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Course

Objectives:
● To explain the various concepts of consumption theories.

● To aware the students about the different theories of interest rate.

● To familiarise the students with problems of inflation and its solution.

● To describe the monetary policy and its applications.

 

Course outline

Unit Unit Description Weightage

1. Consumption Function:

Concept: Properties of consumption function- Keynesian Psychological Law of

Consumption and it's validity- The functional relationship between income and

consumption- Short and long run aspects- Post-Keynesian consumption function

hypotheses: Duesenberry's demonstration effect Friedman's permanent income

hypothesis, Modigliani's life cycle theory- multiplier: Meaning, working and importance-

Leakages- Balanced budget multiplier-Multiplier in the under developed countries.

20%

2. Theory of Interest:

Interest rates and price expectations- Nominal and real interest rates- Inflationary

expectations and Interest rates- Theories of Interest rates: Classical, Neo-Classical,

Keynesian and modem IS-LM theory of rate of interest by Hicks and Hansen and its

implications- Structure of rate of interest- Asset prices and interest rates- Term structure-

Income, saving and investment and rate of interest- Policy of administered interest rates-

Deregulation of interest rates.

25%

3. Theory of Inflation:

Concept- Sources of inflationary pressure: Demand-pull, Cost-push factors, Sectoral

demand shift- International aspect of inflation- Ratchet inflation- Inflation in less

developed countries- Inflationary gap- Inflation and distribution of income-Stagflation-

Control of inflation: Income policy, demand restriction, monetary policy, fiscal policy-

Philips curve analysis: Relationship between unemployment and inflation- Samuelson and

Solow: The natural rate of- Unemployment hypothesis, Tobin's modified Philips curve.

25%

4. Monetary Policy:

The theory of monetary policy: Meaning, instruments, indicators and targets of monetary

policy- External versus internal stability- Neutral money policy- Monetary policy and full

employment- Cheap money policy- International banking and monetary policy- Constant

money supply approach- Long-term objectives of monetary policy- Limitations of

monetary policy- Rules versus discretion (Friedman's views)- Money and business cycles-

Role of monetary policy in liberalization and market economy- Monetary policy of the

Reserve Bank of India (RBI). Monetary Equilibrium: Concept - Walras' theory of

30%
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general equilibrium- Patinkin's reformulation of theory Classical dichotomy.

 

Teaching-

Learning 

Environment

The course would be taught/learnt through various means like lectures, discussions,

writing assignments, viva-voce, seminars presentations, browsing online-resources 

relevant to the content, participating in co-curricular, extra-curricular activities.  

 

Evaluation Pattern

Sr. 

No.

Details of the Evaluation Weightage

1. Internal Written / Practical Examination 15%

2. Internal Continuous Assessment in the form of Practical, Viva-voce, Quizzes,

Seminars, Assignments, Attendance, Participation in co-curricular and extra-

curricular activities 

15%

3. University Examination 70%

 

Course Outcomes: Having completed this course, student will be able to:

1. Apply the concepts of consumption theories to understand the economic activities.

2. Understand the determinants of interest rate.

3. Identify the problems and remedies of inflation.

4. Get idea about the changes taking place in the monetary policy.
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