
 
 

Economics Lesson Plan  

Class: XII 

Week 18: 12th October 2020 - 17th October 2020 

 

Unit 3- Determination of Income and Employment 

 

Chapter 1: Aggregate Demand and Related Concepts: 

 

❖ Aggregate demand: AD refers to total value of all final goods and services that are planned to 

buy by all the sectors of the economy at a given level of income during a period. AD represents 

the total expenditure on goods and services in an economy during a period. 

Components of Aggregate demand are: 

(i)  Household consumption expenditure (C): refers to the total purchase of the households 

(ii)  Investment expenditure (I): by the private firms on final goods and services. 

(iii) Govt. consumption expenditure (G): by the government on final goods and services 

 (iv)  Net Export (X – M):    refers to the difference between exports and imports of a country. 

    Thus, AD = C + I + G + (X – M) 

 

❖ Aggregate Demand in a Two Sector Economy:          

 

           In two sector economy AD = C + I. It is shown below: 

 

 

 

 

 

 

Diagram : pg 7.3 ( Sandeep Garg- Macroeconomics) 

 

 

 

 

 

Income Consumption Investment AD=C+I 

(Y) (c)   

0 40 40 40 

100 120 40 160 

200 200 40 240  

300 280 40 320 

400 360 40 400 

500 440 40 480 

600 520 40 560 



 

 

 

Important points about AD:  

1. AD=C+I (Consumption expenditure and Investment expenditure) 

2. Positive Consumption: even when the income is zero –minimum level of Consumption 

 

3. Slope of the Consumption Curve: slopes upward- When Income increases consumption also 

increases. 

4. Slope of the autonomous Investment curve –straight line parallel to the X axis 

5. Starting point of the AD curve: Starts from the autonomous consumption + autonomous 

Investment level. 

6. AD curve has a positive slope. 
 

 

 

❖ Aggregate Supply (AS): It refers to total value of all final goods and services that are planned 

to be produced by all the producing units in the economy during a given period. 

• It is also the value of total output available in an economy during a given period of time. 

• It is explained Below: 

 

 

.  

 

Income (Y) Consumption (C) Saving (S) AS 

0 40 - 40 0 

100 120 - 20 100 

200 200 0 200 

300 280 20 300 

400 360 40 400 

500 440 60 500 

600 520 80 600 

 

 



 

 

Diagram: AS Curve: 

 

   

Components of AS: 

1. Consumption and Saving: The entire Income is either spent for consumption or saved. 

Therefore, AS=C + S  

2. AS is a 45-degree line – starts from the origin – income along the X axis is either consumed or 

saved.  

3. So, Y (N. I.) in the X axis = C+S (AS) in the Y axis.  

4. Any increase in Income along the X axis will be equal to C+S along the Y axis 

---------------------------------- 

 
 



 

 

❖ Consumption function:  

Meaning: It shows functional relationship between income and consumption. 

i.e. C = f (Y) 

          Where, C = Consumption, Y = National Income, f = Functional relationship.        

 

          The positive relationship between Consumption and Income is explained below 

with the help of a schedule and diagram: 

 

 

 
 

 

 

 

 

 

 

 

Diagram: Pg 7.5 Macroeconomics (Sandeep Garg) 

Important observations about the consumption curve (from the schedule and diagram): 

• Starting point of the consumption curve is C (OC is Autonomous consumption i.e. consumption at 

zero level of income) i.e. starting from the autonomous consumption point on the Y axis Even when 

NI is Zero Consumption is there.  

• Slope of the Consumption Curve: CC positive slope. -when Income increases consumption also 

increases. 

• Income is less than consumption: - When income is less than consumption there is dis saving.  

• Breakeven point: When C=Y, saving = zero 

• Income is more than Consumption: The Gap between the 45-degree line and CC is saving. 

            45-degree line indicates whether Y=C, Y >C, Y< C 

 

Income (Y) Consumption (C) 

0 40 

100 120 

200 200 

300 280 

400 360 

500 440 

600 520 



 

 

Propensity to consume is of two types: 

 

a) Average propensity to consume (APC): 
 

• It refers to the ratio of consumption expenditure to the corresponding level of income. 
 

• APC=C/Y. 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

Important Point about APC: 

(i) APC is more than 1: as long as consumption is more than national income. 

It means before the break-even point, APC >1, 
 

(ii) APC = 1, at the break-even point, consumption is equal to national income. 
 

(iii) APC is less than 1: beyond the break-even point. Consumption is less than national income. 
 

(iv) APC falls with increase in income. 
 

(v) APC can never be zero: because even at zero level of national income, there is autonomous consumption. 

 

b) Marginal propensity to consume (MPC): 

• Marginal propensity to consume refers to the ratio of change in consumption expenditure to 

change in total income. 

• MPC= Change in consumption /Change in income      or 

• MPC=ΔC/ΔY 
 

 

 

Income (Y) Consumption(C) APC=C/Y 

0 40 - 

100 120 1.2 

200 200 1 

300 280 0.933 

400 360 0.9 

500 440 0.88 

600 520 0.86 



 

 

 

 

 

 

Important Points about MPC 

• Value of MPC varies between 0 and 1: But if the entire additional income is consumed, then Δ C =Δ Y, 

making MPC = 1. However, if entire additional income is saved then ΔC = 0, making MPC = 0. 

• MPC is less for rich people and MPC is more for poor. 

• MPC falls with increases as income increases. 

 

❖ Linear Equation of Consumption Function: C = c¯+ b.Y  

Where, c¯ = Autonomous consumption.  

Consumption expenditure at zero level of income is called autonomous Consumption b= 

MPC 

Y = Income  

------------------------------------------ 

❖ Saving function:  

• It refers to the functional relationship between saving and national income.  

• S = f (Y) 

The positive relation between Saving and Income is explained below: 

 

 

 

Income (Y)    Consumption(C)         Savings 

0                    40                      - 40 

100                   120                       - 20 

200                   200                          0 

300                   280                          20 

400                   360                          40 

500                   440                         60 

600                   520                         80 

 

Diagram: Pg 7.9 

 
 

 

 

 

 



 

 

 
 

 

❖ Saving function (Propensity to Save) is of two types: 

 

a) Average Propensity to Save (APS):  

• It refers to the ratio of savings to the corresponding level of income. 

• APS= S/Y 

 

 

 

Important Point about APS: 

• APS can never be 1 or more than 1: As saving can never be equal to or more 

than income. 

• APS can be zero: At breakeven point C = Y, hence S = 0. 

• APS can be negative: At income levels which are lower than the break-even 

point, APS can be negative when consumption exceeds income. 

• APS rises with increases in income 

 

b) Marginal Propensity to Save (MPS):  

• Marginal propensity to save refers to the ratio of change in saving to change in 

total income 

• MPS=ΔS/ΔY 

 

Important Point about MPS: 

• MPS varies between 0 and 1, but 

 

Income (Y) Consumption(C) Savings APS 

0 40 -40 _ 

100 120 -20 -0.2 

200 200 0 0 

300 280 20 0.066 

400 360 40 0.1 

500 440 60 0.08 

600 520 80 0.13 



 

 

 

➢ If the entire additional income is saved. In such a case, S = Y, then MPS = 1. 

➢ If the entire additional income is consumed. In such a case, S = 0, then MPS = 0. 

 

Linear Equation of Saving function:  S = - ¯c + (1-b). Y 

where S = saving 

Y =   National Income; f = Functional relationship. 

-c¯ = Autonomous saving; 1-b = MPS 

 

Relationship between APC and APS 

 

The sum of APC and APS is equal to one.  

It can be proved as under: 

we know: Y = C + S 

Dividing both sides by Y, we get Y/Y= C/Y+ S/Y 

1 =APC+ APS 

(because income is either used for consumption or for saving) 

 

Relationship between MPC and MPS: 

The sum of MPC and MPS is equal to one. 

 It can be proved as under:  

We know   Y = C + S 

Or ∆ Y = ∆C +∆ S  

Dividing both sides by ∆Y, we get ∆Y/ ∆Y =∆C/ ∆Y + ∆S/ ∆Y 

1= MPC+ MPS 

 



 

 

MPC + MPS = 1 

 (because total increment in income is either used for consumption or for saving) 

 

❖ Derivation of the savings curve from the Consumption curve: 

 

 

 

 

 



 

 

• As seen in the diagram (top) CC is the consumption curve and the 45-degree line is the 

Income curve. 

• At Zero level of income OC is the autonomous Consumption. 

• Savings at Zero level of Income will be OS.  

• Savings curve will start form the point ‘S’ on the negative Y axis.  

• Consumption Curve CC intersects income curve OZ at E. This is the breakeven point.  

• At point E Consumption =Income. i.e. APC=1, and saving is 

zero.  

• Savings curve intersects at point Y1 in the X axis. 

•  By joining S and Y1and extending it further we get the savings curve 

 

 

 

------------------------------------------



 


	Components of AS:
	Propensity to consume is of two types:
	 APC=C/Y.

