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(1) Deflation,

™ NI uﬂlu"ce G.l : - FREET———— IHI:H,\["':.‘

{I'Jcﬂalinn 1S the classical ICi
. ‘ r"‘Ed c eI -
yments. Deflation e s ICine for correcting he deficit i the

: reducing the quantity of mopey ;

o ‘ Y In orde

- ‘;:i:.h?h:‘z::i :::ln:'pte of :ihl:f pc:plm € central bank, by raising the bank m;: I[:-[: :
- | IKetand by other methods can reduc he v l

*h will lead to a fall in o P My e

. ' prices and money income of the people.(Fall |
XPOrts and reduction in income checks imports. Thys. deflati .
balance (/) by encou

ugh reduction in their pri d (i) by di
MDO Imughmmd . o g p CI'E'"-" dn “” :!’dl".'nC

L

. . » @ higher interest rate in the d
Ket will attract foreign funds which can be used for correcting disequilibrium.
(2) Depreciation. Another me ing di '

. e ibrium in the balance of pay
“Preciation. Depreciation means a fall in the rate of exchange of one currency (home curr

ns of another (foreign cun'ency)@ currency will depreciate when its supply in the foreign
ket is large in relation 10 its demand. In other words, a currency is said to depreciate if i
s in terms of foreign currencies, i.e.. if more domestic currency is required to buy a
MWEIgN currency. The effect of depreciation of a currency is to make imports dearer and
eaper. Thus, depreciation helps a country to achieve a favourable balance of payments by ¢
orts and stimulat; exports)
- (3) Dy Devaluation refers to the official reduction of the external values of a ¢
he difference between devaluation and depreciation
f external value of a currency by the Government,

depreciation means an automatic fal

value of the currency by the market forces ?hﬂ former is arbitrary and the latter is ¢
f Mmchamsmai:us. devaluation serves on

y as an alternative method to deplfcciatl

. y the same thing, i.e. decrease in the value of currency in terms of foreign

oth the methods can be used to produce the same effects ; they discourage imports, e

Xpor g nd thus lead to a reduction in the balance of payments d:ﬁcil)
e g,

..ﬂ-n..—..l.—.-.'.l | f. L R ) LA















41V Macroeconomic Theory f

export commodities. These, in turn, create more demand |
within the economy. -

Factors Affecting Supply ,
There are also certain factors which operate on the opp! sit -
reduce the aggregate supply. Some of the factors are as follows: ,,k
. Shortage of Factors of Production. One of the ’

the supplies of goods is the shortage of such factors as labour, raw materi
power supply, capital etc. They lead to excess capacity and reduction in

tiiz/produclion.

- Industrial Dispuies. In countries where trade unions are powerful, th
also help in curtailing production. Trade unions resort to strikes and if th
happen to be unreasonable from the employers” viewpoint and are prolonges
they force the employers to declare lock-outs. In both cases, industrial produg
tion falls, thereby reducing supplies of goods. If the unions succeed in raisis
money wages of their members to a very high level than the productivity o
labour, this also tends to reduce production and supplies of goods.

. Natural Calamities. Drought or floods is a factor which adversely affe
the supplies of agricultural products. The latter, in turn, create shortages of fog
products and raw materials, thereby helping inflationary pressures.

/4. Artificial Scarcities. Artificial scarcities are created by hoarders and spect
lators who indulge in black marketing. Thus they are instrumental in reducia
supplies of goods and raising their prices. |
_A. Increase in Exports. When the country produces more goods for ex;
than for domestic consumption, this creates shortages of goods in the domestié
market. This leads to inflation in the economy. .

Jﬁ. Lop-sided Production. If the stress is on the production of L‘Uf_“f g
luxuries, or basic products to the neglect of essential consumer goods 11 55
country, this creates shortages of consumer goods. This again causcs inflatios

. Law of Diminishing Returns. If industries in the country arc 0= Co
machines and outmoded methods of production, the law of diminishii 1‘:‘ ;
operates. This raises cost per unit of production, thereby raising (he 1"
products. |  ohol

8. International Factors. In modern times, inflation is a “-U!-Li“ .

menon. When prices rise in major industrial countries, their t‘”f“'“, . in 08
almost all countries with which they have trade relations. Often ”“‘_‘L o M9
price of a basic raw material like petrol in the international markel 164

in the price of all related commodities in a country.
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