated is much nigher. 
(v) There is absence of regular employment to 

large section of people. 
(vi) There is high ratio of disguised unemployment 

in the country. 

 31. The present day fast industrial growth in China 
can be tracked back to the reforms introduced 
in 1978.. At this point of time, India and Pakistan 
were in the mid stream of slow growth process. 
India and Pakistan introduced the reforms in the 
late 1980’s after the pressure from IMF, World 
Bank etc. China’s export driven manufacturing 
has been the reason for exponential growth 
whereas India continues to be only a marginal 
player in the international markets. 
In the normal course of development, countries 
first shift their employment and output from 
agriculture to manufacturing and then to services. 
China is moving ahead of India and Pakistan in 
indicators of human development, such as GDP 
per capita, or proportion of population below 
poverty line or health indicators like mortality 
rates, access to sanitation, literacy, life expectancy 
or malnutrition. 

 32. The following are important differences between 
biotic and abiotic elements of environment:
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Biotic resources Abiotic resources 

(i) Biotic factors include the living components of 
an ecosystem. 

Abiotic factors are the non-living, physical and 
chemical factors that influence an ecosystem. 

(ii) Examples of biotic resources include all flora 
and fauna. 

Examples of abiotic factors include precipitation, 
altitude, temperature, type of soil., mineral, 
geographical location, humidity, wind, dissolved 
oxygen, turbidity, water depth etc. 

(iii) Biotic factors depend on abiotic factors for 
survival and reproduction. 

Abiotic factors are completely independent of 
biotic factors. 

(iv) Biotic components originate from the 
atmosphere. 

Abiotic components originate from the lithosphere, 
hydrosphere and atmosphere. 

 33. The agriculture sector in India suffered from lot 
of problems during the pre independence as well 
as post independence period. The land reforms in 
agriculture sector in India were necessary due to 
the following reasons: 
(i) There were three types of land tenure 

systems, namely, the Zamindari system, 
the Mahalwari system, and the Ryotwari 
system, introduced during the colonial rule. 
The common feature of these three systems 
was that the land was mostly cultivated by 
the tenants and the land revenues were 
paid by them to their landlords. This led 
to exploitation of tenants in the form of 
exorbitant rents. 

(ii) The size of the land holdings owned by the 
farmers was very small. This obstructed the 
use of modern techniques. 

(iii) As most of the land was owned by the 
landlords, so the farmers lacked initiative 
and neither had enough means to undertake 
mechanised methods of cultivation. 

(iv) Indian farmers used to rely on the 
conventional and the traditional inputs 
and methods and climate conditions that 
hampered the productivity of agriculture 
sector. 

The land reforms were introduced to bring about 
the changes in the agriculture sectors. These 
land reforms included: 
(i) Abolition of Zamindari system: Inter-

mediaries between the government and 
actual tillers of the soil, popularly known 
as Zamindars have been abolished. The 
abolition of intermediaries brought 2 
crore tenants into direct contact with the 
government. 

(ii) Regulation of rent: To put an end to 
excessive and illegal rent, rents have been 
fixed. It should not exceed 1/3rd of the value 
of the crop. 

(iii) Security of tenant: Most of the states 
have passed legislation to provide security 
to tenant cultivation. The tenant cannot be 
removed from the land, except under law. 

(iv) Ceiling on land holdings: With a view to 
promote equality in the distribution of land, 
the ceiling has been imposed on the holding 
size. It refers to the maximum and minimum 
limits to the size of holding which one can 
be permitted to hold. 

(v) Co-operative farming: Under this scheme, 
all the landowners in village form co-
operative society for cultivation of land in 
the village. It is encouraged to enhance the 
bargaining power of the small holders in the 
competitive marketing structure. 

OR 
The focus of the industrial policies pursued by 
the colonial government in India was to make 
it a mere supplier of Britain’s own industrial 
base. The policies were concerned mainly with 
the advancement of the British economic and 
political power. The industrial policy pursued 
by the British colonial administration had the 
following shortfalls: 
(i) Neglect of Indian handicraft industries: 

The British followed a discriminatory tariff 
policy under which they imposed heavy 
tariffs, i.e., export duties on India’s exports 
of handicraft products while allowed free 
export of India’s raw material to Britain and 
free import of finished products from Britain 
to India. This made Indian exports costlier 
and its international demand fell drastically 
leading to the collapse of handicrafts 
industries. Also, Indian handicrafts faced stiff 
competition from machine-made textiles 
from Britain. 

(ii) Lack of investment in modern industries: 
The modern industries in India demanded 
investments in capital goods and technology 
that were beyond the means of Indian 
investors. British government was least 
interested in investing in Indian industries 
as they never wanted India to become 
self-reliant. Thus, due to lack of suff icient 
investment, the growth of Indian industries 
was severely constrained. 
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(iii) Lack of capital goods industries: There was 
hardly any capital goods industry to help or 
promote in further industrialisation in India. 
There were a few manufacturing units here 
and there but there were no substitute to the 
near wholesale displacement of country’s 
traditional handicraft industries.

(iv) Limited operations of the public sector: 
Another drawback of the industrial policy 
was the very limited area of operation of the 
public sector. This sector remained confined 
only to the railways, power generation, 
communication, ports and some other 
departmental undertakings. 

 34. The period from 1990 onwards have been 
significant one in Indian economy. The 
introduction of economic reforms in 1991 
changed everything in India. The variables 

shown in the graph depicts that Gross domestic 
product (GDP) has taken an upward trend over 
the years whereas the situation of employment 
growth rate has major fluctuations while going 
down in the overall trend.. The gap between the 
two variables is maximum between the period 
2005–2010 when the employment growth rate 
hit the lowest in the history of independent India 
i.e., 0.28%. In the same period, the GDP growth 
rate had hit the highest since independence to 
the tune of 8.7%. Indian economy has witnessed 
the peculiar phenomenon of jobless growth 
during these years. Learning from the situation, 
the government had put in serious efforts on 
employment front and brought it to a level of 
1.12% p.a. between the period 2010 – 2012. In all 
the period between, 1990 – 2012 there has been 
a roller coaster ride for the Indian economy on 
the two front of GDP and employment growth 
rate.
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SOLUTION
PART - A

 1. (a) Goods and services bought and sold in the 
product market. 
Explanation: In simple economy, there is only 
one way in which the households may dispose 
off their earnings by spending their entire income 
on the goods and services produced by the 
domestic firms. 

  Related Theory
  In a simple economy, it is assumed that the households 

do not save, they do not pay taxes since there is no 
government and neither they buy imported goods 
since there is no external trade. In other words, factors 
of production use their remunerations to buy the goods 
and services which they assist in producing.

OR
(c) Consumption + investment 
Explanation: In a two sector economy, aggregate 
demand is composed of planned or desired 
consumption demand and planned investment 
demand. Aggregate demand is the sum of con-
sumption demand and investment demand. 

  Related Theory
  In a two sector Keynesian model, there are only 

households and business sectors. In this economy, there 
are two elements of national income – consumption 
and investment.

 2. (d) Flow 
Explanation: Flow is defined as a quantity 
measured over a period of time. Income or output, 
or profits are the concepts that make sense only 
when a time period is specified. These are called 
flows income as they occur in a period of time. 
National income is measured after a specified 
period of time, usually a year, hence, it is a flow 
concept.

  Related Theory
  Stocks are measured at a particular point of time.

 3. (c) It creates a liability 
Explanation: Capital receipts refer to those 
money receipts which creates a liability for the 

government or cause reduction in the assets of 
the government. Borrowing is a capital receipt as 
it creates a liability for the government. 

  Related Theory
 	 Some	 sources	 of	 capital	 receipts	 are:	 Sale	 of	 fixed	

assets, sale of shares in the business, issuing of debt 
instrument etc.

 4. (d) Television purchased by electronic showroom 
Explanation: Final goods are those goods 
which are used by the consumer to satisfy 
current wants or need. These are referred to 
as consumer goods. Television purchased by 
electronic showroom is to be sold further to the 
final consumer, hence, it is an intermediate good 
for the electronic showroom. 

  Related Theory
  Intermediate goods are those goods which are used 

either for resale or for further production in the same 
year. 

 5. Note: There is a misprint in the question's 
heading. The correct heading for the question is: 
Match the following:

(i)—(b); (ii)—(d); (iii)—(a); (iv)—(c). 
Explanation: Effective demand is the willingness 
of consumers to purchase goods at different price. 
It is the point of equilibrium where aggregate 
demand equals aggregate supply. 

  Excess demand is a situation when aggregate 
demand is more than aggregate supply at 
full employment level of output. It give rise to 
inflationary gap. 

  Deficient demand is a situation when aggregate 
demand is less than aggregate supply at full 
employment level of output. It gives rise to 
deflationary gap. 

  Market demand is the sum of individual demand 
for a product from buyers in the market.

 6. (a)	Primary	deficit	
Explanation: Primary deficit is the difference 
of fiscal deficit of the current year and interest 
payment on borrowings of the last year. 

11
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  Related Theory
 	 Budgetary	deficit	 is	when	a	government	 spends	more	

than it collects by way of revenue. 
 	 Revenue	deficit	 in	when	revenue	receipts	are	 less	than	

revenue expenditure. 
 	 Borrowing	deficit	is	also	known	as	fiscal	deficit.

 7. (c) APC
Explanation: APC  refers to Average Propensity 
to Consume which defines the amount of 
consumption in every 1 rupee of income for all 
level of income which  can be more than one as 
long as consumption is more than income, i.e. 
before the break-even point, APC > 1. 

  Related Theory
  Value of APS can never be one or more than 1.
  Value of MPC varies between 0 to 1.
  Value of MPS varies between 0 to 1.

 8. (c) ∆
∆
C
Y

Explanation: Marginal propensity to 
consume  refers to the ratio of change in the 
consumer’s expenditure due to the change 
in disposable income. MPC = Change in 

consumption/ change in income i.e. ∆
∆
C
Y

  Related Theory
  Average Propensity to consume (APC) is expressed by 

C/Y.
  Average Propensity to save is expressed by S/Y.
  Marginal Propensity to save is expressed by DS/DY.

 9. (b)	Not	defined	(∞)
Explanation: Investment multiplier  refers to the 
number of time by which the increase in output 
or income exceeds the increase in investment. 
It is expressed by: k = 1/MPS or 1/1 – MPC. If 
the entire additional income is consumed, MPC 
would be One (1) i.e. MPS would be 0. Hence, 
investment multiplier would be infinity.

  Related Theory
  If the entire additional income is saved, the value of 

investment multiplier would be One (1).

 10. (b) MPC
Explanation: Consumption function refers to the 
standard equation of consumption which defines 
the relationship between consumption and 
income where consumption value can be derived 
at each level with the use of income value. 
C = C– + bY where C– = autonomous consumption, 

b = marginal propensity to consume, and Y = 
income.

 11. In a two sector economy model, consisting of 
households and firms, the only way in which 
the household can dispose off their income 
is by spending on the goods and services 
produced by the firms. In case of some leakage, 
the household will spend less than their factor 
incomes. Consequently, the firms will receive 
lesser amount in the form of revenue, which will 
reduce the output level and employment level. 
This process will continue in every successive 
round and output and employment levels will 
continue to drop. 
Thus, the equality between the aggregate 
consumption expenditure and the aggregate 
factor payments is very necessary for the smooth 
functioning of the economy.

 12. Average propensity to consume is the fraction 
of income spent. It is computed by dividing 
consumption by income. Average propensity to 
consume can never be zero as consumption can 
never be equal to zero even when income is zero 
in the economy. 
There is minimum consumption even when 
the income level is zero. This is the minimum 
consumption which is needed for survival at zero 
level of income. This is known as autonomous 
consumption. Such consumption is independent 
of income and is met from past savings, 
borrowings or sale of some assets.

OR
Given, 
National income (Y) = ` 1,200 
Investment expenditure (I) = ` 100 
Marginal propersity to save (MPS) = 0.20 
Calculation of marginal propensity to consume 
(MPC) 
or  b = 1 – MPS 
  = 1 – 0.20 = 0.80 
Also Y = C + I, or Y = C + bY + I ...(i) 
 C = C– + bY 
On substituting the given variables in equation 
(i) we get : 
 1,200 = C– + (0.80 × 1,200) + 100 
 1,200 = C– + 960 + 100 
 1,200 = C– + 1,060 
 C– = 1,200 – 1,060 = ` 140 
\ Autonomous consumption expenditure = ` 140

 13. Induced investment: Induced investment 
is positively related to the level of income 
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in an economy. At higher level of income 
consumption expenditure tend to increase. 
Increased consumption expenditure or level 
of demand raises expected profitability of the 
producer who accordingly are induced to make 
greater investment. Induced investment curve 
has a positive slope showing direct relationship 
between income and investment. 

Induced Investment
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Autonomous investment: An investment which 
is not influenced by expected profitability or level 
of income is called autonomous investment. 
Infact, it is an investment expenditure incurred 
by the government with a view to promoting 
the level of aggregate demand in the economy 
when AD falls short of AS, resulting in fall in 
price and rise in employment, the government 
intends to push up the level of AD by way 
of its autonomous investment. Autonomous 
investment is independent of the level of income. 
and it is income inelastic. 
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 14. Net Domestic product at factor cost: 
NDPFC = Compensation of employees + rent + 
interest + profit + mixed income of self employed 
= 3,000 + 600 + 700 + 1,000 + 8,000 
= ` 13,300 crores 
Net National product at market price: 
NNPMP = NDPFC – Net factor income to abroad + 
Net indirect taxes 
= 13, 300 – 60 + 500 
= ` 13,740 crores

OR
While using expenditure method, the following 
precautions are required to be taken, related to 

the calculation of national income:
(i) Only final expenditure is to be taken into 

account to avoid the error of double counting 
of expenditures; 

(ii) Expenditure on second hand goods is not 
to be included, because such expenditure 
has already been included when they 
are originally purchased. However, any 
commission or brokerage on such goods 
is included as it is a payment made for 
productive service; 

(iii) Expenditure on the purchase of financial 
assets such as shares and bonds is not to 
be included in total expenditure, as these are 
mere paper claims and are not related to 
the production of final goods and services; 

(iv) Expenditure on transfer payments by the 
government is not to be included as such 
payments are not connected with any 
productive activity and there is no value 
addition; 

(v) Imputed value/estimated value of 
expenditure on goods produced for self-
consumption should be taken into account, 
as these goods are reflected in the 
estimation of gross domestic product (GDP).

 15. The economic value that is reflected in the rise in 
the tax rate for higher income group is ‘Equality 
and social welfare’. Individual welfare is availed 
by people themselves provided they have higher 
income but, welfare to all other people is not 
availed by individuals as they have no incentive 
to do that. 
Since, the government aims at welfare rather 
than profit, it frames policies for economic 
equality and social welfare. The main objective 
of the budgetary policy of the government is to 
reduce inequalities of income and wealth and 
social welfare. Inequality arises when the income 
of one group is greater than the other group. The 
government uses progressive taxation policy to 
reduce the inequality of income and wealth in the 
country. The government imposes high tax rates 
on higher income group and a low tax rates on 
lower income group. People with income below 
a certain level are not levied any tax altogether. 
All this is done so that the wealth is smoothly 
distributed among all classes of society.

 16. Foreign exchange rate is the price of currency of 
one country in terms of another country. It links 
the currencies of different countries and enables 
comparison of international costs and prices. 
Flexible rate exchange is a system where the 
value of one currency is free to fluctuate and 
establish the equilibrium level through the 
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forces of demand and supply. With the change 
in economic condition underlying demand and 
supply, the exchange rate will automatically 
change without any intervention by the 
government. 
The merits of flexible exchange rate system are: 
(i) Problems of undervaluation and 

overvaluation of currencies are avoided; 
(ii) It promotes growth of multilateral trade; 
(iii) It does not necessarily show large 

fluctuations; 
(iv) It ensure individual freedom; 
(v) It frees the government from problems of 

balance of payments. 
Some of the demerits of flexible exchange rate 
system are: 
(i) It create situation of instability and 

uncertainty. 
(ii) It has a dampening effect on foreign trade.
(iii) It has widespread speculation with a 

destabilising effect.
(iv) It provides an inflationary bias to an 

economy.
OR

Buying foreign goods is expenditure from our 
country and it becomes the income of that 
country. Hence, the purchase of foreign goods 
or imports decreases the domestic demand for 
goods and services in our country. By increasing  
the import duties and restricting the import of 
goods and services from a particular country, 
also known as trade barriers, the domestic 
demand for goods and services will increase in 
our country. This will lead to favourable belance 
of trade. Reduction in imports will lead to reduced 
demand of foreign currency making the demand 
curve to shift to leftwards resulting in fall in 
exchange rate. This is also known as appreciation 
of domestic currency. 
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In the above diagram, the demand and supply 
curve of foreign currency intersect each other at 
point E, which is point of equilibrium. At this point 
the quantity demanded for foreign exchange is 
OQ and the exchange rate is fixed at OP. As 
the demand for foreign currency reduces due 
to decreased imports, the demand curve D1D1 
shifts leftwards and intersect the supply curve 
at point E1, establishing new equilibrium at this 

point. The new demand for foreign currency is 
OQ1 and the new exchange rate falls to OP1. This 
depcits the fall in foreign exchange rate which 
indicates the appreciation of domestic currency.

 17. (a)  Barter system is a system that was used in 
ancient times to exchange goods. In other 
words, this system was used to exchange 
one commodity for another before the 
monetary system came into existence.

    The various drawbacks of the barter system 
are as follows:

 (i) Problem of double coincidence of 
wants: Double coincidence of wants 
implies that need of two individuals 
should complement each other for the 
exchange to take place. For example, a 
person having rice wants tea will need 
to look for a person who need rice in 
exchange of tea. 

 (ii) Lack of common unit of value: Under 
barter system, these was no common 
unit for measuring the value of one 
good in terms of the other good for the 
purpose of exchange. For exchange, a 
horse cannot be measured in terms of 
rice in the case exchange of between 
horse and rice. 

 (iii) Lack of store of value:  It  is difficult 
for the  people to store wealth for future 
use in the form of goods like cattle, 
wheat, potatoes etc. Being perishable, 
it  is  not  only  difficult to store them 
but holding goods also involves costly 
storage. 

 (iv) Lack of standard of deferred 
payment: There is a problem of 
borrowing and lending. It  is  difficult 
to  engage in contracts which involve 
future payments due to lack of any 
standard unit. 

(b) Legal reserve ratio refers to the minimum 
ratio of deposits which the banks are 
mandate to keep as cash with themselves. 
The legal reserve ratio is fixed by the central 
bank. The components of legal reserve ratio 
are: 

 (i) Cash reserve ratio (CRR): It refers to 
the minimum percentage of a bank’s 
total deposits required to be kept with 
the central bank as cash reserves. 

 (ii) Statutory liquidity ratio (SLR): Every 
bank is required to maintain a fixed 
percentage of its assets in the form 
of cash or other liquid assets, called 
statutory liquidity ratio. The major 
components of liquid assets are 
reserves with RBI, the government and 
other approved securities.
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PART - B
 18. (a) NABARD 

Explanation: National Bank for Agriculture and 
Rural Development (NABARD) is an apex rural 
development financial institution in India. It was 
founded on 12 July 1982 and has been entrusted 
with matters concerning policy planning and 
operations in the field of credit for agriculture 
and other economic activities in rural areas in 
India. 

  Related Theory
  The objectives of NABARD are: 
  (i) It is responsible for regulating and supervising the 

functions of co-operative banks and regional rural 
banks. 

	 	 (ii)	 It		works		towards		providing		a	strong	and	efficient 	
   rural credit delivery system capable of taking care 

of expanding and diverse credit needs of agriculture 
and rural development.

 19. (b) India 
Explanation: The density of population in India 
is 441 per sq. km. as against 245 per sq. km. in 
Pakistan and 146 per sq. km. in China. 

  Related Theory
  The population growth is highest in Pakistan followed 

by India. The population growth in China is the lowest 
due to one child norm.

 20. (b) Both Assertion (A) and Reason (R) are true 
and Reason (R) is not the correct explanation of 
Assertion (A).
Explanation:  In  order  to   improve  eff iciency, 
infuse professionalism and enable them to 
compete more effectively in the liberalised global 
environment, the government identified certain 
public sector enterprises and declared them as 
maharatnas, navratnas and miniratnas. They 
were given greater managerial and operational 
autonomy in taking various to run the company 
eff iciently and thus increase their profits. 
Disinvestment means sale or liquidation of assets 
by the government, usually central and state 
public sector enterprises, projects, or other fixed 
assets. The purpose of disinvestment is to utilise 
the private capital and managerial efficiencies to  
improve the condition of public sector enterprises.

 21. (d) Assertion (A) is false but Reason (R) is true.
Explanation: Involuntary unemployment  refers 
to the situation where people who are able 
to work and are willing to work at the existing 
wage rate are not getting the job. The situation 
where more people are employed than required 
is disguised unemployment.

 22. False 
Explanation: People’s Republic of China was 
established in the year 1949 under one party 
rule. Reforms in China started in the year 1978. 

  Related Theory
  The Great Leap Forward in 1958 and Great Proletarian 

Cultural Revolution in 1965 were initiated to bring 
about growth in China.

 23. (c) (iii) – C
Explanation: The first five year plan in India 
started in 1951 which mainly focused on 
development of primary sector. 
Census in India are conducted by Registrar 
General and Census Commissioner under 
Ministry of Home affairs, Government of India; 
First off icial census were conducted in 1957.
Second stage of demographic transition from 
1921 to 1970.
New economic policy was introduced in 1991 
with the concept of liberalisation, privatisation 
and globalization.

OR

  (a) Liberal 
Explanation: Economic reforms are the long term 
multi-dimensional package of various policies 
viz. liberalisation, privatisation and globalisation. 
India has adopted the policy of liberalisation 
since new economic policy 1991. 

  Related Theory
 	 Liberalisation	 policy	 has	 enhanced	 the	 free	 flow	 of	

capital in the economy.

 24. (d) Encouragement of migration to urban areas
Explanation:  One of the basic objectives of rural 
development is to discourage the seasonal and 
permanent migration to urban areas and not 
encourage the migration to urban areas.

 25. (a) National Bank of Agriculture and Rural 
Development
Explanation: National Bank for Agriculture 
and Rural Development  (NABARD) is an 
apex  development finance institution  fully 
owned by Government of India.  The bank has 
been entrusted with “matters concerning policy, 
planning, and operations in the field of credit 
for  agriculture  and other economic activities in 
rural areas in India. 
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 26. Rural, unemployed
Explanation: The basic objective of rural 
development programmmes have been 
allleviation of poverty and unemployment 
through creation of basic social and economic 
infrastructure, provision of training to rural and 
unemployed youth and providing employment 
to marginal farmers/ labourer to discourage 
seasonal and permanent migration to urban 
areas.

 27. (c) Introduced in 1982
Explanation: Self-Help Groups  (SHGs) are 
informal associations of people who choose to 
come together to find ways to improve their living 
conditions. It can be defined as  self  governed , 
peer controlled information group of people with 
similar socio-economic background and having a 
desire to collectively perform common purpose. 
Self Help Groups were started and formed in 
1975. It was NABARD which was established in 
1982.

 28. Carrying capacity of the environment refers to 
the situation when the exploitation of resources 
does not exceed the regeneration of resources so 
that the resources are not depleted. Absorptive 
capacity of the environment refers to the waste 
generated which the environment can absorb 
so that the environment is not polluted. When 
this is not so, the environment fails to perform 
vital function of life sustenance, resulting in an 
environmental crisis. 

OR
The causes of poor health in India are: 
(i) High birth rate: Because of rapid growth in 

population,  providing  safe  and   sufficient  
 drinking water supply and proper sanitation 

for  the  community  becomes difficult. This  
 lead to many heath risks in the society. 
(ii) Malnutrition: Malnutrition contributes to 

innumerable health problems and serious 
health issues among children. 

(iii) Poor sanitation and housing facilities: 
Poor household living in crowded and 
insanitary places face the problem of 
contaminated food and water, and live in 
sub-standard dwellings lacking in space, air 
and sunlight. 

 29. The main causes of India's agricultural stagnation 
during the colonial period are as follows:

  (i) The colonial government in India introduced 
various systems of land settlement. The 
zamindari system was one of the land 
revenue system. Under the zamindari system, 
the zamindars were the owner of the land 
and used to collect rent from the cultivators. 

Their main interest was to collect rent from 
the collectors.

  (ii) The cultivators were also required to pay a 
certain specified sum of revenue to the colonial 
government. Despite using agricultural land 
as a source of income, neither the colonial 
government or the zamindars made any 
attempt to improve condition of the land.

  (iii) There were low levels of technology, lack of 
irrigation facilities and little use of fertilisers, 
which all added to the  backwardness of 
the sector and therefore, resulted in low 
productivity. The agricultural sector lacked 
resources and investment.

 30. In the given situation, since each person has a 
different status and their jobs differ from each 
other, they are also called differently. The three 
types of workers are:

  (i) Workers who own and operate an enterprise 
to earn their livelihood are known as self 
employed. Thus, Ajay the cement shop owner 
is the self employed person.

  (ii) Rajendra, the  construction worker is known 
as casual wage labourer. Such labourers 
undertake different casual jobs and receive 
payment for them.

  (iii) Vipin is an engineer employed with the 
company. When workers are engaged by 
someone or an enterprise, and are paid 
wages on regular basis, they are known as 
regular salaried employees.

 31. With reference to the given data, the following 
points highlights the comparison of the 
demographic features of India, China and 
Pakistan:

  (i) The population of Pakistan is very less as 
compared to India and China.

  (ii) With respect to density, although China is the 
largest nation and geographically occupies 
the largest area compared to India and 
Pakistan, its density is the lowest at 146 per 
sq. km.

  (iii) The growth of population is highest in 
Pakistan followed by India and China. This is 
mainly the result of China's one child norm 
that was introduced in 1970s. This also led to 
the decline in the sex ratio in China.

  (iv) The sex ratio is low and biased against 
females in all three countries. This is due to 
preference of the male child in all the three 
countries.

  (v) The fertility rate is low in China and very high 
in Pakistan.

  (vi) Urbanisation is the highest in China (56%). The 
percentage of people living in urban areas is 
33% in India and 39% in Pakistan.
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 32. The concept of sustainable development focuses 
on the process of economic development that 
benefits and raises the quality of life of the  
present as well as the future generation without 
threatening the environment. In doing so, certain 
strategies needs to be followed for achieving it. 
These strategies are as follows;

  (i) Shift to organic farming: To increase 
agricultural production, we have been using 
excess chemical fertilisers and pesticides, but 
this has affected soil fertility, thus affecting 
the production capacity of the future 
generation. Now farmers have started using 
compost from organic waste as well as earth 
worms to convert organic waste to compost 
which is used for organic farming.

  (ii) Use of LPG and CNG: Most  rural households 
use cow dung and wood. This affects the 
environment by causing deforestation, air 
pollution etc. To solve this, subsidised LPG 
is provided to them as well as gobar plants 
have been installed through easy loans and 
subsidies.

  (iii) To use environmental friendly sources of 
energy: Thermal and hydro power plants are 
the sources of energy on which India is highly 
dependent on. However, both have adverse 
affects on the environment by emitting green 
house gases and fly ash causing pollution. 
Wind power and solar power are good 
examples of cleaner and greener energy 
sources.

OR
  Yes, I agree.
  The reasons for high opportunity cost of negative 

environmental impacts are:
  (i) The rising population result in an increase in 

consumption and thereby the production has 
placed huge pressure on the environment. As 
a result, many resources have depleted and 
the waste generated is beyond the absorption 
capacity of the environment. This, in turn, has 
resulted into a number of environmental 
crisis.

  (ii) The development process has polluted and 
dried up the rivers.

  (iii) The extensive and intensive extraction of 
resources has exhausted the vital resources 
which has led to huge amounts being spent 
on technology and research to explore new 
resources.

  (iv) The degraded environment quality which 
includes air and water has caused an 
increase in respiratory diseases and water 
borne diseases, resulting in an increase in 
expenditure for healthcare services.

 33. India's new economic policy introduced in 1991 is 
also known as LPG or liberalisation, privatisation 
and globalisation model. There has been some 
positive and negative effects of LPG policy on 
Indian economy. The positive effects of LPG 
policy are as follows:

  (i) A vibrant economy: Indian economy has 
definitely become more vibrant economy. 
The overall level of economic activity has 
definitely picked up after the introduction 
of  policies of liberalisation, privatisation and 
globalisation. Results are evident in terms of 
an impressive increase in the growth rate of 
GDP.

  (ii) A stimulant to industrial production: LPG 
policy have worked as a great stimulant to 
industrial production in the Indian economy. 
Presently, industrial production is hovering 
around 10 percent which is a big jump from 
1991 level.

  (iii) A check on fiscal deficit: Mounting fiscal 
deficit has been a serious threat to the process 
of investment in the Indian economy. There 
has been a significant increase in government 
revenue since introduction of LPG policy in 
1991.

  (iv) A check on inflation: Owing to the greater 
flow of goods and services in the economy, 
there has been a check on the rate of inflation.

  (v) Consumer's sovereignty: Consumer's 
sovereignty has definitely widened over 
time. This is evident from the actual fact 
that a large variety of goods and services 
from the various international markets are 
currently among the simple reach of the 
consumers. Producers are widely responding 
to consumers choice and preferences.

  The negative impacts of LPG Policy are as 
follows:

  (i) Neglect of agriculture: Growth of GDP has 
primarily been owing to substantial growth 
of the industrial sector. In the wake of LPG 
policies, focus shifted from agriculture to 
industries, consequently, the growth rate in 
agriculture suffered a setback.

  (ii) Urban concentration of growth process: 
LPG policies have resulted in the concentration 
of the  growth process in urban areas.

  (iii) Economic colonialism: India suffered nearly 
200 years of political colonialism during 
British rule. Now while MNCs are dominating 
the Indian economy, we might suffer a sort of 
economic colonialism.

  (iv) Spread of consumerism: Spread of 
consumerism within the country as a 
consequence of LPG policies has resulted 
during a long scale unfold of consumerism.
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  (v) Cultural erosion: Globalisation has also 
caused cultural erosion of Indian society. 
Economic prosperity has taken lead over all 
other parameters of life.

 34. Apart from the programmes which are mainly 
aimed at the development of infrastructure, the 
government strategies to generate employment 
in rural areas are closely associated with poverty 
alleviation programmes. The government has 
undertaken many special programmes to 
generate employment opportunities. The major 
ones among them are:

  (i) MGNREGA: Mahatama Gandhi National 
Rural Employment Act was launched in 2005 
which ensured 100 days of employment to 
all rural people willing to do unskilled manual 
work.

  (ii) Rural Work Programme: This programme 
aims at construction of civil work of 
permanent nature in rural areas.

  (iii) Integrated Dry Land Agriculture 
development: Under this scheme, permanent 
works like soil conservation, development of 
land and water harvesting are undertaken.

  (iv) National Rural Employment Programme: 
This programme aims to create community 
assets for strengthening the rural 
infrastructure, like drinking water wells, 
village tanks, minor irrigation works, roads in 
rural areas and schools.

  (v) The Rural Landless Employment Guarantee 
Programme: It aims at generating gainful 
employment, creating productive assets in 

rural areas and improving the overall quality 
of rural life.

  (vi) Skills Development: One of the major 
issues relating to the unemployment is skill 
development. Change in the production 
methods has led to increase in demand for 
skilled labour.

OR
  Yes, there exist a direct and positive relationship 

between unemployment and poverty. 
Unemployment leads to poverty and poverty in 
turn leads to unemployment.

  An unemployment person has no means to 
earn money and cannot fulfill his own and his 
family's basic needs. He and his family cannot 
avail quality education, medical facilities  and 
has no means to create income earning assets. 
Such circumstances often compel indebtedness. 
This confirms the positive relationship and 
unemployment.

  If government wants to alleviate poverty, then 
it should aim at creating new employment 
opportunities. As a result, more people will get 
employed and their income will rise. This rise 
in income will improve their access to quality 
education, better healthcare and other basic 
amenities. Further, these employed people will 
experience appreciation in their living standards 
and can create income earning assets. The 
combined result of all these factors leads to 
alleviation of poverty. Hence, there exists a 
positive relationship between unemployment 
and poverty.
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SOLUTION
PART - A

 1. (b) Inter-bank deposits. 
Explanation: The money supply is the total value 
of money available in an economy at a point of 
time. The M1 money is also called narrow money 
and includes currency notes and coins held with 
the public, demand deposits with banks and 
other deposits with Reserve Bank of India. M1 
includes only those assets that are most liquid. 
The inter bank deposits which a commercial bank 
holds in other commercial banks is not regarded 
as part of M1 measure of money supply. 

  Related Theory
  The stock of money held by government and banking 

systems are not included in money supply because 
they are cash balances held by them and are not in 
actual circulation.

 2. (a) Time deposits of banks 
Explanation: The basic distinction between the 
measurements of narrow and broad money is 
the time deposits of banks. 
Broad money = Narrow money + Time deposits 

  Related Theory
  Broad money has wider scope in regards to money 

being defined and that is moving in the economy 
and it includes M2, M3, and M4. 

  Narrow money typically covers the most liquid 
forms of money, i.e. currency (banknotes and coins) as 
well as bank-account balances that can immediately 
be converted into currency.

 3. (a) Capital receipt 
Explanation: Loans granted are assets of the 
government and individuals and its recovery 
reduces the assets. Hence, recovery of loans 
is a capital receipt as it reduces assets of the 
government. 

  Related Theory
  Receipts from taxes and fees and fines are revenue 

receipt as they create neither any liability nor cause a 
reduction in the assets of the government.

 4. (a) (i) - A

Explanation: 
(i) Cause of unemployment: According to 

Keynes, unemployment occurs when there 
is not enough aggregate demand in the 
economy to provide jobs for everyone who 
wants to work. 

(ii)	 Effective	 demand: The total demand or 
actual spending on goods and services in an 
economy at various levels of employment. 

(iii) AD = AS: The equilibrium level of income is 
reached only when aggregate demand (AD) 
is equal to aggregate supply (AS) because 
at this level there is no tendency for income 
and output to change. 

(iv)	 Assumption	 of	 Keynes	 theory	 of	 income	
and	 employment: Keynes confines his 
analysis in the closed economy for the 
shorter period, ignoring the effect of foreign 
trade.

 5. Involuntary
Explanation: Involuntary unemployment is a 
situation where workers are willing to work at 
prevailing wage rate but do not get work. In 
Keynesian theory, involuntary unemployment is 
associated with insuff icient aggregate demand 
and so is closely related to deficient demand 
unemployment. 

  Related Theory
  Disguised unemployment is a kind of unemployment in 

which there are people who are visibly employed but 
are actually unemployed.

OR
(c) Underemployment equilibrium 
Explanation: Underemployment equilibrium 
means equality between aggregate demand 
and aggregate supply but at less than full 
employment level. It is a state of equilibrium 
where level of demand is less than full 
employment level of output. 

  Related Theory
  Full employment equilibrium is that level of income at 

which aggregate demand is equal to aggregate supply 

12
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at full employment. In full employment situation 
demand for labour is equal to available supply of 
labour at a given level of wage rate.

  Voluntary unemployment refers to a situation when 
persons who are able to work but are not willing to 
work although suitable work is available for them.

 6. (a) Total expenditure (revenue + capital) – Total 
receipts 
Explanation: Fiscal deficit refers to the excess of 
total expenditure over the sum of revenue and 
capital receipts excluding borrowings. 

  Related Theory
  Fiscal deficit reflects the borrowing requirements of the 

government to meet its budget expenditure.

 7. (a) Only I
Explanation: Budget is a quantified financial 
plan for present, past and future revenue and 
expenditure of the government. According 
to Article 112 of the constitution, “the Union 
Government lays a statement of its estimated 
receipts and expenditure for that year, from 
April 1 to March 31, before both the House of 
Parliament.”

 8. (b) Estimated receipts and expenditure of the 
government
Explanation: Budget  is a financial statement 
showing the estimated receipt and expenditure 
of Government for the coming fiscal or financial 
year.

 9. (c) Expenditure budget
Explanation:  The components of budget are 
Revenue budget and capital budget.

 10. (a)  Expenditure on capital projects
Explanation: Capital payments refers to 
capital expenditure on construction of projects 
and acquisition of assets like land, buildings, 
machinery and equipment.

 11. Any increase in the marginal propensity to save 
(MPS) leads to fall in the marginal propensity to 
consume (MPC). This may lead to lesser proportion 
of income spent on consumption expenditure 
which reduces the aggregate demand which 
may cause a fall in the equilibrium level of 
income in the economy leading to deflation. 
Secondly, since marginal propensity to save 
(MPS) is related to investment multiplier, a rise in 
the marginal propensity to save will cause higher 
leakages from the circular flow of income which 
will not flow in the economy. This will lead to less 
consumption forcing the producers to decrease 
the output due to piling up of stock. 

 12.  k = ∆
∆
Y
1  

 k = 320
40  

  = 8 

 k = 1
1−MPC

 8 = 1
1−MPC

 8 – 8MPC = 1 
 – 8MPC = – 7 

 MPC = 7
8  

 MPC = 0.88 

OR
Average propensity to consume (APC) 
indicates the portion of income that is used for 
consumption expenditure. Marginal propensity 
to consume (MPC) is the proportion of change 
in consumption expenditure due to change in 
income. 
Average propensity to consume can be more than 
one at zero level of income because at even zero 
level of income there is minimum consumption 
required for survival. Average propensity to 
consume can never be zero. 
Marginal propensity to consume can never 
be more than one as change in consumption 
expenditure cannot exceed change in income 
under normal circumstances. It can be zero if  
there is no change in consumption expenditure 
even with change in income.

 13. The following points distinguish central bank 
from a commercial bank: 
(i) The central bank is an apex bank. It is a bank 

that controls all the commercial banks in a 
country. A commercial bank, on the other 
hand, functions under the control of the 
central bank. 

(ii) The central bank focuses on stability and 
economic growth, while a commercial bank 
focuses on profit maximisation. 

(iii) A commercial bank contributes to the 
supply of money in the economy through 
credit creation. On the other hand, central 
bank controls the creation of credit through 
CRR and SLR. 

(iv) A commercial bank accepts deposits and 
advances loans to the general public. The 
central bank acts as a banker to government. 
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(v) The central bank is a monitoring authority of 
the country’s entire banking system whereas 
a commercial bank is simply an element or 
a unit of the banking system. 

OR
(a) CRR or Cash reserve ratio refers to the 

minimum portion of the total deposits that 
the commercial banks have to maintain with 
the central bank in the form of reserves. CRR 
has a great impact on the lending capacity 
of the banks as increase in CRR means 
lesser portion of the deposits would be left 
for distribution as loans and advances and 
a decrease in CRR means a greater portion 
would be available for further loans. 

 This scenario would be clear from this 
example. Suppose the total assets of a bank 
are worth ` 100 crores and the minimum 
CRR is 10%, the amount that the commercial 
bank has to maintain with the RBI is ` 10 
crores. If this ratio falls to 5%, the reserve 
with RBI decreases to ` 5 crores. Thus, more 
money will be left with the commercial 
bank for lending and less money will be left 
if the CRR rate increases i.e. 20%. 

(b) The money multiplier refers to how an initial 
deposits can lead to a bigger final increase 
in the total money supply in the economy. 
The money multiplier is a key element of 
the banking system. When there is an initial 
increase in bank deposits, the bank holds a 
fraction of these deposits in reserves and 
lend out the rest. This bank loan, in turn, 
is re-deposited in bank allowing a further 
increase in bank lending and a further 
increase in the money supply.

 14. Yes, it is not necessary that GDP may be welfare 
oriented even when the level of GDP tends to rise. 
Welfare means material well being of the society 
as a whole. It is possible that the GDP level may 
rise due to increase in income level of only few 
people and unequal distribution of income. This 
makes rich more richer and poor more poorer. 
Every individual is not benefited by the rise in 
GDP as externalities are not considered. Negative 
externalities may result in poor welfare even 
after rise in GDP. Hence, composition of GDP 
may not be welfare oriented even when level of 
GDP trends to rise.

 15. Excess demand refers to the situation when 
aggregate demand (AD) is more than the 
aggregate supply (AS) at full employment level 
of output in the economy. It is the excess of 
anticipated expenditure over the value of full 
employment output. It gives rise to inflationary 
gap. Inflationary gap refers to the gap by which 

actual aggregate demand exceeds the actual 
aggregate supplly required to establish full 
employment equilibrium. The concept of excess 
demand and inflationary gap are illustrated in 
the given figure. 
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  Excess	demand	and	Inflationary	Gap

In the figure, aggregate demand (AD) and 
aggregate supply (AS) curves intersect each 
other at E, which indicates the full employment 
equilibrium. Due to increase in investment 
expenditure (DI), aggregate demand rises from 
AD to AD1. It denotes the situation of excess 
demand and the gap between aggregate 
demand and actual demand i.e. EF is termed as 
inflationary gap. 
Excess demand has the following impacts: 
(i) On output: Excess demand does not effect 

the level of output because economy is 
already at full employment level. 

(ii) On	 employment: There will be no change 
in the level of employment as the economy 
is already operating at full employment 
equilibrium. 

(iii) Effect	 on	 general	 price	 level: Excess 
demand leads to rise in the general price 
level, known as inflation, as aggregate 
demand is more than aggregate supply.

 16. (a) Foreign exchange rate is the price of the 
domestic currency stated in terms of 
another currency. It links the currencies of 
different countries and enables comparison 
of international costs and price. People 
demand foreign exchange because they 
want to purchase goods and services from 
other countries, they want to travel to other 
countries; they want to send gift abroad and 
they want to purchase financial assets in 
other country.

   A rise in price of foreign exchange will 
increase the cost of purchasing a foreign 
good. This reduces demand for imports and 
hence demand for foreign exchange also 
decreases, other things remaining constant.

  (b) Capital account of balance of payments 
records all those transactions, between the 
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residents of a country and the rest of the 
world, which cause a change in assets and 
liabilities of the residents of the country or its 
government.

   The following are the three broad categories 
of transactions recorded in the capital 
account of balance of payments:

  (i) Foreign	 direct	 investment	 (FDI)	 and	
portfolio	 investment: Foreign direct 
investment refers to the investment 
in the assets of a foreign country. 
By investing, the government or any 
resident of domestic country owns the 
control over the asset of the foreign 
country. On the contrary, portfolio 
investment refers to the investment 
in the assets of the foreign country 
without any control over that asset. 
Foreign direct investment and portfolio 
investment cause an inflow of foreign 
exchange into the country. Thus, they 
are recorded as positive items in the 
capital account of balance of payments. 
These are non-debt capital transactions. 

 (ii) Loans	 and	 borrowings:	 Loans and 
borrowings by the country from the 
foreign countries or from the international 
money market are recorded in the 
capital account of balance of payments. 
These borrowings can be in the form of 
commercial borrowings or assistance. 
Loans and borrowings result in inflow 
of foreign exchange into the country, 
hence, they are recorded as positive 
items in the capital account of balance 
of payment. These are debt creating 
capital transactions.

 (iii) Banking	capital	transactions:	Another 
form of capital account transactions 
are banking capital transactions. Such 

transactions refer to the transactions of 
external financial assets and liabilities of 
the commercial banks and co-operative 
banks that operate as authorised 
dealers in the foreign exchange market.

 17. (a) NDPFC = Wages and salaries + contribution 
to social security schemes by employers + 
rent + interest paid by the production units 
+ corporate tax + undistributed profits+ 
dividend 

   = 800 + 200 + 100 + 130 + 50 + 20 + 100 
   = ` 1,400 crores 

(b) Private sector’s income = NDPFC – domestic 
product accruing to government 

 = 1400 – 400 
 = ` 1,000 crores 
 Private income = Private sector’s income + 

NFIA + National debt interest + Net current 
transfer from abroad + Current transfer by 
government 

 = 1000 + 10 + 30 + (-20) + 40 
 = ` 1,060 crores

OR 
(a) Though the family members are not 

receiving any income but total production 
will be added in the own account production 
so, it will be added in national income. 

(b) It is considered as transfer payment as 
government is spending for consumption 
purposes, so the interest paid by the 
government is not included in national 
income. 

(c) It will not be a part of national income as it 
is an intermediate consumption of capital 
good-depreciation. 

(d) It will be a part of national income as it is 
adding to the asset-it is capital formation. 

PART - B
 18. (b) Stamp duty 

Explanation: Subsum means to absorb or 
include or place within something larger or more 
comprehensive group or class. With introduction 
of GST in India, it subsumed multiple indirect 
taxes of center and state both. Stamp duty is a 
fees levied normally on purchase of assets and is 
paid for legal transfer of ownership of assets. It is 
not subsumed in GST. 

  Related Theory
  Various Central taxes subsumed in GST are: Central 

Excise Tax, Additional Excise Duties, Service Tax etc. 
Various State taxes subsumed in GST are: VAT/ Sales 
Tax, Luxury Tax, Octroi and Entry tax.

 19. (c) 1956 
Explanation: Pakistan announced its first five 
year plan in 1956. 

  Related Theory
  Pakistan’s five year plans are now termed as 

Medium term development plan. Pakistan 
is working on the basis of 11th five year 
development plan (2013-18).

 20. (b) Both Assertion (A) and Reason (R) are true 
and Reason (R) is not the correct explanation of 
Assertion (A).
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Explanation: Prashant Chandra Mahalanobis is 
responsible for formulating five years plans in 
India. The second five year plan is also known 
as Mahalanobis two sector model. Planning 
Commission is the agency of the government 
of India established in 1950 to oversee the 
country’s economic and social development, 
chiefly through the formulation of five-year plans 
with Prime Minister as its chairperson.

 21. (b) Both Assertion (A) and Reason (R) are true 
and Reason (R) is not the correct explanation of 
Assertion (A).
Expalantion: Poverty line for a person in rural 
India is lower than in urban areas as the cost of 
living in rural areas is less than in urban areas. 
National Sample Survey Organisation  (NSSO) 
conducts surveys to determine the minimum 
amount required by a rural or urban household to 
meet basic requirements and hence categorises 
the population as above poverty line and below 
poverty line.

 22. (d) – (iv), (iii), (ii), (i). 
Explanation: Planning commission was set up in 
India in the year 1950 under the chairmanship 
of Prime minister. The first five year plan started 
in 1951 and the Industrial Policy resolution was 
introduced in 1956. The New Economic Policy 
(NEC) was initiated in 1991 as economic reforms 
in India.

OR
  (ii)  B

Explanation: As a part of financial sector reforms, 
the first private bank in India was established in 
1994. In 1992, market determined exchange 
rates were instituted as a part of foreign 
exchange reforms. Liberalisation of trade and 
investment policies has helped in relaxing import 
licensing. Industrial sector reforms focussed on 
abolishing licence ray.

 23. (a) Industrialisation 
Explanation: The Great Leap Forward (GLF) 
campaign was initiated in China in 1958 aimed 
at industrialising the country on a massive scale. 

  Related Theory
  China introduced reforms in 1978 which has resulted in 

present day fast industrial growth in the country.

 24. Very less
Explanation: The growth rate in the agriculture 
sector was a negligible 0.2 percent during the 
2014-15 as against the overall GDP growth rate 
of 7.3 percent.

 25. (d) Climatic conditions
Explanation: Agricultural output is closely 
related to climatic conditions.

 26. (c) Only (i) and (iv)
Explanation: The main reasons for extensive 
damage to crops in India are unseasonal rains 
and swearing heat wave conditions.

 27. waive, increase
Explanation: Due to distress in agriculture sector 
because of extensive damage to crops, the 
government has to  waive agricultural loans and 
increase the procurement prices of food grains.

 28. It was not only the conditionalities of International 
Monetary Fund (IMF) that India was forced 
to introduce economic reforms in 1991 but it 
was also the failure of planned and controlled 
approach towards economic development.

  The need for economic reforms in 1991 arose 
due to the following reasons:
(i) Rise	 in	prices:	Due to rise in prices in India, 

country’s economic position became worse. 
Increase in money supply was the main 
reason of inflation in the economy. 

(ii) Adverse	 balance	 of	 payments: Imports 
grew at a very high rate without matching 
the growth of exports. Government failed to 
restrict imports even after imposing heavy 
tariffs and fixing quotas. Exports were very 
less due to the low quality and high prices 
as compared to foreign goods.

(iii) Fall	 in	 foreign	 exchange	 reserves:		
Foreign exchange reserves, which 
government generally maintains to import 
petrol and other important items, dropped 
to levels that were not sufficient for even a 
fortnight. The government was not able to 
repay its borrowings from abroad.

 29. The government provided loans to the small 
farmers at a very low rate of interest and 
subsidised fertilisers so that small farmers could 
also have access to the needed inputs. Since 
the small farmers could obtain the required 
inputs, the output on small farms equaled the 
output on large farms in the course of time. As a 
result, the green revolution benefitted the small 
as well as rich farmers. The risk of the small 
farmers being ruined when pests attack their 
crops was considerably reduced by the services 
rendered by research institutes established by 
the government. 

  Regarding subsidies, the government continued 
with agricultural subsidies because farming 
in India continues to be a risky business. Most 
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farmers are very poor and they will not be able 
to afford the required inputs without subsidies.

OR
CGST: It stands for Central Goods and Services 
Tax. CGST is charged on local sales within state 
which is collected by the central government. 
CGST replaced taxes like Central Excise and 
Service tax.
SGST: It stands for State Goods and Services 
Tax which is charged on local sales within state. 
SGST is charged and collected by the state 
government. SGST replaced taxes like VAT, luxury 
tax and entertainment tax.
IGST: It stands for Inter-state Goods and Services 
Tax. IGST is charged on Central Sales (Sales 
outside the State) which is charged and collected 
by the Central Government on Inter-state supply 
of Goods and Services. IGST replaced taxes like 
CST(Central Sales Tax).

 30. There are numerable reasons for a person being 
poor. A large section of the rural poor in India 
are the small farmers. The land they have is, in 
general, less fertile and dependent an rains. With 
the rapid growth of employment, the per head 
availability of land for cultivation has steadily 
declined and the income is not sufficient to 
meet family's basic requirements

  A large section of urban poor in India are largely the 
overflow of the rural poor who migrate to urban 
areas in search of employment. Industrialisation 
has not been able to absorb all these people. 
The urban people are either unemployment 
or intermittently employed as casual labourer. 
Unemployment or underemployment and 
the casual and intermittent nature of work in 
urban and rural areas leads to indebtedness. 
Indebtedness, in turn, reinforces poverty.

 31. It is a harsh reality of 21st century countries that 
people prefer male child over a female child. It 
has been seen by me even in my surroundings. 
People practice discrimination between male 
and female child due to the following reasons:
(i) Male	finds	more	useful	than	females:  The 

commonly accepted explanation for son 
preference is that sons in rural families may 
be more helpful in farm work.

(ii) Insecurity	for	the	females: Crimes against 
women are on a rise. Parents find it a 
headache to look after their daughters.

(iii) Marriage	 and	 dowry	 system:	 In Indian 
society, daughters leave their parents’ house 
after marriage while sons live with them 
and look after them in old age. Therefore, 
they prefer a male child. Dowry is also to 
be given to daughters on their marriage. 
So, they take sons as a lottery ticket and 
daughters as a burden.

(iv) Religious	 background:	 Even religious 
scriptures, they promote an idea that males 
are superior to females.

 In my opinion, we must not repeat mistakes 
of our ancestors. We must accept that 
gender is a biological difference and not 
something which should determine social 
norms. I do not want girls to behave like 
boys to prove their supremacy but they 
must be respected equally in whatever role 
they play in their lives. Instead of laws, it is 
education in the right sense that can bring a 
change.

 32. (i) Animal	 husbandry: In India, the farming 
community uses the mixed crop-livestock 
forming systems. Livestock production 
provides increased stability in income, food 
security, transport, fuel and nutrition for 
the family without disrupting other food 
producing activities. Poultry, dairying, meat, 
wood and other by-products has emerged as 
important productive sector for diversification.

(ii) Fisheries: In India, after progressive increase 
in budgetary allocations and introduction 
of new technologies in fisheries and 
aquaculture, the development of fisheries 
has come a long way. Today, total fish 
production accounts for 0.8 percent of the 
total GDP.

(iii) Horticulture: Blessed with a varying climate 
and soil conditions, India has adopted 
growing of diverse horticulture crops such 
as fruits, vegetables, tuber crops, flowers, 
medicinal and aromatic plants, species 
and plantation crops. These crops play a 
vital role in providing food and nutrition 
besides addressing employment concerns. 
Horticulture sector contributes nearly one 
third of the value of agricultural output and 
six percent of GDP of India.

OR
  Today, more than 70 percent of hospitals in India 

are run by the private sector. They control nearly 
two-fifth of the beds available in the hospitals. 
Nearly 60 percent of the dispensaries are run by 
the private sector. They provide healthcare for 
80 percent of out-patients and 46 percent of in 
patients.

  Private sector has also been playing a dominant 
role in medical education and training, medical 
technology and diagnostics, manufacture and 
sale of pharmaceuticals, and medical services. 
Private sector in India has grown independently 
without any major regulation and some 
practitioners are not even registered doctor and 
are known as quacks.



Sample Paper 12 23

  Since the 1990s, owing to liberalisation measure 
many non-resident Indians and industrial and 
pharmaceutical companies have set-up state 
of the art super speciality hospitals to attract 
India's rich and medical tourists.

 33. Planning in India needed proper channeling of 
resources into different developmental activities 
in accordance with accepted national priorities. 
So, the Planning Commission was established  
in 1950 with the motive that the government 
would undertake comprehensive planning for 
the nation as a whole, where public sector would 
lay down the basic economic framework and 
would encourage private sector for their active 
contribution to the economic growth. 

  Some goals with which India started the planning 
process are:
(i) Growth: Growth refers to the increase in 

GDP or increase in the country’s earning 
capacity to produce the output of goods 
and services over a long period of time. A 
good indicator of economic growth is steady 
increase in GDP.

(ii) Modernisation: Modernisation refers to 
the use of new and modern technology in 
production process that may make some 
people lose their jobs in the initial stages. 
But gradually, the use of modern technology 
and input will raise the productivity and, 
consequently, the income of the people that 
will further raise the demand for goods and 
services.

(iii) Self-reliance: A nation can promote 
economic growth and modernisation by 
using its own resources or by using resources 
imported from other countries. The first 
seven five-year plans gave importance to 
self-reliance which means avoiding imports 
of those goods which could be produced in 
India itself.

(iv) Equity: Equity refers to an equitable 
distribution of GDP so that the benefits due 
to higher economic growth are shared by 
all sections of population. So in addition to 
growth, modernisation, self-reliance and 
equity is also important.

OR
In  1996,  in  order  to  improve  efficiency and to  
infuse professionalism, enable the public sector to 
compete more effectively in the liberalised global 
environment, the Government of India chose nine 
Public Sector Undertakings (PSUs) and declared 

them as navratnas. They were given greater 
managerial and operational autonomy in taking 
various  decisions  to  run  them eff iciently thus, 
increase their profits. The granting of navaratnas 
status resulted in better performance of these 
companies. 
Some of the navratna industries were major 
players in the global market. They produced 
goods at cheaper cost. These enterprises not only 
served as an important source of employment 
but also formed an infrastructural base which 
induced private investment in a wide range of 
area of industrial growth. 
Thus, the navaratna policy of the government 
has definitely contributed to the development of 
public sector undertakings in India.

 34. (a) Biocomposting: Biocomposting is an 
environ-mental friendly bioconversion 
process where its products could be utilised 
as plant growth enhancement. Biocompost 
in the eco system is very useful for control 
of soil erosion, and as landfill cover. Modern 
day biocomposting process has many steps 
like monitoring of the composting. 

 Due to excessive use of chemical fertilisers, 
the large tracts of productive land have been 
adversely affected, water bodies including 
ground water system have suffered due to 
chemical contamination. Farmer in large 
numbers all over the country have again 
started using compost made from organic 
wastes of different types. In certain parts 
of the country, cattle are maintained only 
because they produce dung which is an 
important fertilisers and soil conditioner. 
Earthworms can convert organic matter into 
compost faster than the normal composting 
process. 

(b) Biopest	 control: With the advent of green 
revolution, the entire country entered into 
a frenzy to use more and more chemical 
pesticides for higher yield. Soon, the adverse 
impacts began to show; food products were 
contaminated, soil, water bodies and even 
ground water were polluted with pesticides. 
Even milk, meat and fishes were found to 
be contaminated. To meet this challenge, 
efforts are made to bring in better methods 
of pest control, one such step is the use of 
pesticides based an plant products. Neem 
tree are proving to be quite useful. Several 
types of pest controlling chemical have 
been isolated from Neem and are being 
used.
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