
svmdabwali
1 / 5

Solution

PREBOARD 2 EXAMINATION 2022

Class 12 - Economics

1. Normal resident is said to be one who ordinarily resides in the country concerned and whose centre of
economic interest lies in that country. A person is said to have his economic interest in a country when he
conducts his economic transactions in that country on a significant scale. Normal residents include:

i. Citizens and institutions of a country who normally resides and whose centre of economic interest lies
within that country.

ii. Citizens of other countries who continue to live in our country for a period of more than one year and
whose centre of economic interest lies within our country.

iii. Citizens of our country working in international organizations like the World Bank and IMF.

OR
No. It depends on the end-use of the car. If it is purchased by a household, it is a final good. It is like a
consumer durable. If it is purchased by taxi-operators, then again it is a final good, as it is to be finally used
by the producer as a fixed asset. However, if the car is purchased by a retail dealer from the factory for the
purpose of resale, it is to be treated as an intermediate good.

2. AD = AS 
C + I = C + S 
I = C + S – C = S

i. when planned saving is greater than planned investment, then national income will decrease as shown in
the diagram. 

ii. When saving > investment [at Y1], then there would be stockpiling and producers will produce less,
National income will fall and as we know positive relationship exists between national income and saving,
then saving will start falling until it becomes equal to investment. It is here the equilibrium level of
income is derived.

OR
The equilibrium level of national income is determined where investment equals saving. At equilibrium, it is
ex-ante savings which should be equal to ex-ante investment. If ex-ante savings are more than ex-ante
investment, it implies a situation when a fall in expenditure through S is more than the rise in expenditure
through I. Aggregate demand is more than aggregate supply and income level falls. Similarly, if ex-ante
savings are less than the ex-ante investment, it implies a situation when a fall in expenditure through S is less
than the rise in expenditure through I. Aggregate demand is less than aggregate supply and income level will
go up. The adjoining figure shows the equilibrium level of national income. 
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In the adjoining diagram, the equilibrium level of income is determined at L where saving and investment
are equal. 
If the equilibrium condition is not fulfilled there will be either deficient demand or excess demand. Deficient
demand will lead to a deflationary gap which implies the build-up of inventories of unsold goods. Excess
demand will lead to an inflationary gap which implies a rise in the price level.

3. Here Equilibrium Income Y = Rs. 500, Marginal Propensity to Consume MPC = 0.7. Autonomous Consumption 

 = Rs. 50. 

We know that, Y =  + MPC (Y) + I  
 500 = 50 + 350 + I 
 500 - 400 = I 
 Investment, I = 100. Therefore Investment here is equal to Rs. 100.

4. The incidence of underemployment is the highest among the self-employed. This statement is correct.
Following are some measures that may be taken to ensure fuller and more productive employment for the
self-employed:

i. Assistance to Farmers- A comprehensive system of assistance to farmers should be set up. It should
provide them with credit, inputs like improved seeds, saplings, fish seedlings, fertilisers, technical
guidance, irrigation facilities, etc. These facilities should be made available to persons having tiny
holdings or no holdings.

ii. Redistribution of Land- There should be the redistribution of land, followed by an effective programme
of assistance and guidance to the beneficiaries.

iii. Support Mechanism- The policy should emphasise further improvements in the support mechanism for
the self-employed engaged in non-agriculture. For example, technical guidance, credit, easy availability of
equipment, infrastructural facilities, raw material at reasonable prices, market guidance, etc.

OR
Following table shows the distinction between a worker in formal sector and worker in the informal sector.

Basis of
distinction

Formal sector worker Informal sector worker

(i) Sector
A worker in the formal sector works in organised
sector i.e., public sector establishments and big
and medium-sized private establishments

A worker in the informal sector works in
unorganised sector i.e., small-sized private
establishments.

(ii) Nature
A worker in the formal sector is a regular worker
because he is protected by various labour laws.

A worker in the informal sector is a casual
worker because he is not protected by
labour laws and is subject to uncertainties.

(iii) Status
A worker in the formal sector is entitled to
various rights such as social security benefits,
trade union etc.

A worker in the informal sector is not
entitled to any rights.

5. The three sources of energy mostly used in India for commercial purposes in factories are:
i. Petroleum: It is one of the important sources of energy in India. India produces about 3 lakh tonnes of

petrol against the demand of 34 lakh tonnes. The country imports 31 lakh tonnes.
ii. Coal: It is the primary source of energy and accounts for 54% of total energy consumption.

iii. Electricity: It is the most useful and convenient source of energy in India. There are three main sources of
electricity i.e. thermal, hydro and atomic power.

6. Gross National Product at Market Price (GNPmp) 

= Operating Surplus + Mixed Income + Compensation of Employees + Net Indirect Tax - Net Factor Income to
Abroad + Consumption of Fixed Capital 
= 300 + 500 + 1,200 + 250 +10 + 100 
= Rs. 2,350 crores
GNPMP is less than GDPMP when net factor income from abroad is negative and GNPMP is more than GDPMP

when net factor income from abroad is positive.
OR

C
¯ ¯¯̄

C
¯ ¯¯̄

⇒

⇒
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Expenditure Method 
GDPMP = Private final consumption expenditure + Government final consumption expenditure + Gross

Domestic Fixed capital formation(Net domestic fixed capital formation + Dep. +( Closing stock - Opening
stock) + Net Exports 
600 + 100 + 110 [80+40+(10-20)] + (50 - 60) 
= Rs.800 Arab 
NNPMP = GDPMP - Dep. + NFIA 

= 800 - 40 + (-30) = Rs.730 Arab 
NNPMP = Rs.730 Arab 

GNDI = NNDI + Dep 
NNDI = NNPMP + Net current transfer from the Rest of the world 

730 - (-10) = 740 
GNDI = 740 + 40 
= Rs.780 Arab

7. Following are the major indicators of health care:
(a) Infant mortality rate
(b) Maternal mortality rate
(c) Life expectancy
(d) Nutrition levels
(e) Global burden of disease.

8. i. Scholars opine that political instability, over-dependence on remittances, and foreign aid along with the
volatile performance of the agriculture sector are the reasons for the slowdown of the Pakistan economy.
Besides, the COVID-19 pandemic and restrained exports have been instrumental in abating the sustainable
growth of the country. Inflation is still the biggest issue that the government faces even today. This has
worsened the situation for millions of households who have seen a decline in their purchasing power.
Other issues caused due to natural phenomenon like flood-related damages and potential locust attacks
further exacerbates the situation.

ii. If a country can build up its foreign exchange earnings by sustainable export of manufactured goods, it
need not worry. In Pakistan, most foreign exchange earnings came from remittances from Pakistani
workers in the Middle-east and the exports of highly volatile agricultural products. Moreover, the
economy has been suffering instability due to various reasons.
a. Weak Economic Recovery: There was a growing dependence on foreign loans on the one hand and

increasing difficulty in paying back the loans on the other. The weak economic recovery around the
world, particularly in the European Union and the United States, has subdued demand for Pakistan’s
exports. The outlook, however, remains bleak due to a weak global economic recovery. After declining
by 20 percent on a year-on-year basis in August, exports grew by 6 percent in September.

b. Structural inefficiencies: The chronic structural inefficiencies have worsened the condition. The
exporters who received additional orders in recent weeks were facing input (gas and cotton )
shortages. This means export growth is unlikely to show an upward trend in economic activity and
employment. As a result, the structural issue with Pakistan’s economy, i.e., its inability to earn
sufficient foreign income to pay for its import and debt servicing needs, remains its shortcoming.

9. Deficient demand refers to the situation when AD is short of AS corresponding to the full employment level in
the economy.

i. Effect on output : Low level of investment and employment implies low level of output.
ii. Effect on employment : Because of deficiency of demand, investment level is reduced. Accordingly, level of

employment tends to fall.
iii. Effect on prices : Fall in prices is the immediate consequence of deficient demand.

10. Monetary policy is the policy relating to the regulation of (i) supply of money (ii) rate of interest and (iii)
availability of money, with a view to combat situation of inflationary or deflationary gap in the economy. 
(i) Bank rate :

1. Bank rate refers to the rate at which the Central Bank lends money to commercial banks as the lender of
the last resort.
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2. During inflation bank rate is increased to suck excess liquidity from the economy or to reduce the money
supply.

3. Because of increase in bank rate commercial banks also increases the lending rates.
4. The increased lending rate discourage borrowers from taking loans.
5. This overall supply of money/credit is reduced in the economy.
6. During deflation bank rate is reduced to increase the money supply.
7. Because of decrease in the bank rate commercial banks also decreases the lending rates.
8. The decreased lending rate encourageous borrowers to take more loan.
9. Thus overall supply of money/credit is increased in the economy.

(ii) Margin requirements :
A margin refers to the difference between market value of the security offered for loan and the amount of
loan offered by the commercial bank. During inflation supply of money/credit is reduced by raising the
requirement of margin and vice-versa.
(iii) Role of Legal Reserves in correcting inflationary gap in an economy : I
nflationary gap refers to the extent to which current aggregate demand becomes greater than the aggregate
demand required for maintaining full employment. Legal reserves refers to the minimum percentage of bank
deposits required to be kept with central bank. In case of inflationary gap in the economy, it becomes
essential to control credit in the economy. In this situation the central bank will increase the amount of legal
reserves required. It will reduce the cash resources with the bank and the bank will be forced to contract
credit. It will help in controlling excess demand. In case of deflation the central bank will decrease the legal
reserve ratio so that more cash deposits are available with the commercial banks.
(iv) Role of open market operations in correcting inflationary gap :
Inflationary gap is a situation when aggregatecdemand is greater than aggregate supply .Under such a
situation, to decrease the supply of credit in the economy :
1. Central bank sell the securities in the open market.
2. The buyers usually the commercial banks or their customers, make payments .
3. As the commercial banks are buying these securities it will result in decrease in cash reserves of the

commercial banks, and hence their lending capacity also decreases.
4. It will decrease the supply of money and credit which ultimately leads to decrease in aggregate demand.
5. It will help in correcting deflationary gap m the economy.

11. Answer (i) & (ii) OR (iii) & (iv) of the following questions. (3+2 = 5 Marks)

Items (₹ in crore) (₹ in crore)

Private final consumption expenditure 8000

Government final consumption expenditure 3000

Gross domestic capital formation (note) 400

Net exports (-) 60

Gross Domestic Product at market price 11340

Adiustments:

minus: Depreciation (v) (-) 40

plus: Net factor income from abroad (NFIA) 80 40

Net National Product at market price 11380

Note: 
Net change in stocks = Closing stock - opening stock (iv - viii )= 150 - 100 = ₹ 50 crore 
Gross domestic capital formation = i + Net change in stocks = 350 + 50 = ₹ 400 crore

a)

i. Expenditure on the maintenance of an office building is not included in national income, as it is a
part of intermediate consumption.

ii. Expenditure on adding a floor to the office building is included in national income because it is a
part of investment expenditure or capital formation.

b)

Net Value Added at Factor Costc)
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12. Answer the following questions. (2+3 = 5 Marks)

Value of output= sales+ change in stock
= 300+20
= 320
GVAmp= Value of output- Intermediate cost.

= 320-120
= 200.
NVAmp=GVAmp- Depreciation.

= 200-30
= 170.
NVAfc = NVAmp- Net indirect taxes.

= 170- 15
= 155. Crores.

i. Foreigner working in the Indian embassy in Taiwan is not a normal resident of India. 
Reason: He is not normally residing in India, and his centre of interest does not lie in.

ii. Indian working in Asian Development Bank in the Philippines is a normal resident of India. 
Reason: His centre of interest lies in India.

iii. Indian student in the USA who has been living there for five years is a normal resident of India 
Reason: His centre of interest lies in India. Also, as a rule of thumb, students studying abroad (no
matter for how long) are treated as normal residents of the country they belong to.

d)

Economic development causes environmental problems in the following ways:

i. Extraction of Resources- Economic development is nothing but more and more production of
goods and services. The environment is the absolute source of inputs for production. In this way,
economic development means the extraction of resources from the environment. 
When the demand for resources increases beyond the rate of regeneration of the resources, there
will be environmental problems.

ii. Pollution- As a result of economic development activities, pollutants in the form of dust, smoke
and chemicals are discharged into the environment. This process causes water pollution, air
pollution and noise pollution.

a)

Staus of employment of people in various industries in India is as follows:-

i. There has been a substantial shift from agriculture to industries and the service sector. Although
the primary sector continues to remain the main source of employment of workers over the last
six decades, its share has decreased from 74 percent in 1951 to 50 percent in 2012. With the
process of development in the country, the share of employment is increasing in secondary and
tertiary sectors. The share of industries has increased from 11 to 24 percent and that of the service
sector has increased from 15 to 27 percent during 1950-2012.

ii. The changes in the distribution of the workforce in different status over the last four decades
indicate that people have moved from self-employment and regular salaried employment to
casual wage work.

b)


