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(i) True. Capital Goods are those final goods which are used in the
production of other goods and services and are not completely
' used up in the production process in the same year.

(i) False. Fall in Foreign Exchange Reserves in the last three
months is an example flow variable as flow variables are measured
over a period of time.

OR

In a two-sector economy model, households are the owners of
factors of production (Land, Labour, Capital, Entrepreneur). Firms
combine these factors of production to produce goods and
services. They make factor payments (Rent, Wages, Interest,
] Profits) to households, which in turn, are spent by the households
' on the consumption of final goods and services.

Thus, the income earned by the factors of production flows back
to the production units in the form of aggregate consumption

expenditure, thereby completing the circular flow of income.
(To be marked as a whole)
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12.

13.

supply of foreign exchange.

Two sources of supply of foreign exchange are:

« Exports: Exports of domestic goods and services to the rest of
the world leads to an inflow of foreign currency. Thus, It is a source
of supply of foreign exchange.

« Investments from abroad: Investments made by the rest of the
world result in inflow of foreign currency. Thus, It is a source of

Two fiscal measures to correct the situation of Deficient Demand

prevailing in an economy:

« The government may plan to increase its spending, to correct
deficient demand. This may lead to Increase In d!sposable»
income (purchasing power) In the hands of the general public. |
Thus, Aggregate Demand will rise and deficient demand will be |
managed accordingly.

 The government may reduce the taxes. This leads to higher

2

disposable income in the hands of people. As a result, people \ \ \\ \\\\

will be able to spend more on consumption and Investment

| expenditure. Consequently, increasing the level of Aggregate |
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15.

16.
(A)

Demang and

= ¥ 3,050 crore
OR

\

7 Prevaiung in t::izz;r?otniikle the situation of deficient demand =4
: cé"'\.‘;/estment.Multiplier: The ratio of total increment in National 1
il & € to the Initial increment in investment.
Chanwen' Marginal Propensity to Consume (MPC) = 0.8
1 g€ in Investment (AI) = ¥ 1,000 crore
nvestmEnt Multioli = 1
ultiplier (k) T e
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l D00 |
 Change'in Income (AY) = ¢ 5,000 crore | i
OR J B
Given, National Income = ¥ 4,400 crore
Autonomous Consumption = & 1,000 crore
‘ Investment Expenditure = ¥ 100 crore 1
| We know that at equilibrium level, Y= C+l; 1
| 4,400 = 1,000 + MPC x 4,400 2|
MPC = 3,300/ 4,400 Ya
' MPC = 0.75 %
| o
'MPC =1 - MPS o
MPS=1-0.75 = 0.25 =4 |
' The Central Bank serves as the Government's banker, managing |
| its accounts, recelving deposits, and processing payments. f
| Exchanges, remittances and various banking operations are *
| facilitated by the RBI on behalf of the government. 4 |
' In addition to this, during any financial crisis, RBI provides credit
to the government to ensure its smooth functioning and to support
' the state in managing its obligations effectively.
' As a fiscal agent, it manages the public debt. The Central Bank
also acts as the financial advisor to the government. It gives
? advice to the government on all financial, monetary and economic |
' matters. (To be marked as a whole) |
(i) Three precautions to be taken while estimating National Income
by Expenditure Method are:
» Expenditure on intermediate goods should not be included. 1
» Expenditure on purchase of second-hand goods should not be
included.
« Expenditure on purchase of financial instruments (shares, bonds,
debentures etc.) should not be included.
(Any other valid precaution to be awarded marks)
(i) National Income (NNPgc) = (1) + (v) + (x) + (vi) + (ii) + (iv)
= 800 + 350 + 450 + 600 + 900 + (-50) \ \ \\\s‘




%

-

.6. (i) Value of output is the estimated money value of final goods and 1%
'(B) services, inclusive of change in stock and production for self-
consumption.
Whereas, Value added is the excess of value of output over the 1%
value of intermediate consumption.
(i) Net Value added at Factor Cost (NVAfc) = (i) - Intermediate 1%
Consumption = (ii) = ((iv) - (iii))
1,600 = 2,000 - Intermediate Consumption - 40 - (30 -10) 1
Intermediate Consumption = ¥ 340 crore a
. A =6
17. | (i) Direct Taxes refers to those taxes whose impact and incidence
lie on the same entity. In other words, the liability of paying direct | 1 + %2
| taxes can't be shifted. For example: Income Tax ‘
‘ Whereas; ‘
Indirect Taxes refers to those taxes whose impact and incidence . 1+ %2
-may lie on different entities. In other words, the liability of paying |
"indirect taxes can be shifted. For example: Goods and Service Tax |
(i) Government Budget refers to an annual statement showing | 1
'item wise estimated receipts and expenditure of the government
during a fiscal year.
(iii) Two sources of Non-Tax Revenues of the government:
e Escheats 1
« Fines and Penalties 1
(Any other valid source to be awarded marks) =6
SECTION B: INDIAN ECONOMIC DEVELOPMENT
18. | (d) Formalisation of work places 1
19. (3) One-Child Norm 1
20. (c) Globalisation 1
21. (b) Gujarat 1
22. (d) Assertion(A) is false but Reason (R) is true. 1
23.  (d) Expenditure on Defence 1
24. | (a) Great Leap Forward Campaign 1
'25. [ (b) (i) and (iii) 1
26. (c) Both Statements 1 and 2 are true. 1
27. (d)D-(iv) 1
28. | Indian traditional practices are environment friendly and worked
(A) | as complementary to the system and not its controller. The
traditional agriculture system, healthcare system, housing, ' 3
transport etc. was Intrinsically environment friendly. The
traditional practices used natural products and processes which
are more or less free from side effects. For example, by adopting
medicinal plants/products we can conserve the resources and
"achieve the objective of sustainable development.
(To be marked.as a whole) |
‘ 1 OR ‘
| 28. ' The rapid population growth has led to a soaring demand for |
resources, surpassing their natural regeneration rate. The demand | \

i (B)

' for resources for both production and consumption went beyond

'the rate of regeneration of the resources. Consequently, |

‘increasing the pressure on the absorptive capacity of the

\
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29,

30.

'Self-reliance' was adopted as a central planning objective in

environment. With resources being limited, their overuse and
misuse have escalated, resulting in an environmental crisis.

(To be marked as a whole) |

In the recent years, India has witnessed an unprecedented shift

of the workforce from the formal sector to informal sector. This

' process whereby, the proportion of informal worker in the total

workforce increases is known as informalisation of workforce.
_(To be marked as a whole) |

India's development strategy by the policymakers due to the
following reasons:

* To reduce the dependence on foreign nations, the stress was laid
on mobilising domestic resources.

* It was feared that the dependence on imported food supplies,
foreign technology, and foreign capital may increase foreign
interference in our policies. (To be marked as a whole)

31,
(A)

31.
(B)

Two liberalization measures pertaining to the tax reforms
introduced by the government, during the economic reform
process of 1991 were:
* There has been a reduction in taxes as high tax rates were an
important reason for tax evasion.
» To encourage better compliance on the part of taxpayers many
tax paying procedures have been simplified.
OR

India is a favoured destination for outsourcing due to its low wage
rates and abundant skilled workforce, offering services at a lower
cost without compromising quality. The combination of
affordability and a high degree of skill and accuracy make it
attractive for multinational corporations and smaller companies.
This trend has further accelerated in the post-reform period,
establishing India as a global hub for outsourcing services.

(To be marked as a whole)
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32.

Human Capital Formation is directly related to the economic
growth of an economy. Investment in human capital formation
enhances efficiency, skill, capabilities implying economic growth.
Human Capital formation stimulates innovation and creates ability
to absorb new technology. Technical skills acquired through
sources of human capital formation such as education, training
and sound health etc. provides opportunity to labour supply to
make better use of given resources.  (To be marked as a whole)

33.
(A)

(I) Micro-credit programmes have emerged to fill the gap in the
formal credit system. The formal credit delivery mechanism has
not been fully integrated into the rural social structure. Since,
some collateral is required, vast proportion of poor rural
households go out of the credit network. Micro-credit system has
brought these poor households in the ambit of formal credit
system by providing them loans at the concessional rate of
interest. (To be marked as a whole)

(i) Mr. Mohan cannot be considered as an employed person as he w

| is disguisedly unemployed. Disguised unemployment refers to a |
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33,
(B)

Situation when the person seems to be employed but is not

contributing to the output i.e., his marginal productivity is zero.
(To be marked as a whole)

OR

(i) Rapid expansion of the banking system had positive effect on

rural farm and non-farm output, income and employment.

However, following problems have been faced in the rural

banking:

* The volume of rural credit in the country is still insufficient in

comparison to its demand and institutional sources have failed to

cover the nation.

* Less attention has been given on the credit requirements of small
and marginal farmers and the problems of overdue in agricultural
credit. (To be marked as a whole)

(i) Worker-population ratio is an indicator which is used for

' analysing the employment situation in the country.

' This ratio is useful in knowing the proportion of population that is

actively contributing to the production of goods and services of a
country. Higher the worker population ratio, higher the

' engagement of people in economic activities and vice versa.

4

134, (i) China has become India’s largest trading partner, partly due to

its expanding trading connections with regions like India, Macao
and Taiwan.

(i) India’s share in China’s total foreign trade is small (under 1%)
whereas China’s share in India’s trade exceeds 5% highlighting
mutual economic stakes.

(i) Two driving factors of Economic Growth In India and China

’are:

o Skilled Labour

|« Foreign Direct Investment \Xw
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