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VERY SHORT ANSWER QUESTIONS (Answer in one sentence or one word each/MCQ) 

1. Define aggregate demand. 

2. What could be the value of multiplier if MPC is equal to MPS? 

3. When Consumption is equal to income, Average Propensity to consume is: 

(a) One 

(b) More than one  

(c) Negative 

(d) Zero 

4. When Investment is more than Saving: 

(a) Inventory gets accumulated 

(b) Inventory gets depleted 

(c) No change in inventory 

(d) Level of output will decrease. 

5. Define investment multiplier. 

SHORT ANSWER QUESTIONS (3 Marks. Answer in around 60 words) 

1. Why is export considered as a component of Aggregate demand? 

2. How is multiplier related to marginal propensity to save? 

3. Distinguish between marginal propensity to consume and marginal propensity to save. 

4. What are the components of aggregate demand in a three sector economy? 

5. How can ‘government expenditure’ solve the problems of excess and deficient demand? 

SHORT ANSWER QUESTIONS (4 Marks. Answer in around 75 words) 

1. Define consumption function. Explain the Keynesian theory of propensity to consume with 

suitable diagram. 

2. Explain how saving function derived from consumption function. 

3. How does monetary policy and fiscal policy measures solve the problem of deficient 

demand? 

4. Giving reasons state whether the following are true or false. 

(a) Average Propensity to save is always a positive value. 

(b) A reduction in legal reserve ratio can help to rectify the problem of excess demand. 

(c) Marginal propensity to consume can be more than one. 

(d) At the time of deflationary gap, central bank should reduce the rate of interest. 

(e) Define equilibrium level of income. Explain the concept using S + I  approach 

LONG ANSWER QUESTIONS (6 Marks. Answer in around 100 words) 

1. Explain the theory of determination of equilibrium level of income using C + I approach. 

2. Define excess demand. Explain its consequences using suitable diagram. 

3. Define deficient demand. Explain its consequences using suitable diagram 
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