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The General theory of Employment Interest and Money




> level

effective demand mand of the
in the economy
at a p > flow of income

because one man’s ¢ ome. The flow of expenditure

also represents the value of total output. Total expenditure consists consumption

expenditure and investment expenditure.



® Effective demand dépends'upn agéregd’re demand and aggregate supply
® function.



Price in Rs. {crs.}

175
250
325
400
475
S50



ASP in Rs crores
100
200
300
400
500
600
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175 100
250 200
325 300
400 400
475 500
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. Equality between aggregate demand and aggregate supplys

does not necessarily indicate the full employment. in

®* Under employm equ oe explained i’rh the help of figure.

-



demand or

r increase in both
shifts upward so that it

sgate supply curve at point R.
seen that the intersection of aggregate
demand and aggregate supply curves at point
equilibrium 1s established at full employ
level ON|




® Aggregative in nature —

tive Demand — ‘ - is depend on

effective demand. B _ at employment may be depend on skill

invention and techniques as well.




® I|gnores Long Run Problem

® Theory is not general ive demand is not

applice olem is of inelastic

supply and not of ¢ regate demand. Its application is limited

to developed nations
. /
)/ .



® Does not provide comprehensive solution of unemployment

® Relationship between Effective Demand and Employment

-

® Critics po e ’rionship between

Effective Demand and Emplk fact everything depends upon the complex

inter relationship of wages, prices and money supply. Keynes did not provide any
& evidence of the functional relationship between Effective demand and Employment.
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