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Class:     XII Topic: Aggregate Demand and related concepts.

High Order Thinking based questions

Subject:      ECONOMICS

High Order Thinking based questions

1. Do you agree that MPS cannot be negative, but APS can be?

Ans. Given the fact that there is a positive relationship between saving and income, an increase in 

must cause an increase in saving. Implying that MPS must always be positive.However, APS can be 

negative when at a very low level of income consumption is greater than income so that saving is 

negative.

2. The sum total of APC and APS is always equal to one, even when APC > 1. Is it true?

Ans. Yes. APC + APS= 1, even when APC> 1. Because consumption and saving are the only two 

components of income.

3. Do you think higher the level of Y, higher should be the level of autonomous consumption in C-

function?

Ans. This is not correct because autonomous consumption is not related to the level of Y.

4. Increase in MPC implies increase in the slope of C-function. Comment.

Ans. The given statement is correct. Because MPC shows the rate at which consumptionincreases inresponse 

to increase in income.Or, MPC is the slope of C-function.

5. If APC is constant, C and Y should also be constant. Defend or refute.

Ans. Constant APC only implies that the ratio C/Y is constant. Hence, the above statement is incorrect.

6. What is aggregate demand? How it is different from market demand?

Ans. Aggregate demand refers to demand for all goods and services in the economy.It is measured in terms 



of total expenditure on goods and services produced in the economy during an accounting year.

Whereas market demand is the sum total of demand for one commodity by all the buyers in the market.

Market demand is a micro concept while aggregate demand is a macro concept.

7. The exports fall 15% to 1718.07 cr. In first 6 months of FY 15. How will this affect aggregate demand in the 

country?

Ans. Fall in exports would be reflected as a fall in aggregate demand. Because, exports are a component of 

aggregate demand.

8.Do you think increase in MPS should be beneficial to the growth of GDP in India?

Ans. Increase in MPS implies that people start saving more when their income rises.This is good for the GDP

growth, provided people put their savings in the banks and the banks are able to convert savings into 

investment (by way of loans to the investors). However, in countries like India where bankinghabits of the

people are yet not grown, savings may remain as idle cash balances with the people.Implying that additional

income of the people is not converted into additional demand.This may cause deficiency of AD.

Deficient AD may lead to economic slowdown (state of recession in the economy).

9. Give the meaning of autonomous consumption.

Ans. It refers to minimum level of consumption, which is needed for survival, i.e. consumption at zero level of

national income.

10. Out of induced investment and autonomous investment, which one is influenced by the level of

income?

Ans. Induced investment.

11. Will a firm invest, if its marginal efficiency of investment is 12% and the rate of interest is 16%?

Ans. No, the firm will not invest as marginal efficiency of investment is less than the rate of interest.
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