spending, if the spending capacity
of this household increases to 60
rs then it can demand more
goods/services in the economy.)
and it can lead to demand pull
inflation in the economy. Hence,
statement 4 is correct.

Rising interest rates- It decreases
the money supply in the
economy. This may result in credit
crunch in the economy. It is
costlier to borrow money in the
economy and it leads to
decreased money supply. So, it
can not cause demand pull
inflation in the economy.

Hence, statement 5 is not correct.

system: An expansion of
the money supply with
too few goods to buy
makes prices increase.
Cost-push inflation
occurs when overall
prices increase
(inflation) due to
increases in the cost of
wages and raw
materials (inputs).
Hence option 2 is not
correct.
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