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Q.1. what is Macro Economics. Explain its merits and demerits?
Ans: Macroeconomics is that branch of economics which deals with the study of aggregative or average behavior of the entire economy. It is the study of collective functioning of the whole economy. Hence it is called as ‘Aggregative Economics’. It is also called as Lumping Method. 
Merits of macroeconomics:
1. Provides the description about the collective functioning of the whole economy. It helps us to understand the working of a complex economic system. Also it helps to know the overall performance of an economy in a comprehensive manner. 
2. Wider Scope: It is much wider in its scope as it includes the topics like national income, output and employment, trade cycle, etc. which have national implications. It is the basis for formulating and implementing economic plans.
3. Basis for formulating economic policies: It is the basis for formulating various national economic theories like the monetary policy, fiscal policy, industrial labour policy, etc. 
4. Basis to measure the volume of economic welfare: It helps to measure the level of living standards of the people in a country. It depends upon the level of national income. The volume and quality of goods and services consumed by the people. 
5. Helps in international comparison: Macroeconomic helps to make international comparison of different economics of the world.
6. Forecasting economic activities: On the basis of the study of the relationship among the various aggregate, it can make reasonable prediction regarding the behavior of different micro economic variables. for example, the expected rate of economic growth, the volume of imports to be made etc.
 
Demerits of Macro Economics:
1. Excessive generalisation: One of the important defects of macroeconomics is that it indulges in excessive generalizations. For example per capita income is obtained by dividing the national income by total population of the country, but the actual income of an individual may be either higher or lower than the average income.
2. Functional relationship between aggregates: The study of aggregates will be significant and meaningful only when they are functionally related. For example, aggregate demand should be equal to aggregate supply. If aggregate demand is equated to aggregate savings then it is meaningless. 
3. Difficulty in the measurement of aggregates: Measurement of aggregates itself present serious problems. For example, it gross domestic savings goes up by 20%. It is only the average increase in savings of the people in a society. .
4. The problem of aggregation: The study of aggregates provides more scientific result only when there are homogeneous in nature. For example the average mark of art section can be obtained by dividing it by total number of arts student if the class consists of few arts, science and commerce and management student in that case average mark of art section is illogical and unscientific.
5. Aggregate change: Over all changes may not affect all section of society in the same manner. Aggregative change effect different groups of people in a different manner for example a 10% rise in price level will have adverse effects on consumer while it will have favorable effect on sellers.
6. Implies that new policies are not required: If the government is solely guided by macroeconomic analysis, it means it may lead to the believe that no change have assume in the entire system even though there are considerable changes in different sector of the economy. For example agriculture prices may come down by 10% and industrial product prices may go up by 10%. in that case there is no change in general price level as the two sides of price changes are neutralize by each other. But actually, price support policy is required in case of agriculture price and price control policies required in case of industrial policy goes to stabilize in the general price.
Q.2. Explain the principle of effective demand and Keynesian theory of employment.
Ans. Keynes theory is based on empirical foundation and has policy implication. Keynes did not have much faith in laissez- faire policy and its automatic adjustment for optimization. The theory favored capitalism he suggested a reform in pure capitalism through government intervention in economic field of making necessary adjustment in order to ensure smooth operation of a free enterprise economy. Thus Keynes book in fact is a reputation of the foundation of laissez faire.
Keynes theory also indicates the mode of monitory and fiscal policy in different economic situations like inflation and deflation. Keynes policy measures like deficit financing are being adopted by many developing countries as a mean of development of finance. “Keynes  did not forget new tools of analysis Just for the love of tools making his ideas are operational significant and have been translated into action of statement.
Keynes explain the theory of employment on the basis of effective demand in his book ‘general theory of employment, interest and money’ His theory is based on short run it is assume that capital equipment, population or manpower, technical knowledge, labor efficiency remind constant. Keynes theory says that the quantity of employment depends on the level of income and output. If this factors are fixed the national income can be increased only by employing more labor. According to Keynes the increase in national income would mean increase in employment. The larger the volume of employment larger the national income. Keynesian theory of employment is based on the principle of effective demand.
Explanation of Effective Demand:
Effective demand is that total demand which is equal to total supply. In another words effective demand is the point where aggregate demand curve and aggregate supply curve intersect. AD is the total consumption expenditure and investment expenditure, as output income and employment increases aggregate demand increase for each level of employment and income, there will be for responding level of aggregate demand but all the aggregate demand not effective demand. Aggregate demand which is equal aggregates supply is effective demand. He explained his principle of effective demand using aggregate demand function or price which becomes effective because it is equal to aggregate supply price and thus represents a position of short run equilibrium.
Aggregate Demand Function:
   The aggregate demand function or price for the output of any given amount of employment is the total sum of money or proceeds which is expected from the sale of output produce when the quantity of labor is employed. The aggregate demand price represents the expected receipts when a given volume of employment is offered to workers.
Aggregate Supply Function:
The aggregates supply function is when any given number of workers is employed if the total cost of production of the output as a certain level of employment. It is the sum total of all payment made by entrepreneurs for all the factors of production producing the output. We can prepare an aggregate supply price schedule according to the total number of workers employed in the economy and we can have a corresponding aggregate supply price or aggregate supply function. The greater the amount of employment offered by the employees taken together to the workers in the economy.
Assumption:
· Perfect competition: There will be a high degree of competition in the markets
· Short period: The theory is based on the short period
· Operation of diminishing returns: There is the operation of diminishing returns to productive sources or increase in costs
· Absence of government part in economic activity: The government plays no significant part either as taxes or as a spender.
· A closed economy: There is absence of the influence of exports and imports.
· Static condition: The general theory does not trace out the effect of the future on the presence economic event clearly.
· Heroic aggregate: The relation aggregate like the national income saving and investment are better tools. In this diagram the curve AD represents ADF and the curve AS represent ASF. The two curves intersect each other. This is the point of effective demand at this point ADF and ASF are exactly balance.  ON is the employment available OR are the receipts.
Q.3. Explain Keynesian Psychological Law of Consumption.
Ans: The Keynesian concept of consumption function stems from the fundamental psychological law of consumption which states that there is a common tendency for people to spend more on consumption when income increases but not to the same extent as the rise in income because a part of the income is also saved thus community as a rule consumer as well as saves a larger amount with rising income.
Keynes propounded a psychological law which is based on consumption. The law believed that, aggregate consumption is a function of aggregate disposable income. This law is a statement of a very common tendency that when income increases, consumption also increases but not to the same extent as the increase in income. 
Keynes psychological law of consumption depends upon three related propositions;
i. That when the aggregate income increases, consumption expenditure will also increases, but by a somewhat smaller amount.
ii. That an increment of income will be divided in some ratio between saving and spending.
iii. An increase in income is unlikely to lead either to less spending or less savings than before.

Assumptions:
1. Keynes assumes that the existing psychological institutional complex remains constant.
2. The second assumption of law is that, there exist normal circumstances in the country and that there are no abnormal conditions.
3. The third assumption is that the country is rich. Prospectus and follows a policy of Laissez Faire. The law shall have little or no validity in a poor community. 

Consumption function or propensity to consume means whole of the schedule showing consumption expenditure and levels of income. If consumption is represented by C and income is Y, then the propensity to consume is C(Y).
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The relationship between income and consumption is measured by the average and the marginal propensities to consume.

1. Average propensity to consume (APC): APC is a relationship between total consumption and total income in a given time period. In other words, APC is the ratio of consumption to income. Thus APC = C/Y where C stands for consumption and Y for income.
2. Marginal Propensity to consume (MPC): MPC means the incremental change in consumption as a result of given increment in income. Thus, the MPC is the ratio of change in consumption to the change in income. Thus MPC =     C/    Y.
Where C is incremental change in consumption and Y is incremental change in income. The symbol delta indicates the change in consumption or income. 
Implications of law
· Highlighting the crucial importance of investment in an economy: The vital point in the law is the tendency of people not to spend on consumption the full amount of an increase in their income. There is thus a gap between aggregate income and aggregate consumption. Assuming the consumption function to be stable during short run period the gap will widen with increase in income. This gives rise to the problem of investment Keynes stresses that investment is the crucial and initiating determinant of level of income and employment.
· Refunding says law: It refutes says law of Market by indicating the demand deficiency possibility of over production.
· Explanation to the business cycle: An explanation of the turning point of a business cycle is also provided by this law. The law explains the revival of the marginal efficiency of capital and turning point of the recovery from a depression on the basis of the fact that when income is reduced consumption expenditure does not decrease in the same proportion.


Q.4. what is Business Cycle? What are the features and phases of Business Cycle?
Ans: Business cycle or trade cycle is a prominent feature of the capitalist economy. They refer to the regular fluctuations in aggregate economic activity. They appear in regular intervals. A trade cycle is a purely monetary phenomenon. 

Features of Trade Cycle.
1. A business cycle shows a wave like variations in economic activity.
2. A business cycle is an economy wide phenomenon when their set in the industrial sector soon spreads to other sectors.
3. A business fluctuation tends to occur. They appear again and again after the lapse of sometime.
4. Trade cycle are self-rein forcing or cumulative on the cyclical movement starts in one direction it tends to feed on itself and passes through its stages.

Phases of Business Cycle.
 A business cycle is commonly divided into four phases.
· Prosperity phase: expansion on upswing
· Recessionary face: a turn from prosperity to depression
· Depression phase: contraction or down swing
· Revival or recovery phase: the turn from depression to prosperity.
· Prosperity Phase : Heberler defines prosperity as a state of affairs in which the real income consumed, real income produces and level of employment are high or rising and there are no idol resources or unemployed workers or very few of either
     As heberler points out the characteristics feature of prosperity are:
· a high level of output and trade
· a high level of effective demand
· High marginal efficiency of capital
· Price inflation
· A  rising structure of interest rate
· The large expansion of bank credit
· Overall business optimism
· Tendency of the economy to operate almost at full capacity along its production possibility Frontier.
· Recession Phase: Where prosperity ends the recession begins. Recession relates turning point rather than a phase it last relatively for a short period of time. it marks the point at which the forces that makes for contraction finally win over the forces of expansion liquidation in the stock market, relevant to borrow bank loan and decline in prices are its outward symptoms. The stock market is the first to experience that downfall as they will be sudden and violent changes in the prevailing atmosphere during recession. Businessman loses confidence everyone feels pessimistic about the future profitability of investment. Hence investment will be drastically curtailed and production of capital goods industries will fall.
   During the recessionary face the banking system and the people in general try to attend great liquidity. Therefore credit sharply contracts, business expansion stops, orders are cancelled and workers are laid off. There is a general drive to contract the scale of operation, leading to increase in unemployment. thus income throughout the economy falls. Reduced income causes profit and business activity declines.
· Depression Phase:  During depression the most deplorable condition prevails in the economy. Real income consumer, real income produce and the rate of unemployment fall or reach subnormal levels due to the idol resources and capacity.
 As Heberler Points out the feature of depression are the reverses of prosperity.
· Shrinkage in the volume of output trade and transaction
· Rise in the level of unemployment
· Price deflation
· Fall in the aggregate income of the community
· Fall in the structure of the interest rates
· Curtailment  in consumption expenditure and reduction in the level of effective demand
· Collapse of the marginal efficiency of capital and decline in investment demand function
· Contraction of bank credit etc.
 In short a depressionary period is characterized when overall curtailment of aggregate economic activity at its bottom. Thus depression and prosperity differ in degree rather than in kind. In the former economic activity at its through while in the latter, economic activity is at its peak.
· Recovery phase: The revival or recovery face referred to the lower turning point at which an economy undergoes changes from depression to prosperity with an improvement in demand for capital goods, recovery sets in. when the demand for consumption puts rises or when the capital stock increases de demand for capital goods will rise and new investment will be induce such induced investment will cause a rise in employment and income. the increase income in turn will lead to a rise in consumption which will push up the demand further in which in turn will leads the rise in prices, profit, further investment, employment and income. Once the expansionary movement starts this is how it gathers momentum during the revival period, level of employment output and income slowly improves stock markets becomes more sensitive during this period.
Q.5. Summarise the Innovation theory of trade cycle.
Ans. Joseph A. Schumpeter, a renowned Austrian-American economist, developed the Innovation Theory of Trade Cycle to explain the causes of economic fluctuations in a capitalist economy. According to him, the main cause behind economic growth and business cycles is innovation introduced by entrepreneurs.
The other theories focus on external factors like monetary changes; Schumpeter’s theory emphasizes the internal dynamics of capitalism especially the role of entrepreneurial innovation as the root cause of trade cycles. He believed that innovations occur in clusters and trigger waves of economic expansion, which are later followed by recessions and depressions once the effects of the innovations are fully absorbed.
This theory is also called the Innovation Theory of Trade Cycles was developed by Joseph A. Schumpeter, an Austrian-American economist. He explained business cycles (or trade cycles) through technological innovations and their effects on investment and economic activity.
The theory involves the development of his model in to two phases. The first deals with the impact of innovation and the other is reaction to the original impact of innovation. According to Schumpeter innovation means the changes in the production of goods and also consists introduction of new goods, introduction of new methods of production, opening of new markets, discovery of new source of raw material, etc. these are the main causes of trade cycle.
The theory of Schumpeter explains the role of an innovator and an entrepreneur. An entrepreneur is not a man of ordinary ability but one who introduces something entirely different and new. An entrepreneur require two things to perform his economic functions that is 1. The existence of technical knowledge and 2. The power of disposal over the factors of production in the form of bank credit. 
The innovating entrepreneur is financed by the expansion of bank credit. Since investment is an innovation is risky, an entrepreneur must pay interest on it. With his newly acquired funds, the innovator starts bidding away resources from other industries. Money income increases ,prices begin to rise, thereby stimulating further investment. The new innovation start producing goods and there is an increased flow of goods in the economy . Further supply exceeds demand. Price and cost of production of goods starts declining until recession sets in. Because of the low prices of goods, producers are not willing to expand production. During this period of recession, credit, prices and interest rate decline but total output is likely to average larger than in the preceding prosperity. 
Thus Schumpeter's 1st approximation consists of two phase cycle. The economy starts at the equilibrium state, rises to a peak and then starts downward into a recession and continues till the new equilibrium is reached. This new equilibrium will be at a higher level of income than the initial equilibrium because of the innovation which started the cycle.
, other entrepreneurs follow it. Innovation is one field induces innovations in related fields. Generally money incomes and prices rise and help to create a cumulative expansion throughout the economy. With the increase in the purchasing power of consumers, the demand for the products of old industries increases in relation to supply. Prices rise further profit increases and old industries expand by borrowing from the banks. It induces a secondary wave of credit inflation which is superimposed on the primary wave of innovation. Over optimism and speculation add it further to boom. After a period of gestation the new products starts appearing in the market displacing the old products and enforcing a process of liquidation readjustment and absorption.
The demand for all products is decreased their prices fall. The old firms contract output and some are even forced to run into liquidation. As the innovators start sleeping bank loans out of profits, the quantity of money is decreased and prices tend to fall. Profits decline. Uncertainty I risk increases. The impulse for innovation reduce and eventually comes to an end depression sets in I'm the painful process of readjustment to the point of previous neighborhood of equilibrium begins ultimately the natural forces of recovery brings about a revival
Q.No.6. Define Tax. What are its merits and de-merits?
Ans: Taxes are compulsory payments to the Govt. without expectations of definite return or benefit to the tax payer. Dalton says, A tax is a compulsory contribution imposed by a public authority irrespective of the exact amount of service rendered to tax payer. 

Merits of Direct Tax.
1. Economy: The administrative cost of colleting these taxes are low because the same officers who assess small income or properties can assess large income and properties. 
2. Certainty: These taxes also satisfy the cannon of certainty. The tax payer is certain as how much of is expected to pay.
3. Equity: Direct taxes are considered as to be just and equitable because they are generally based on principle of progression.
4. Reduction in inequalities: As the direct taxes are progressive, rich people are subjected to high rates of taxation. These taxes help to reduce inequalities in incomes. 

Demerits of Direct tax
1. Unpopular: The direct taxes are generally not shifted and therefore, they are painful to the tax payer. Hence such taxes are unpopular in nature.
2. Possibility of Evasion: A tax is said to be a tax on honesty, it is not equated only when the tax payer is honest otherwise it can be evaded through fraudulent practices.
3. Exemption of low income group: If only direct taxation is resorted, the low income group people cannot be approached by direct taxes on the basis of ability or equality. 

Merits of Indirect Taxes:
1. Difficult to Evade: Indirect taxes are generally included in the price of commodities purchased. Evasion of an indirect tax will mean giving up the satisfaction of a given want. 
2. Elastic: Taxes imposed on commodities with inelastic demand are elastic.
3. Can be Progressive: Indirect taxes can be made progressive by imposing heavy taxes on luxuries and exempting articles of common consumption. 
4. Productive: The income from indirect taxes can be made highly productive by imposing few taxes each yielding a substantial amount of revenue.
Demerits of Indirect Tax
1. Regressive: Indirect taxes are generally regressive in nature as they fall more heavily upon the poor than upon the rich. 
2. Reduction in savings: Indirect taxes discourage savings because they are included in price and people have to spend more on essential commodities and are left less to save.
3. Uncertainty: The income from indirect taxes is said to be uncertain, because the taxing authority cannot accurately estimate the total revenue from indirect taxes. 
4. No civil consciousness: Indirect taxes are collected through middlemen like traders and hence they have no direct impact. 

Q.No.7. what is public expenditure? Explain the causes for increase in public expenditure in recent years.
Public expenditure is expenditure which is incurred by the government for its own maintenance and for prevailing the economic and social welfare of the people. Modern governments have to perform complex functions due to the increase urbanization and industrialized. Public expenditure, like any form of spending, can be driven by various factors, including economic, social, political, and institutional considerations. Here are some common causes.
Causes for increasing public expenditure:
1. Increase in population: In India the population has increased at an alarming rate .The government has to create the need of the increasing population the demand for various government services like education, public health, transport, administration and maintenance of law and order has increased.
2. Defence expenditure: The government has been large defence expenditure to prepare the country for war to defence itself. Even if war is not on .huge amount are spend on preparing for it. The arms race between countries and development of sophisticated armaments has resulted in massive defence expenditure in all the countries.
3. Growing state function: Earlier the function of the state was mainly the maintain to law and order in the country. But the modern States have now becomes welfare state which provides social security schemes to the citizen thus a government has to incur huge expenditure on such activities like old age pension, unemployment allowance, sickness benefit etc.
4. Developmental functions: A country like India is desires of rising the standard of living of the people much expenditure is incurred on economic and social overheads and to develop agriculture and industry etc. All these development activities of the government results in an increase in public expenditure.
5. Providing public utility services: The government has to provide more of public utility services example water, electricity, transport etc. this leads to expansion in the administrative machinery in the country. The expenditure on administration has increased shortly due to the revision of pay scales of the Government employees.
6. Increase burden of subsidies: In many countries the government incurs expenditure on subsidies to the various sections of the society. In India the government provides subsidies on food, fertilizers etc. these subsidies have increased shortly in the recently adding to the growth of public expenditure.
7. Revenue Constraints: The availability of revenue sources, including tax revenues, grants, loans, and borrowing capacity, can influence government spending decisions. Fiscal constraints may limit the extent to which governments can expand expenditure in certain areas or require prioritization among competing demands.
8. Technological Advancements: Technological advancements and innovations can influence government expenditure patterns by creating new opportunities for investment in infrastructure, research and development, digitalization, and modernization of public services.
9. Political Considerations: Political factors, including electoral cycles, public opinion, interest group pressures, and bureaucratic dynamics, can shape government spending decisions. Politicians may allocate resources strategically to gain electoral support or satisfy influential stakeholders.
Q.8. write short notes on any two of the following.    
A). classical theory of Employment. 
Ans: The classical theory of employment is also called as Says Law of Market. The classical theory was propounded by J.B.Say, David Ricardo and others. Says Law is foundation theory. Assumption of full employment as a normal condition of a free market economy is justified by classical economists by a law known as Says law of markets. It was thus law on the basis of which classical economists thought that general over production and general unemployment were impossible. 

Statement of the Law:
According to classical economists it is supply which creates demand. It is the production which creates market for goods for selling at the same time buying and more of production more of creating demand for other goods. Every producer finds a buyer. Every supply of output creates an equivalent demand for output. So that there can never be a problem of general over production. 
Classical economists describes an important fact about the working of the free economy that the main source of demand is the sum of incomes earned by the various productive factors from the process of production. The employment of unutilised labour and other resources pays its own ways because its enlarges the market demand for goods by an amount equivalent to the income created and the value of output produced. A news productive process b paying out income to its employed factors, generates demand at the same that it as to supply. It is thus production which creates market for goods. It is the cause and sole cause of demand. 
	David Ricardo, the chief among the classical economists said, no man produces but with vies to consume or sell and he never sells but with an intention to purchase some other commodities, which may be useful to him which contributes to future production. In the words of James Mill “Consumption is co-extensive with production. Says Law was faithfully followed by the neo-classical economists like Marshall and Pigou.
	Thus supply creates its own demand not only at the same time but also to an equivalent extent. Demand is generated simultaneously through the act of supply because supply creates income in the form of wages, interest and profit. 

Assumptions of the Law:
1. The law can operate only in a free exchange economy where there is perfect freedom for the buyers and sellers.
2. There is free flow of money incomes.
3. Savings are equal to investment and this equality is brought about by flexible interest rate.
4. The Govt. follows the policy of Laissez faire and does not interfere in any manner with the operation of the market forces. 
5. The size of the market is limited by the volume of production only then will demand equals supply. 

B). circular flow of National Income.
Ans: The circular flow of national income and expenditure illustrates the process where by the national income and expenditure of an economy flow in a circular manner continuously between different sectors. 
	Three sector economies includes Govt. sector. It balanced household sector as well as firms sectors by the way of taxation. 
	We take the household business and Govt. sectors together to show their inflow and outflows in the circular flow. As already noted, taxation is a leakage from the circular flow. It tends to reduce consumption and saving of the household sector. Reduced consumption, in turn reduces the sales and incomes of the firms on the other hand; taxes on badness firms tend to reduce their investment and production. 
	The govt. affects these leakages by making purchases from the business sectors and buying senses of the household sector equal to the amount of taxes. Thus total sales again equal production of firms. In this way, the circular flow on income and taxes are leakages. It shows that taxes flow out of the household and business sectors and go to the govt. Now the govt. makes investment and for this purchases goods from firms and also factors of production from households. Thus govt. purchases of goods and services are an infection in the circular flow of income and taxes are leakages. 
	So far the circular flow of income and expenditure has been shown in the case of a closed economy. But the actual economy is an open one where foreign trade play an important role. Exports are an infection or inflows into the economy. They create incomes for the domestic firms. When foreigners by goods and services produced by domestic firms, they are exports in the circular flow on income. On the other hand, imports are leakages from the circular flow. They are expenditure incurred by the household sector to purchase goods from foreign countries. These exports and imports in the circular flow. It is with the help of circular flow that the problems of disequilibrium and the restoration of equilibrium can be studied.
	The role of leakages enables us to study their effects on the national economy. For Eg. Imports are a leakages out of the circular flow of income because they are payments made to a foreign country. To stop this leakages govt. should adopt appropriate measures. So as to increase exports and decrease imports. The study of circular flow also highlights the important of monetary policy to bring about the equality of saving and investment in the economy. It shows that equality between savings and investment comes about through the credit or capital market. The credit market itself is controlled by the govt. through monetary policy. When saving exceeds investment or investment exceeds savings money and credit policies help to stimulate or retard investment spending. This is how a fall or rise in prices is also controlled. 
C). liquidity preference theory of Keynes.
Ans: Lord Keynes, one of the greatest economists of the 20th Century propounded this theory. According to him “interest is the reward for parting with liquidity for a specified period of time. Money is demanded because it is the most liquid of all assets and people wish to hold their assets in the most liquid from i.e. in the form of cash. How much money a person keeps in the form of ready cash and lends the remainder depends upon his liquidity preference. It may be defined as the desire of the people to hold wealth in the form of cash balances rather than in the form of some assets like bonds, securities, bill of exchange, land gold, etc. 
In the words of Prof.A.L.Mayers “Liquidity preference is the preference to have an equal amount of cash rather than claims against other”. Thus the demand for money according to Keynes is the demand to hold money cash balances. 
Interest is the price that has to be paid in order to induce the lender to part with money. The rate at which interest will be paid depends on the strength of the preference for liquidity in relation to the total quantity of money available to satisfy the desire for liquidity. The stronger the liquidity preference the higher is the interest rate and the greater the quantity of money, the lower is the rate of interest. A decrease in liquidity preference of the people may be either met by an increase in interest rate or by an increase in total supply of money. As money supply cannot be increase by the people, the direct result of an increase in liquidity preference lead to an increase in the interest rate. An increase in interest rate implies a higher reward to those who give up their cash holding. 
Q.9. Answer any two of the following.
A) Explain Hawtreys theory of Trade Cycle
Ans: According to Prof. R.G.Hawtrey, the Trade Cycle is a purely monetary phenomenon. It is changes in the flow of monetary demand on the part of businessmen that lead to prosperity and depression in the economy. He opines that non-monetary factors like strikes floods, earthquakes, drought wars etc. may at best cause a partial depression, but not a general depression. In actually, cyclical fluctuation are caused by expansion and contraction of bank credit which inturn lead to variations in the flow of monetary demand on the part of producers and traders. Bank credit is the principle means of payment in the present times. Credit is expanded or reduced by the banking system by lowering or raising the rate of indirect or by purchasing or selling securities to merchants. This increases or decreases the flow of money in the economy and thus bring about prosperity or depression. The expanded phase the trade cycle start when banks increase credit facilities. They are provided by reducing the lending rate of interest and by purchasing securities. These encourages borrowings on the part of merchants and producers. This is because they are very sensitive to changes in the rate of interest. So when credit because cheat, they borrow from banks in order to increase their stocks or inventories. For this, they place larger orders with producer who in turn, employs more factors of production to meet the increase demand. Consequently money incomes of the owners of factors of production goods. The merchants find their stocks beng exhausted. They place more orders with producers. This leads further increase in productive activity, in income outlay demand and a further depletion of stocks of merchants. According to Hawtrey increased activity means, increase demand and increased demand means increase activity. A vicious circle is set up a cumulative expansion of productive activity.  
B). Principles of Taxation.
1. Maximum social benefit: According to “Dalton, that system of taxation is the best which is based on the principles of maximum social advantage. To achieve this, the taxes should be levied on different section of people in such a way that the marginal sacrifice of different taxes should be the same.
2. Equality in the distribution of tax burden: There are two aspects to the problem of equality. The first is the proper treatment of persons i like circumstances. The second aspect of equality in taxation.
3. Rights of tax payers: A sound tax system will have to safeguard the interests of the tax payers. In a democratic set up, the rights of tax payers have to be continuously kept in mind.
4. Universal application of taxes: Each individual should pay according to his ability to pay and the individuals possessing the same ability to pay should contribute the same amount by way of taxes without any discrimination.
5. Elasticity: The taxation system should provide to the govt. increase income with the increase in the national income o the country. The taxation system should also yield more income when the govt. expenditure goes up.
6. Convenience: The govt. should keep in view the convenience of tax payer while devising the taxation system of the country. 
7. Absence of tax evasion: The tax system of the country should be so devised as to leave no scope for tax evasion on the part of the tax payers.
8. Optimum allocation of resources: The tax system should be no framed as to ensure that the productive resource of the economy are optimally allocated and utilised. 
C). Methods of repayment of public debt:
Due to increase in the activities of the Government the volume of public expenditure has rising over the years and every time it is not possible to meet an increase expenditure through the traditional source of revenue that is taxes beside increase in taxes are unpopular with the general public thus the Government obtains additional revenue through borrowing. In present times borrowing by the government has become a routine method of financing along with other resources of rising revenue. Public debt or government debt is the debt which the government owes to individual, business enterprise or banks it can borrow from within or outside the country. There are various methods of debt repayment. They are. 
1. Budgetary surplus: Sometimes the government is able to generate surplus in its budget and it can utilize this surplus to repay its debt but this is a rare phenomenon. As modern Government follow a deficit budget policy more over if a surplus is generated it is insignificant and cannot be used to reduce the burden of public debt.
2. Purchase of Government bonds: The government may purchase its own bonds and security from the market. this results in automatic liquidation of the debt liability of the government
3. Refunding: It is the process by which the government raises new bonds to pay off the maturity bond. Simply stated, it means that the government takes a fresh loan to repay an older one. In this way the monitory burden of the debt is not liquidated but it is postpone to some future date.
4. Debt conversion: This method is used to reduce the burden of the interest debt into low interest debt. The government may have borrowed during the time when the rate of interest was high but if the general rate of interest in the market falls then the government may convert old High interest loan into a new low interest loan. This reduces the burden of the government but is possible only when the government enjoys good credit worthiness.
5. Sinking fund: Sometimes the government creates separate fund known as sinking fund for the purpose of repaying it debt. The government credits certain amount of its revenue every year for the repayment of the outstanding debt. The sum which is set aside is so calculated that over a certain period. The total sum accumulated along with its interest is enough to pay off the loan. Sinking fund method is the most important and systematic method of debt redemption.
6. Terminal annuities: Under this method the government pays its debt in equal annual installment which include interest and principle amount. These annual payments are called annuities. this method reduces the burden of debt every year and with the time of maturity of the debt it is already fully paid off
7. [bookmark: _GoBack]Export surplus: Generally the method discuss above are used to repay internal debt, but external debt need to be repaid in foreign exchange and this is possible by creating an export surplus. If the foreign loans are invested in those industries which produce exportable goods, then the loans can be easily repaid. However, if the loans are using for unproductive purposes then the export surplus can be generated by reducing the availability of goods for domestic consumption. in this case that burden may felt by the public.
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