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o Ry e8aPo (Microeconomics): 2.8 DIBFHTTD, 28 Do Bw o8 H3°8), €5 HBES; 28 DK 656;
&S50k, K)é’zo.

* Yo egaPo (Macroeconomics): Ineho es8E 5DV 50200800 S @oFen: 2°BAH
esee 050, ﬁﬁ%ﬁé, Q.S%egsao, $3580, Hasresg aogg,eﬁ, Boye BRo0.

e 2&.do. és‘b RS 235865 ®oH8' (The General Theory of Employment, Interest and Money, 1936)
HB0ge B EFR0 HBEZE TR IGYGoR. s otSo B0 Ssroesgo (1929 H0D) IDEHoS® Toaeth.

* DB e9fY SR Ba3eed Sog§ HBoRgen: D 5¢1B BT, e kB B, 5B Eo eseh)&
B[S,

. &gnm&mﬁ (55°8),¢5) 385 5835 2953600 AS52355°580; (S8e, eraSo DYONJPON. ecéad RS B
50RTAH D&V (‘IS e3p SAY, The Wealth of Nations, 1776).

o ABrgares (esBeh) 388 H5g5:: Haresg afresssrdgo; e Sof§ QY 50 BN, BB HETDE
BR008. 52§ 556y TS DGPoEY; APIHE ANHATAHS Hehasreae.

o DFo B HgH: §_)73eoo, De$re8g Borrex Bocdse O DHABJPaw. ge8eEB Fo QP 988 5.
o "eSogaees" 3 DeSo 425 oresgotf B58es (1976) cegoe 855° 3608.
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o513 eS &6200200, Do), 28 H5°3)5 Sweho 9B HgHH
@ e @ @
Aegees 9030 %5050 ¢565, K05 55050, DARBFHTE Do 862 (GDP), $SFexeso, D80, %0
8% 23058 8@ aHogrotio HSBXK §E300R008 D Gidrols, B K3 B DYonTon

* egmRod” g (Micro), fure (Macro) eI Hmreds oofyb & (1930ew) Fresrtigos Samyth.

° :gs"o SEordHre .‘6&1)‘2.; Soogren. 2.8 055 D35 290568 De3o SPEDCIEYY: 208 8 DL, PO
B0K¢50 e330E H500DE. ST W0SER DK AP W) S0 T OKH0 555553y (O §_3§o8e:§30 S5otsots,
ECO-BC-04).
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osreadsedgo

DEeS FBE # ereso, S8 Doderen Sog8 HETDE L$5°8), S oead Hehesg

NETPE

220858 08568, ogard @K)é.)gé, o SED8S o Bo60e3 Soesg ddoedoergo
Ssren 3080

Ao 29308s° (HHeSorr) DEJODHE 0HPACHS, 19788 g 8RB %0, ), S3e3 e

S0058 J° Q33een

€325 5£0e5° ) e308 S SIHTOI 5. T "epeGrrs” 37g° e HoshHen, DAY, Do eTom;
oere "Jrdngarees” Baren $5°3) )8 e @omeon.
Hogsh oresgo (welfare state): es8igo, Desg, Aeiress 25¢5e5:5 HaHeE30 0Bt VEwIGTS €38 HgSY.

2°8¢53 80 DoDYE

1947 &bores 285350 éa'av@éess (1950 H0D), & DeHhesg Botfo® E0BS QoFS esaé 6865.050
ot 0H.

BB NE DGed e@m&éo 1948 % 388 HgHHH H™D 308, JeBBNE DG°S e@m&éo 1956
DBFBIOK Hx5°eH NehrgSenTe ase8od), HaHergdS "Serd Jrsren” (commanding heights) 2108, 88 Go&°
NETPED e35°E3008).

1991 50:5) 8eaer Koo 3_973&» Botfo a3°¢8 DB 0R). 0T AoHoghes, K)ogéﬁso, POE ?6653&"055‘*(&;36
Le0e7g8 20T ¢ ) DF 98K HYHHMR eBbBFo ESIDHS0h.

S°BS DAKes

DBoBmradh, 89y Hre wfmre HOL. D aHBr) (Say's law: "0 &5 Ghroleds &= GHood")
295008008 DoHweasH esQéSe__“gen 58e, SebTeen HBE0ET0N ST0E Y 6&(56355 D5ees «?\3@ 0 B85,
B &S0 (effective demand) &) S es065¢5), 98K 53 e sPe0 e é&%ﬁé %083 5% 5
FonS’S 0dDES5 8] TR0l @0cHS S5°0cigoeS® HahHess HYaKTRY) e305:S B0

Jseords, escSons @ga"éo. Jseoees esgat’go (positive economics) &b eolP@3230e808; escSoeRE
ez°go (normative economics) D &omre Beaek08. 28G Do S0t Bayy HELS D5 orehso; Hahesgo
DG DoTOP HELS essTmegLo.

$508),85 SHergo. Har Sohew, sy Hararen (externalities), (Her@Hesgo, HSEE SHre HHRADHS®
S°8), 60 D@ 0. $55°3),¢5 €398 HFBHES® &5tz PSS JBLH 9B TS

HET DY, $58),85. STV -TOSTAD sP00 T°¢3 ZPEHSH YKo H5eB0, BB BorStéo, 838 HBEHL
X)%o:ﬁcéo, focSOS“X)& Stfor éQo::SCéo é.)‘l’ab.eg Zogz).éj [IaHSe. 1991 #0°38 Doy, Bea cSaéo)Cﬁo Nseo, 98
DaHoghen (SN -DQE HSQ) AogegRY BhoDod.

EE, Aegrdes & ego. gy DFRed 563 Y8 H55°8); 695 ;p)dom €500 208 H55°0) 653 e9¢530aH50 300H
(88). Lovo> DFNes Q) H3°T), 830 e Do HerAo BrHETR 9E5Z0H 0 B0 (AGPSes).
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BB BD FE0e

X "So0 e98m°R0 e9ti BES’ 3ne5Bod." v HBgE wm ed 8HE (1936) 30c5Bod. S '3 e9d 1Yy’
1776 S°838.

X "eo) HBES0er HaHesgo BSBES® es0l Aegaees @988 SBHK0 g BFo AEON0B." v gEbBHo NoFo
385 583550580 JocSHod; T Borre® 29Ben Doen EHman.

X " rog5e¢s' @90 550 1950 Kr0w3 BES es0d." v AR 425 oresegotf HB6es, 1976 SGY0d.
X "2:8 5208 658 Qe @083 ). v b Surgy ewdacHo. BSGenea0, @083 pedes (S8e o, H5°e eoo.

X "So5eehd Sog§ DiSodgen ey, Hodied, DAKHo%0." v @9 D, dex, VB8 §%50 ese8)B SaiPd e9I.

263836 HHSE)Bea
o Bgy: 208 O, 208 5°8), 6. Yo Ineho es88 DS
o 8% '856S Ho$H8' =1936; L0558 Sratsgo SDEgo.
e 308 Dodgen: A, e, DSB8 §50.
o DEEGTE: PIBEN ASrresiorigo. Asddgees: Hesdesg asresiorigo. AE: Bockr.
o 2850 = N 908 $5g558; 1950 K002 HETVE; 30378 DS Soyren 1948, 1956

o "Jedogaeds” HeSo 197665° $8865° 3808 (425 oreggots a55ea).
* 199150:), Beaen 293¢0 Botfo 3B DYBocseom.
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2 @288 5’3555.066.‘0 Borren: e, HYB 0D, e‘%eféo:ﬁ
égé.oéae‘é e9:00Hre3e%

A ex¢5YR 2939053 TRY) 203 388 SISO FEWS, BIBAH, 8)HB0SH Borrenme DeSBYED. Kogen
T R0, e A0KH0gEEeS® €503°00 93 T°dY) 23¢3 ég:é%)ée)eﬁ, 29:0050¢3¢8 BorrentTe Dese3 L.

S0agHg TPRHT°en

* AHE Botfo (égé.%vo&), 095529085 Boren): D5ee3 5580 I 3°¢srek08: $gDIaA$0, B,
BH 2080, @981 HoNe, tidoer e85gKo.

o BgBAH Botfo (HBFSven): Sk DTGB BEE S0 S5tHR08): S8, AoREso, DS,
g0, A HEHo®.

o ByBaH Botfo (DdSen): ese8)BS ShE, DHOX oot SeEgEerIen: Tredasgo, ¥, Sorea,
DSeeed HSo0, 35°§o§05, PANN %)mfc\.), HeHEEg HBJS, LSS, @66630, ¢3.

o So5ehy Borre H5856Ea $0:5¢8 8°DS o8y, .22.9D. DRSO 5K 0.

. ésé%éaé Botfo (organised sector): $255¢550 563 SIB €50€008, NOHBPOL (SoRrTre Sévo
$50e39) e3008); DS HA Hotrewn, e B¢, a8y 2S(Ses es0eseom.

* e5050e3¢s Botfo (unorganised sector): DX, BePBEOTS ONHIVEY, B85 HaHesg AoDHogEeaH
Jender; 85 5, o B SesSo0, 25¢3es TPT) €0csedd.

o 28R4 S°6é§)§s D085 HO Svo0BeS ARG 5000 e9500e3¢8 SotfoeS® &) (DSHE0HTND
(NCEUS), 2007: 508528 92%).

o 28BS B (GDP)S® &3¢ Sotfo é&éo& Botfo; @0nd SPRHE® esgHE 5306 B8 )
SO0 B B Botfdy; BGDS® tod &3°¢x S5°go wver Sy S.

PARNYefox)

SaseedHd Boreen

o G D573, 28 PEAHOD STREIDHBI0E 523 FENE Botiod® B, . H e Ngo; S0 agdano. SPRY
03350 e5yBaSo.

o Je8es ¢SS BIBADH Borr)) APBFPE Botfo e0erth. 230BADH grrEre® HBFH HBeToe® ko
835950, 50558, DBrgE-TTgH -, DTREB0 E50€3°00. DDNEsesEE (5500 595 FrPE Botforr
H6(§E30000; E°) 232B0%H Prare HEZEen TrR) HOFS® e0cSrEeon. HE) O EPORY) @HB00E Srtiad.

o :5esog, Dotssd Borren JJdeaen: %sya') e35°8¢6 D (HBSXSS, 2¢3), eaeﬁog.‘é&é gwo.u .‘Ogos.wen.

o EBAH SPEgETRRen "HRPHOK e B, 57 BESE Bomrertd Sbyieron. SarEmr, g BHOS
DESJe0m; 23°508Hen DEDB e90BF0.

8B F0S® Doyrarefiss Ssoiyy

o SPES0S° BEIS® BgHACaDHo Srer ethekod, HOEe T7E BN ST QB8 HBe svex

83t¢508. 2883 S0 K))agg_n&’), D IOFNE (58 TR0 DS Botfo Booe3d BB,

o 1977-78 HoS5es 8o, 2017-18 KHodSebyBo (fETr05e8 DS NS &sesbes, OB BT T FeEE Sotfo
%P«U"«‘O& é?)@o‘i) Botfo 3500 T55P0.
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S\B K08 &GRS BSLd dod: BEDS S a7¢r Kol wuer S a7er SR FBEE Sotfo
9238 BB EONRTOB. BE HgHICH0S® Hesy D& o DS,

éséééae:é, e9:305083¢5 orren

SRS S37B dotarod D ST ST S
Se580, HA Hotsen gs&a)cgo, K)géo §5300 B, DY thoedren

HABeesToen 05580, RS NG (PF), derspen §) S eoden S

STPGEEe0 LeHe8g0, ¢ Boden H6 TPYRIBIR, HFBIPADH &den, DY) Koseeaeen

Eoymroce Kéo, 1948 (Factories Act, 1948) QHsedo, :)dogeS Sochrebse 10 Sor ev0es80é3 Qg)b.é Sod
sefEHen (S Desrgd BHotze 20 B e90e5%0d8 DS 5908) 655 0 EomBo. & 580 YYD
BYBHEFoS 258, ea8%igo, HA HBJ e 8%, 2020 (Occupational Safety, Health and Working
Conditions Code, 2020; 2025 $55026 215509 e9550exe5° e508) eS'sg)ééé)o&. &3 8% 8 HOQehOS
36&55956 20, 3650595 S otz 408 2008,

DeHesg Botlo, 33736.» Botfo 93 5888es afrressdreoeg)) 2363 e50en0d. égé%)éaé, 9D00e3¢8 eI 5856ea
DaD0ggeasd 20€3 €506208). &8 Bocs 2.8¢3 S°¢5.

S°B5 D3N\es

ASJEAHI AR DYFSS0 (2007). SgHen Sue Henoererd BodS, $hen, dDde edylo Sur b RS
QoHS, 10 od3 &S5 S00d S°B&§)e» €5:) 35260 5°Q (9DHIeS) @739,» c‘()of‘ga e9:505083¢8 Sorto.
0$2355°500) 5008 563§t HABresTTen Sre Aedreess g5¢3es HABreTen AP0V ebosbéles seQLHen.

e 0HE8 I RSOE Sotfo S0 LT €505y (SPos S QEHen).

DS EIODHEARD 0BS DSty Jekyego Hroedh.

DB Botfo Dot $3905508. 1991 Bueges eEe8RH HB8 203, SPFIPE DS, BOEKRTIIEND, 508 HSen
JPOSEBG0 58P0, FVETFLN, RoAK, VS Jthdoehren A Stisren. DL JEago ) ST SPa*d)
se22¢3 70 SR B3 BB OB DE)HRN 0.

'S°20DS Sresgerifo’ (missing middle). aEesB3%0e5® 50558 Botfo soea Saverrente Bdad® Kuds s 15%
tg”oweﬁ(% €500); Bl e3055°65° 98 25-30% S5EL 3808, 23205 805528 JeeSo (2011) Ss s3eexed 25%8
0T @ggom DENHA.

&er¢b, 2015 FeB 500D DAL/ DSIDE: (CSO/NSO) e9ar¢8 BorrR)) 5850 20 (DSDVIR Boge $3gew,
BN AIROPIVE3 (ASUSE)) §e0X008); 95788 B8 H8E0e 8% 538g &R0 Lt T°¢re80d.
&8 Seres. wHSCOY, 9055 6&5‘3(?&)?3’_3 $38°03°D8 LT°S 3o 3585 FE ¥§ K34 (Periodic Labour
Force Survey - PLFS).

BBS5 BD FE0e

medhaai.in

X "t5500) 55580 BIBOS SPEgEerD0." v eprdes BN H588BEaeS® tidrer 835350 P Mo (HiFees S5
IO388). 23 BAH geEren W) DO Socs WBEYHSN.
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X "égégg%é Sotio 9063 22088 Botfo." v 9B SAB5eess, AoDHogheath H02000DSR. HaHess 6&565(50
eégeéééaé&%, 9000 3¢5 293¢0 Ko &re.

X "e8y&B0%H seiggeraren 5305 ese8 )8 Bron." v e S0 ¢8R SUoE DB €55 Syrow.
X "3k B8 BN srer 9B SIS0, v yBoh Botfo w&REA.

X "5 508 5°QEHen) @)y AseGE S0%TRe 80 H58008." v @b DesrghE® 10+, Desrgd SHowz 20+
€559 OPAYE H5B0w3B); TR oS HANS LdB3S §%, 2020 Desoghe® 20+, Bthote 40+ 93 HBekren
°CEeB08.

B¢ 5§y Bt

o FENE: HHB. BIBOSH: 5058, BB Didex.

o 5ob) N6 $8Kea.

o SgBRE = BIres, A$Hogen YB; 9V051e3e5 = BerBath, 23¢5es SAB.

* 0S5 92% seHen edozedes Bot50e5° (DS E0HTND, 2007).

o BEIS® BYBADH Botfo OBNEE; ee8)B Kol3 GRS FENE Botfo s30T t3oeT DEY, L.
o gommedo: 10+/20+ seqghen (Sommeore <Sévo 1948); 5D 8% 2020 &0¢5 20+/40+
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3 ROV, PG, HBI® HICI0: 9085, EFoeds
505 en; dergen, Harsssen; HBen, oBEo

232805 e3P0 (58835 @90&K) 5P Hr¢5g0e88 H5HO 530D, DO Hs3% Koo 38> Bod.
& enoeeen, K)o‘fmsen, QaHesg0, M@ Hdoso a’wcﬁg 32050 ere BB o 5830008, P,
DHien, Briviresren &8 Haresiro Ko 250 DFEBP0N; ¢Wxt, HaAHESS 55050, Drdiredren S°HOY SJraw.

.‘;Sooms awéawen
* 29085 SK305en: B tio Swe €20 H0e3 0B TSI &B0DD SN, A eseh RS’

59 e,

o Hogigodst Hshen: ¥esY HRH 5\ BS® DAB550G3g Brae BOA 9y SoPex. 3goesg Heasd
(double counting) 236t550%° €500t DeEB NendHd 86 (GDP)S® 88) 0e58s.

o D& S30s3en: HeEnoeren eod 3°¢Eo 5550 53 (35880, e, S5°8H, §580).

o B Sh0sHen: Y88 Soe e RS Séy@ oHogren, HABNEY, g55Ten. 2l HodesyBoes®
S8 DABrHZoD 5723¢3 2 0B SKdshren. N3 B HES etbrbese (S LSS
AAABe o).

* 2,8 508 ©odRS, eﬁocégoeédm IO Tr 8802 5°¢%, T awcﬁéog._; e3P ENCR08). 258 HEno2)0
§°9) &3 A 908K H505; €3 o5Pea0 EE3 K050t 505,

o Ddeoxg (stock): 2,8 DBH 580 Doesrsd S5 §OB H085ea0 (50570658 Jedg, Do, $58 53, DR
S5o8E dexgew).

o HaEro (flow): 208 sPe $g5HES® DN HOSrea0 (TraDHo, e, Y, B8ED, dthdredren).

o De020& (($2a5S°) = HorreresS DD BBY: 8¢ oHogren, BHTeen, Kt deged® (a35068¢5°)
S5o8y.

o H3zBen (&DBoIPBEIN): A, DY, BtHdedren. BoBEH (A oyen): Dewaad, Habesg
o“ogo&)o, D een.

PATNYefox)

SarertsS scen

o JRY (.:?6) BareriSo: aHogren, Jrod, gfdTren, Eemrtien.
* DEgees SarerdiSo (working capital): segardo S8 05T SnS a’amgven, 356565, DNEIH D
g AEITPED $05e5 S0, {’\36 SasreresSo 5065.

° BB HareresSo: seRHO IETFEN, eaﬁsdgo.
o eoBorrl SarersSo: Doy, m§35, 2ro& Dend.
280296, SareresS HotsaHSo
* Jre Dew20c = AEE Deéweads + Strhde.
o LB DE020G = &3 Ho5e8) B0 BarES DY 2300 B38E. 9O Haero; HrresS Deg TS HONEGH Je.
o BETPsearg DEd: HoPen BoSreRHIB. HEH ey’ BT OB Srotly): RS en SADYD
93509 505 DEHLHIPESOW.
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o 2850200 8¢ Bew E75cko LG BY KD $X00B. Sresren Sue el S0 §°5cko0 800 asredrsg 2209
e B) 05,

BAIS® 88050
o S0e3g0e88 H50pen; 298 Boyen (05, E0SPE Sebren, DKHERHS B, 2Tvrehren); a°es $rsHes
00E0; e, 20gs @XRT0; LA SEgteraren; o B 90e3 H.
o 2B0%H eTPaDHo K00 $g8HS eTRaieS IFryh 2eBoH (H2HS) Kogao SGA s°EE esTeahHom
52505 22BDT HOHBIS (ASVBsesbel).
Sre Hasro
® GocdH Bomre Sdaseare (Kreésozicen, .‘Goc‘gen): £630023°e0 €5¢8)8 5ESPORD o) eSTPAH0 BPoLHEPOW; €3
SER0SRY HoPe) )@ By B, oo = )@ = SgaHo. H3e8 eocécsd.
o Boseed) Borrer SBasar: HEHSPI) Sensnedrod. HdPen HFed; Hasesg $550%0 BoBES.

o et Bomrer SsSaseae (8)&639:6 esgé :65.‘6.?): AHIE° HD0R)) EenHehrod. Brhadodhren OFe8: DitHdvehren
03ES.

o BBoForgo: Ineso H3z8en = Jnefo oK S+T+M=1+G +X.

o Doyds ey éss’ae‘gés D3R sredesgo esocstdd (X 1o M e es0cssd)). Dsyes es8¥ ésé:ge?s Seedesgo
€08008).

[53e1° BDoHen
255°d 280 (93)
0 SebTren
Sasrerdo e
RIS evgo
S°BS DFen

o Ddeg, Hardro B Dothrth Baggo. HodeS (eg) Kes AR (HaeKro) Koo HBYEA0R. & Totot3D
EO2> o3 S EDEe0 HOYS® peBes APEIEN. ETRSTGEs: AP HaI°a30; 23°goHE R A Dexg Swedo
Qexs.

o BEHHE 0BT, ZPESEB IS JE So50ES AW, 5825700 9 2BAET e erorr Dot Deg
D¢ (perpetual inventory method) cegoe eocse SYetss. B SET 553003 .

o Brrdsead, IR, Jerdstag (ex ante) eodd HYA Bue eBodIE; T°PIF (ex post) eodl S*QSorr
230008, Hoes @388 HFSHES® ToPHDELT ALY DY DEN2ES 55550 (B 28 DEIONEGE0).
SEzeP5eaeS D, Db SBT 50¢E5:5yy; 8y S0’ esteash BBy es 0SS sedeso.

o 2085cERB0 EEHR AP0 BB dergen. 3e5)&B eBIHREIE, 950 &Y SEH
dexge Eogsnao&n“ B8 A ©90¢HSY 6.’)5"0655063'8 &5 gr@ren KD &°0m.

o 5850 Nendd. c‘c\;nﬁe 2935 e = 58 Jensd - sﬁocﬁgoéd DARBH JenH. DEG 9550 DexnHes®
S50 T BIIJID. ) 50 5D NeHB EODES ©odH D) Ve H0od; BAS® 305y
tfe0s 55y 0.
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o AR BorrdS H3Bexn. DBR Ht1eH 228w, DBFR H0D) SEE BTPOSTen, BIPRED HI°ETTe Dies ey
DY SHe> 35 KogRo BIPow. B DB K0 A 55 eTP0$H0SS, oSS greres 8 Bderow.

B cSs 3DH B¢

X "805°658 $50spen éo(ﬁgoéd S0Den." v 9 0By SP0pew, NotHE0s3 9 2.8 Dodedybo &oé3 NEVRN]
SP00 65083700, 28 E5¢5Y 5E0e5° DB HFOV).

X "20550, 65578 Sesren BeS° BEEPon." v @ 2280 BOodyen; ToeD B8 05.

X "2 805 esmead) (§eade° sresren E5¢ho e v e 28 es8¥ oeTPAD. 2800236 29083 8% 5030655
S0en, HEHKH dexge® Srdyyen.

X "dethdoesoen HIB" v tHhdoehren RoBES; BrhSsetern .
X "835g 53 50" v @98 Qg (258 550D Dotdrsd 5 Eenxedd).

X "e58tHe5e) DEG Deneaceds® eretio.” v B De020& = DB e + Stdihse.

¢698¢8 HSE\Yea

* 90855 HQPHe: AARIH, TS SN, 655088 S0P B 05 .
o 2,8 50D TP TS ) 20¢3 oo B Kr¢Sgoesto 52,

* Qg = 268 DA Do) o“ocg. NP0 = 28 570 5635,6@66.

o S0°0 DG = DG DEW3G + Shihle.

o 28den, Bred HDHEW, °E FOHAZOSTeN BEDS® €505

o H3Ben: S, T, M. 9o8EH0: 1, G, X.

* Jd&Feogo: S+T+M=1+G+X
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s Keynesian income determination: consumption
function, multiplier and the paradox of thrift

In the simple Keynesian model, with prices fixed and spare capacity, output is decided by
aggregate demand, and a change in autonomous spending changes income by a multiple.

S0agHg TPRHT°en

e Keynes (1936): output and employment depend on effective (aggregate) demand. The

economy can settle below full employment.

e Consumption function: C = C + cY, where C is autonomous consumption and c is the MPC.
e MPC (marginal propensity to consume) = AC / AY. MPS = AS / AY.

e MPC+MPS=1.

e APC (average propensity to consume) =C /Y. APC + APS=1.

¢ Investment multiplier (k) =1/ (1- MPC) =1/ MPS.

e Higher MPC -. higher multiplier. |f MPC = 0.8, k=5.

e Equilibrium income: where planned aggregate demand equals output, or planned saving equals
planned investment.

e Paradox of thrift: if everyone tries to save more, total saving in the economy does not rise (and
income falls).

NNYed

Aggregate demand
e Inanopeneconomy with government: AD=C +1+ G+ (X - M).
e Equilibrium: Y = AD. In the two-sector model: Y =C +cY +T,so *Y| =(C+T) / (1- ¢)**

e Assumptions: prices are fixed, supply of final goods is perfectly elastic at that price, and there is idle
capacity. Then output is demand-determined.

¢ |nvestmentis treated as autonomous (fixed) in the simplest model. Of the components of AD,
investment is the most unstable (NCERT).

Adjustment to equilibrium
e |f AD is less than output, firms see unplanned inventory accumulation and cut production.
e |f AD exceeds output, inventories fall below plan and firms raise production.

e Exante = planned; ex post = realised. In equilibrium the two coincide.

The multiplier

¢ Arise in autonomous spending AA raises income by AY =k x AA.

e Process: initial spending becomes someone's income; a fraction c is spent again; and so on. Total = AA (1
+c+c2+.)=AA/(1-0¢).

e With government and a proportional tax rate t: k =1/ [1-c(1-t)].
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¢ Government expenditure multiplier =1/ (1- c). Tax multiplier =-c / (1- ¢). It is negative and smaller
in size than the expenditure multiplier.

¢ Balanced budget multiplier (equalriseinGand T) =1.
Paradox of thrift

¢ |f households raise the savings rate, consumption falls, AD falls and output falls. With investment fixed,
total saving ends up unchanged or lower, even though each household tried to save more.

¢ |t works when there is unemployed capacity; it does not work at full employment.

MPC Extra consumption per extra rupee of income Between O and 1
MPS Extra saving per extra rupee 1- MPC
Multiplier Income change per unit autonomous spending 1/ MPS
S°@BS DdRes
Qe (3]

¢ Fallacy of composition. The paradox of thrift is a standard example: what is rational for one person
(saving more) is harmful in aggregate.

¢ Keynes' fundamental psychological law. As income rises, consumption rises, but by less than the
increase inincome (0 < MPC <1). So, with positive autonomous consumption, APC falls as income rises
(MPC < APC).

¢ Leakages reduce the multiplier. Taxes and imports act like saving: the larger the leakage rate, the
smaller the multiplier. An import-heavy economy has a smaller domestic multiplier.

e Multiplier works both ways. A fall in investment lowers income by a multiple; the "reverse multiplier"
operates in a recession.

¢ Limits of the simple model. It fixes prices and interest rates. The IS-LM model (Hicks, 1937) adds the
money market. Crowding out, expectations and supply constraints can reduce the real-world multiplier.
Estimates for India's fiscal multiplier depend on the model and period; capital expenditure is usually said
to have a larger multiplier than revenue expenditure.

o Effective demand versus Say's law. Keynes rejected the classical idea that supply creates its own
demand.

Classical versus Keynesian theory of employment

e Classical view: Say's law (J.B. Say): supply creates its own demand, so general overproduction cannot
last. Flexible wages clear the labour market, and a flexible interest rate keeps saving equal to
investment. Full employment is the normal state; any unemployment is voluntary or frictional and
temporary.

¢ Keynesian view: employment depends on effective demand, the point where the aggregate demand
price equals the aggregate supply price. Money wages are sticky downwards, and saving depends mainly
on income, not on the interest rate. Equilibrium can therefore persist below full employment
(involuntary unemployment).

¢ Policy: classical economists trusted laissez-faire; Keynes argued for public spending to raise effective
demand in a depression.
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Normal equilibrium Full employment Can be below full employment
Saving-investment equality Rate of interest Changesinincome
Wages Flexible Sticky downwards

Propensities: average and marginal

e APC=C/YandAPS=S/Y,so APC + APS =1(because Y =C +9).

e MPC=AC/AY and MPS =AS / AY, so MPC + MPS =1.

e Under the psychological law, MPC is below APC and APC falls as income rises. APC can exceed 1at very
low income (dissaving); MPC lies between O and 1.

e Example: if Y rises from 1,000 to 1,200 and C from 800 to 950, APC at 1,200 = 0.79 (rounded), MPC =
150 /200 =0.75 and MPS =0.25.

Investment: MEC and the rate of interest

e Keynes: a firm invests until the marginal efficiency of capital (MEC) equals the rate of interest. MEC
is the rate of discount that makes the present value of a capital asset's expected yields equal to its
supply price (replacement cost).

e MEC falls as more capital is installed (lower expected yields, higher supply price of machines), so the
investment demand curve slopes downward. MEC depends heavily on business expectations, which is
why investment is volatile.

e Autonomous investment does not depend on income (public projects, inventions); induced
investment rises with income or with the change in income.
The investment multiplier
e k=AY /AlI=1/(1-MPC)=1/MPS. With MPC Q.75, k = 4, so arise of 100 in investment raises income by
400.
e Assumptions: constant MPC, idle capacity, a closed economy and no induced investment. R.F. Kahn
(1931) first set out an employment multiplier; Keynes built on it for investment.
The accelerator
e Acceleration principle (J.M. Clark, 1917): induced net investment depends on the change in output (or
consumption), not on its level.

¢ |f the capital-output ratio (accelerator, v) is fixed, the capital stock required is K = VY, so net induced
investment It = v (Yt - Yt-1). Gross investment = net investment + replacement.

e Example: v =3 and output rises from 500 to 540: induced investment = 3 x 40 =120.

¢ Output must keep rising to keep netinvestment positive; if output growth slows, net investment falls,
and if output falls, net investment turns negative. Gross investment cannot fall below zero.

e Assumptions: no idle capacity, a fixed capital-output ratio, a permanent rise in demand, and capital
goods and credit easily available. Excess capacity weakens it.

Multiplier-accelerator interaction (Samuelson, 1939)

medhaai.in 13/14



Medha Al - Basic concepts medhaai.in

e The multiplier turns a change in investment into a larger change in income; the accelerator turns that
change inincome into further (induced) investment. Together they produce cumulative expansion and
contraction, i.e. trade cycles. The combined effect is also called the leverage effect.

e Samuelson's model: Yt = Gt + Ct + lt, with Ct =¢ Yt—1 and It = v (Ct - Ct—1). Depending on the values of ¢
and v, income may move smoothly to a new level, fluctuate in damped, constant or explosive cycles, or
rise explosively without cycles.

e Super-multiplier (Hicks): when induced investmentis added, k=1/ (1-c - i), where i is the marginal
propensity to invest; itis larger than the simple multiplier.

e Contrast: the multiplier links Al - AY; the accelerator links AY (or AC) - |.

855 3D BAew
X "Multiplier =1/ MPC." v Multiplier=1/ 1- MPC) =1/ MPS.
X "MPC + MPS can be greater than 1" v They always add to 1.
X "A higher MPC lowers the multiplier." v A higher MPC raises the multiplier.

X "In the paradox of thrift, saving rises because people save more." v Total saving stays the same or
falls, as income falls.

X "Tax multiplier is positive." v A tax increase lowers income, so the tax multiplier is negative.

X "Keynes wrote his General Theoryin1929." v It was published in1936.

B¢ 5§y Bt

e C=C+cY; MPC+MPS =1

e Multiplier=1/(1-MPC) =1/ MPS.

e MPC 0.8 gives a multiplier of 5.

e Equilibrium: Y = AD, or planned S = planned .

e Unplanned inventories signal AD below output.

e Tax multiplier is negative; balanced budget multiplier =1.

e Paradox of thrift: more saving by all lowers income, not raising total saving.
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