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ECONOMICS
CLASS - XII (2024-25)
Theory: 80 Marks 3 Hours
Project: 20 Marks
Units Marks Periods
Part A | Introductory Macroeconomics
National Income and Related Aggregates 10 30
Money and Banking 06 15
Determination of Income and Employment 12 30
Government Budget and the Economy 06 17
Balance of Payments 06 18
40
Part B | Indian Economic Development
Development Experience (1947-90) 12 28
and Economic Reforms since 1991
Current Challenges facing Indian Economy 20 50
Development Experience of India - A Comparison with 08 12
Neighbours
Theory Paper (40+40 = 80 Marks) 40
200
Part C | Project Work 20 20

Part A: Introductory Macroeconomics

Unit 1: National Income and Related Aggregates 30 Periods
What is Macroeconomics?

Basic concepts in macroeconomics: consumption goods, capital goods, final goods,
intermediate goods; stocks and flows; gross investment and depreciation.

Circular flow of income (two sector model); Methods of calculating National Income -
Value Added or Product method, Expenditure method, Income method.

Aggregates related to National Income:

Gross National Product (GNP), Net National Product (NNP), Gross Domestic Product
(GDP) and Net Domestic Product (NDP) - at market price, at factor cost; Real and
Nominal GDP

GDP Deflator, GDP and Welfare
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Unit 2: Money and Banking 15 Periods
Money - meaning and functions, supply of money - Currency held by the public and
net demand deposits held by commercial banks.

Money creation by the commercial banking system.

Central bank and its functions (example of the Reserve Bank of India): Bank of issue,
Gowvt. Bank, Banker's Bank, Control of Credit through Bank Rate, Cash Reserve Ratio
(CRR), Statutory Liquidity Ratio (SLR), Repo Rate and Reverse Repo Rate, Open
Market Operations, Margin requirement.

Unit 3: Determination of Income and Employment 30 Periods
Aggregate demand and its components.
Propensity to consume and propensity to save (average and marginal).
Short-run equilibrium output; investment multiplier and its mechanism.
Meaning of full employment and involuntary unemployment.

Problems of excess demand and deficient demand; measures lo correct them -

changes in government spending, taxes and money supply.

Unit 4: Government Budget and the Economy 17 Periods
Government budget - meaning, objectives and components.

Classification of receip!s - revenue receipts and capital receipts;
Classification of expenditure - revenue expenditure and capital expenditure.
Balanced, Surplus and Deficit Budget — measures of government deficit.

Unit 5: Balance of Payments 18 Periods
Balance of payments account - meaning and components;
Balance of payments - Surplus and Deficit
Foreign exchange rate - meaning of fixed and flexible rates and managed floating.
Determination of exchange rate in a free market, Merits and demerits of flexible and
fixed exchange rate.
Managed Floating exchange rate system
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Part B: Indian Economic Development

Unit 6:

Unit 7:

Unit 8:

Development Experience (1947-90) and Economic Reforms since 1991:

28 Periods
A brief introduction of the state of Indian economy on the eve of independence.
Indian economic system and common goals of Five Year Plans.

Main features, problems and policies of agriculture (institutional aspects and new
agricultural strategy), industry (IPR 1956; SSI - role & importance) and foreign trade.

Economic Reforms since 1991:
Features and appraisals of liberalisation, globalisation and privatisation (LPG policy);
Concepts of demonetization and GST

Current challenges facing Indian Economy 60 Periods
Human Capital Formation: How people become resource; Role of human capital in
economic development; Growth of Education Sector in India

Rural development: Key issues - credit and marketing - role of cooperatives;
agricultural diversification; alternative farming - organic farming

Employment: Growth and changes in work force participation rate in formal and
informal sectors; problems and policies

Sustainable Economic Development: Meaning, Effects of Economic Development on

Resources and Environment, including global warming

Development Experience of India: 12 Periods
A comparison with neighbours

India and Pakistan

India and China

Issues: economic growth, population, sectoral development and other Human
Development Indicators

Part C: Project in Economics 20 Periods

Prescribed Books:

1. Statistics for Economics, NCERT

2. Indian Economic Development, NCERT

3. Introductory Microeconomics, NCERT

4. Macroeconomics, NCERT

5. Supplementary Reading Material in Economics, CBSE

Note: The above publications are also availabie in Hindi Medium.
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Suggested Question Paper Design

Economics (Code No. 030)

Class XIl(2024-25)

March 2025 Examination

Marks: 80

Duration: 3 hrs.

SN

Typology of Questions

Marks

Percentage |

Remembering and Understanding:

Exhibit memory of previously learned material by recalling
facts, terms, basic concepts, and answers.

Demonstrate understanding of facts and ideas by
organizing, comparing, translating, interpreting, giving
descriptions, and stating main ideas

66%

Applying: Solve problems to new situations by applying
acquired knowledge, facts, techniques and rules in a
different way.

18

22.5%

Analysing, Evaluating and Creating:

Examine and break information into parts by identifying
motives or causes. Make inferences and find evidence fo
support generalizations.

Present and defend opinions by making judgments about
information, validity of ideas, or quality of work based on a
set of criteria.

Compile information together in a different way by
combining elements in a new pattern or proposing
alternative solutions.

18

22.5%

Total

80

100%
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BLUE PRINT
Unit Name of the unit Allotted | Very Short Short Long Total
marks | short answer | answer | answers
answer | type 1 type 2 (6
(Mcgs) | (3 (4 marks)
(Imark) | marks) | marks)
PART-A
Macro Economics
Unit1 | National Incomeand 10 D1 1) 3 Nil (1) 6 10 (3)
related aggregate Marks
Unit2 | Money and Banking 6 (2)1 Nil (1) 4 Nil 6(3)
Marks
Unit 3 Determination of Income| 12 31 Q)3 Nil Q)6 12 (5)
and Employment Marks
Unit4 | Government Budget and | 6 (21 Nil Q)4 Nil 6(3)
The Economy Marks
Unit 5 Balance of payments an( 6 21 Nil Q) 4 Nil 6(3)
Its Components Marks
PART-B Indian
Economic Development
Unit6 | DevelopmenExperience | 12 2)1 Nil (1) 4 Q)6 12(4)
(19471990) And Marks
Economic Reforms Since
1991
Unit 7 | Current challenges Facin| 20 4)1 (2) 3 Q) 4 (1) 6 20(8)
the Indian Economy Marks
Unit 8 | Development Experiencel 8 4)1 Nil Q) 4 NIl 8(5)
of India- A comparison Marks
with neighbours
SubTotal 80 1(20) 3(4) 4(6) 6(4)
Marks | Marks Marks Marks Marks 80(34)

Note: - Figures in Brackets Indicate the Number of questions and Figures outside the brackets indicate t

for each question
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INTRODUCTORY MACRO ECONOMICS
(PART A)

UNI T 1: NATI ONAL I NCOME AND RELATED AGGHEC

What i s Macroeconomics?

Basic concepts in macroeconomics: consumption Jgo
flows; gross investment and depreciation.
Circular fl| owsefctiomc onmna e(t)w Met hodsVadfu ec aAldcdueldgtoir

met hod, Expenditure met hod, I ncome met hod.
Aggregates related to Nation

Gross National Product (GNP), Net Nati onaDohRes|du
Producti ( NDP)

al |l ncome:

MACRO ECONOMICS : - Macro Economics is a branch of economics which studies egono

problems relating to economy as wholgggregate economic variabléke level of income, output pnd

employment.

KVS ZIET MYSORE

List the differences between micro economics and macro economics.

Micro economics Macro economics

1. | Micro economics studies individual units 1. | Macro economics studies aggregates of
of the economy. the country.

Ex: a firm, a consumer etc. Ex. National irome, inflation,
unemployment.

2. | The main objective of micro economics i 2. | The important objective of macro
study of optimum allocation of resources economics is study of economic growth,
determination of income and employme

3. | Its importantelements are demandand |3.|I t 6s key el ement s
supply. and aggregate supply.

4. | It is also known as price theory 4. | Itis also known as Income and
employment theory.

Goods In economics a good is defined as any physical object, manmade, that could command a prige in |
market and these are the materials that satisfy human wants and provide utility
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Make differences betweerConsumer goods and Capital goods

CONSUMER GOOB3 CAPITAL GOODS
1. These goods satisfy human wa 1. These goods satisfy human wants
directly indirectly

2. These are used as final goods _
consumption purpose 2.These are used for further production

3. These are relatively low value ) _
Comparison t@apnal goods 3. These gOOdS are rela“vely Of h|gh Valu

4. These include durable, sedurable, .
non-durable goods and services 4. These include durable and rdurable.

Q. Make differences betweerntermediate goods and Final goods

INTERMEDIATE GOODS FINAL GOODS

1. These goods used for further 1. These are used for final consumption.
Production or for resale. SS
2. These are demanded by producers. | 2. These are demanded by consumers.

3. These are with in the production 3. These are outside the production bound
boundary.

4. These goods will not be taken while | 4. These goods only will be considered wt
calculating National Income. calculating National Income.

Q. Classify the following goods intantermediate goods and final goods:

(i) Milk purchased by a household. (ii) Purchase of rice by a grocery shop.

(iif) Purchase of an air conditioner for use in shop.

(iv) Cloth used for making a sofet by the carpenter.
(Hfinal good becausmilk directly satisfies the wants of the household(s) or the consumer(s).
(i) intermediate good because rice is purchased for resale to its final users.
(iii) final good because air conditioner is investment expenditure as it adds to the capita stock
(iv)Cloth used for making a sofet by the carpenter is an intermediate good as it is used as a raw material.
Q Distinguish between Factor income and Transfer Income

Factor Income Transfer Income

1.1t is earned by factor of production like 1.It is received by normal people, organization

rent,interest, wages and profit

country like gifts, grants and donations

2.1t is earned due to some production procq

2.1t is received without any production process

3.ltis included in national income

3.lt is not included in national income

4. Eg. Rent, interest, profit, wages

Eg. Scholarship, gifts, grants, donations, aid

KVS ZIET MYSORE
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STOCK: - Quantity of an economic variable which is measured at a particular point of time.
Stock has no time dimension. Stock is static concept.

FLOW : Flow is that quantity of an economic variable, which is measured during the period of time.
Stock Variable Flow Variable

1. Stock is measured at point of time. 1.Flow is measured duringpeeriod of time.
Like per hour, per day, per year.

2.Stock is static concept. 2.1t is dynamic concept.

3. It does not have a time dimension 3. It has time dimension

4. Example: Wealth, capitad¥loney Supply 4. Example: Investment, income

CIRCULAR FLOW _ OF INCOME : It refers to the continuous circular movement of money and goods
and services in aeconomy.
Circular flow in a two -sector economy

Payment for goods and services (Money Flow)

) 4 | Supply of goods andservices
Ei (Real Flow) A 4
Irms House hold

? | A

Supply of Factors of Production (Real Flow)

Payment for Factor services (Money Flow)

Real flow: Under reaflow, households render factor services to the firms anfirthe produce goods

and services to pay for tlservices.

Money flow: It includes all monetary payments by firms to households for their factor services and by
households to the firm for the purchase of goods and services.

Base Real flow Money Flow
. It is the flow of goods and services L[ e ﬂO.W of money
Meaning . between firms and
between firms and households
households
It involves exchanges of goods an It involves exchange of
Exchange -
services money
Difficulty in Ui may be difficulties asarter There is no such difficulty i
system in exchange of goods and
Exchange Services case of money flow

KVS ZIET MYSORE
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Production Phase:Production unit assemble human factor

to factors of production is made for their contribution in
bk the production ExampleRent, wages.
Howor 2. Income Phase:They get rewarded in the form of Rent,
oo Wages, Interest, Profit. o
= 25 3. Expenditure phaseWe have got unlimited wants. In ordg
h to satisf these wants we spend our factor income and
purchase goods and services.

LEAKAGES:
- Leakages in the circular flow of income dine economic activities that remove money from the circulatior
within an economy, causing a reduction in the overall fidmcome. The primary types of leakages include
savings (S), taxes (T), and imports (M).

of production and produce goods and services and paymgnt

r

| NJECTIIONSecti ons in the ctheceXxter hdloweodnomico nac

money into the ec
t

no my| n ct ohneer echiyr ciunlcarteiansgi nwgi tt hhi er!
classified into r

0
h mai n categori es: govern

INVESTMENT : - Investment is the net addition made to the existing stock of capital.

NET INVESTMENT : - Gross investmerit depreciation.
DEPRECIATION:- It refers to fall in the value of fixed assets due to normal wear and tear, on passage cf
and expected obsolescence. Also know@@assumption of Fixed Capital a@lirrent Replacement Cost
INVENTORIES:-The unsold goods, unused raw materials or ggmshed goods which a firm carries from h
year to the next.

There are two types of stock

1. FIXED INVESTMENT:- Stock of Assets in end of yeaiStock of Assets in beginning of year.

2. INVENTORY INVESTMENT: - Stock of goods in end of yearstock of goods in beginning of year.
NET INDIRECT TAX (NIT) = Indirect Taxi Subsidies.

INDIRECT TAXEST Taxes impose by the government on production units., e.g. GST & Excise
Subsidied Financial assiance given by the government to production units, e.g, LPG to house hold /
Fertilizer to farmer

GROSS DOMESTIC PRODUCT AT MARKET PRICE: -

time

It is the money value of all final goods and services produced during an accounting year with in the domgstic

territory of a country.

GROSS NATIONAL PRODUCT AT MARKET PRICE: -

It is a money value of all final goods and services produced by a country by normal residents during an
accounting year including net factor income from abroad.

NET FACTOR INCOME FROM ABROAD (NFIA)

Net factor income from abroad is the difference between

(1) Factor income earned by our residents from rest of worlgand

(2) Factor income earned by nogsidents in our domestic territory

KVS ZIET MYSORE
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(3) NFIA =(Factorincome earned by our residents from rest of world Factor income earned by non residgnts

in our domestic territory)
(NDP at FC +NFIA = NATIONAL INCOMB

COMPONENTS OF NET FACTOR INCOME FROM ABROAD: -
Net compensation of employeeg:.e.g Waye income of Indian workers working abroad)

of abroad) Ren¢arned by Indian national for the property owned by them abroad and Profit earn
Indianfrom there, ventures established
Net retained earnings of resident companies abiatend earned)

< <K <K<K KL

FORMULAE
i NNPwp=GNPwp - Depreciation

Ui NDP wp = GDPwp - Depreciation

U NDPFrc=NDPwpi Netindirect taxes (Indirect TaxSubsidies)
U GDPrc= NDPgc+ Depreciation

U GDPwmp=NDPgc+ Depreciation+ Net Indirect Tax

U GNPwp = NDPgc + Depreciation+ Net Indirect Tax +NFIA

U GNPrc = NDPfc + Depreciation+ NFIA

U NNPrc = GDPwp - Depreciation + Net factor income from abrdalet indirect taxes

Net income from property and entrepreneursh{pther than retained earnings of resident companieJ:d
by

U (NNPgcis thesum total of factor income earned by normal residents of a country during the accognting

year)

NNP c = NDP ¢ + Net factor income from abroad.

Concept of domestic (economic) territory

Domestic territory is a geographical territory administered ggwernment within which persons, goods and
capital circulate freely. (Areas of operation generating domestic income, freedom of circulation of perso
goods and capital)

Political frontiers including territorial waters and air space.

Embassies, consués, military bases etc. located abroad but including those locates within the political fr
Ships, aircrafts etc., operated by the residents between two or more countries.

Fishing vessels, oil and natural gas rigs etc. operated by the residétsntetnational waters or other areas
over which the country enjoys the exclusive rights or jurisdiction.

KVS ZIET MYSORE
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Resident (normal resident) -
Normal resident is a person or an institution who ordinarily resides in that country and whose cerger

of economidnterest lies in that country.

The Centre of economic interest implies:

(1) the resident lives or is located within the economic territory.

(2) The resident carries out the basic economic activities of earnings, spending and accumulation from ghat

location

3. His centre of interest lies in that country.

Relation between national product and Domestic product

Domestic product concept is based on the production units located within domestic (economic)
territory, operated both by residents and-nesidents.
National product concept based on resident and includes their contribution to production both within and outs
the economic territory.

National product = Domestic product + Residents contribution to production outside the economic territgry
(Factor income from abroadNon- resident contribution to production inside the economic territory (Facto
income to abroad)

Methods of calculation of national income

| - PRODUCT METHOD (Value added method):
i Sales + change in stock = Value of output

1 Change in stock = Closing StotlOpening Stock
1 Value of output Intermediate consumption = Gross value added (&PP
T NNPerc(N.I) = GDRup (-) consumption of fixed capital (depreciation)

(+) Net factor income from abroad
(-) Net indirect tax.

1. Sale = Price x Quantity or Sale = Domestic sale + Exports

2. Value of output = Sales + Change in stock (Change in stock = Closing sipeking stock)
3.Gross value added (GDPMP) = Value of ouiplritermediate cds

4. NNRc or NI = GDRyp T Consumption of fixed capital (Depreciation) + Net Factor Income from Akiroad]
Net indirect Taxes

KVS ZIET MYSORE
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Distinction between value of output, value added and value of income generated

Basis Value of Output (Sale) Valueadded (Profit) Value of income generated
It is the monetary It is the value of income
value of all the goodg It is addition to the tota] earnedhe factors of product
Meaning and services produce value of goods at in the form of wages, rent,
during the accounting different stages interest and profit during the
year in the economy accounting year
It is calculated by
multiplying the units | It is excess of sale prid It is calculated by totaling thg
Calculatian of goods produced | of goods over the cos| factor income earned by
with their respective of thegoods wages, interest, rent & profit
price
It is broader conceptg It is a narrow concept,
Concept which inc_Iude both the itis va!ue of output In other words, ?t is_ value
value of intermediate| fewer intermediate added less(net) indirect tax
as well as final goods goods

INCOME METHOD/FACTOR PAYMENT METHOD
1. Compensation of employees. + 2. Operating surplus

y

Income from property Income from Entrepreneurship

Rent & Royalty Interest
Profit
3. Mixed income of selémployed v v v
Corporate  Corporate  dividend
NDPrc= (1) + (2) + (3) Tax Savings (Net retained earnings)

NNP rc = NDPrc (+) Net factor income from abroad
GNP wmp= NNPrc + Consumption of Fixed Capital (CFC)+ Net indirect tax (NIT)
(Indirect taxi subsidy)
1. COMPENSATION OF EMPLOYHEHS = Wages and salaries in cash + Wages and salaries in
2. 1AYR bOYLX 28SNNa O2y(iNROGdziAZ2Y AYy &20AL f

Cash:- Basic pay Rent, Dearness allowance, Interim relief Family allowance 3 House rent allowance,
City compensatory allowance, Bonus /commission, Leave travel commissikre&ie allowance
Kind: - free accommodation, Medical facilities, Educational facilities, Free food & lodging, Free suppl
water & electricity, Conveyance facilities
Empl oyer 6 s -Contributory provideniofund, Private pensjaContribution towards life

KVS ZIET MYSORE
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insurance, Contribution towards other social security schemes

2. OPERATING SURPLUSOS)= Income from Property + income from entrepreneurship

, (Income from property = Rent + Royalty + Interest)

, (Income from entrepreneurship = Profit)

., (Profit = Corporate tax +Corporate savings / Net retained earnings / Undistributed profit +Dividend
3. MIXED INCOME OF SELFEMPLOYED: - Income of seHemployed is known as mixed income. In othqr
words, mixedmcome is the total of wage and raage income. Nofvage income means income from propgrty.
In certain case it is very difficult to distinguish between income from work and income from property. Fgf ex
a sole trader is both an employee of this firm alsd the owner of the firm. As an employee he should get
wages and as an owner he will receive profit. It is quite difficult to separate his wage income from the
nonwage income. This is why it is mixed income.

EXPENDITURE METHOD :

1. Government final aisumption expenditure.
2. Private final consumption expenditure.

3. Net Export.

4. Gross domestic capital fgrmation.
r |
Gross Domestic fixed + Change in stock
Capital formation (Closing StdokeningStock)
GDRup= (1) + (2) + (3) + (4)

NNP rc = GDRyp- consumption of Fixed Capital + NFiANet Indirect Taxes
Note: If capital formation is given asNet domestic capital formationwe arrive at NDPwvp.
Capital formation = Investment

IMPLICATIONS OF THECONCEPTS OF ECONOMIC TERRITORY AND RESIDENTL
National income and related aggregates: are basically measures of production activity. There are two cdtego
of national income aggregates: domestic income and national income. or domestic product aaldonatioct.
DOMESTIC PRODUCT: Domestic product Includes production activity of the production units located irj the
economic territory Irrespective of whether tamed out by the residents -gesidents.
Gross Domestic Product (GDP). Net Domestic Prodd@P) are some examples.
lllustrative example: How Will you treat the following while estimating domestic product (or domestic facjor
income) of India?

(i) Rent received by an Indian resident from his property in Singapore

(ii) Salaries received by Indiaesidents working in Russian embassy in India

(ii) Profits earned by a foreign company or a foreign bank in India

(iv) Salaries paid to Koreans working in Indian embassy in Korea

(v) Compensation of employees to the resident of Japan working in Indassyrin Japan
(vi) Profits made by a branch of Slate Bank of India in Japan

Answer:

(I) No, it will not be included in domestic factor income of India because this income is earned outside gome:
territory (economic territory) of India. It is factorxcome hum abroad.
(ii) No, it will not be included in domestic factor income of India because Russian embassy in India is nof a p:
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of domestic territory of India. So, this income is not earned within the dam territory of India. It is factor ifjcom

from abroad

is located within the domestic territory of India. So, it is an income earned within the domestic territory
(iv) Yes, it wil be included in domestic factor income of India because this income is earned within the d
territory of India. Indian embassy in Korea is a part of the domestic territory of India.

(V) Yes, it will be Included as It is part at factor income earnatbmestic territory of India, though earned by
non-resident.

(vi) No, as profits are not earned within the domestic territory of India. It is factor income from abroad
NATIONAL PRODUCT - National product Includes production activities of residentspeetive of whether
performed within the economic territory or outside it.

Gross National Product (GNP). Net National Product (NNP) are some examples.

lllustrative example:

Will the following be included in Gross National Product (GNP)? Give reasons.

(i) Profits earned by a foreign company or a foreign bank in India

(i) Salary paid to Americans working in Indian Embassy in America

(iif) Salaries received by Indian residents working in Russian Embassy in India

(iv) Dividend received by an Indian from hisvestment in share of a foreign company

Answers: (1) No, because it is a facial income earned by aewident (a foreign company or a foreign bank)j
from its contribution to production inside the domestic territory of India i.e., factor income paidéa ab
(i) No. because this Factor income is paid no-residents i.e., factor income to abroad.

(i) Yes, because it is a factor income earned by Indian residents outside the domestic territory of ladig
income from abroad.

(i) Yes, it will be included in domestic factor income of India because the foreign company or the forei{ ba

Indi
mes

e

(iv) Yes, becaugeis a factor income earned by a resident from outside the domestic territory of India. i.e., factor infome

from abroad.

NET FACTOR INCOME FROM ABROAD (NFIA): Factor Income Received from Abroad (FIFAFactor
income Paid to Abroad (FITA)

NFIA = Net Gmpensation of Employees + Net income from property and entrepreneurship + Net Retaif
earnings.

ed

U Net Factor Income from Abroad is the excess of factor incomes (rent, wages, interest and profit) garne

from abroad over factor incomes (rent, wages, interest and profit) paid to abroad. NFIA can be
positive, negative or zero.

U itis positive when factor income from abroad is more than factor income paid to abroad.

U Itis negative when factor income from ahdois less than factor income paid to abroad.
it is zero when factor income from abroad is equal to factor income paid to abroad

PRECAUTIONS OF VALUE -ADDED METHOD:
Thevariousprecautiongo betakenin Value AddedMethodare:

Intermediate Goods are notbe included in N.I.

Sale and Purchase of secdmhd goods is not included.

Production of services for self consumption (Domestic Services) is not included.
Production of Goods for self consumption is included.

Imputed value of owneoccupied houseshould be included.

Change in stock of Goods (inventory) will be included
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PRECAUTIONS OF INCOME METHOD - For correctcomputatiorof nationalincomeby incomemethod,
following precautionsieedto betaken:

Transfer Incomes are not included in the N.I.

Income from sale of secortthnd goods will not be included.

Income from sale of shares, bonds and debentures will not be included.

Windfall gains.

Imputed value of services provided by owners of production units will be included.

Payments out of past saving® not included in the N.I.

Indirect Taxes are not included in N.I. at factor cost

PRECAUTIONS OF EXPENDITURE METHOD:
The various precautionsto be taken while using the Expenditure Method are:

Expenditure on Intermediate Goods will not be includetthéenNational Income.
Transfer payments are not included.

Purchase of secorttand goods will not be included.

Purchase of financial assets (shares, debentures, Bonds) will not be included.
Expenditure on own account production wilincluded in the Natical Income.

REAL GDP AND NOMINAL GDP: -
Nominal GDP:-1 Nominal Gross Domestic Product is a way of measuring the market value of all final gqods
and services produced in an economy at current market prices in a Financial Year.

Real GDP=- Real Gross Domstic Product is a way of measuring the market value of all final goods and sgrvice
produced in an economy at base year (constant) prices in a Financial Year.

B o Nominal GDP Real GDP
Comparison
The nominal GDP is the sum total of the The real GDP is the sutotal of the
Meaning economic output produced in a year whi¢ economic output produced in a year whi
valued at the current market price valued at base year price
How does The nominal GDP does not take inflation The real GDP takes inflation into account
inflation affect it into account. is called inflation adjusted GDP.
Growth of the | From the nominal GDP, we cannot analy. From the real GDP, we can explore
economy economic growth easily economic growth easily
Real GDP= Q x P* where, Nominal C_%DP:Q x P where,
Formula (OF Gzt @ iimE ¢4 presliEas alirng £ Q= quantit %?:ian_alQ ;(sp IY;ZEE:Zd during an
accounting year. =4 y gisp 9
P*= prices prevailing in the base year accountingyear.
’ P= prices prevailing in the current year.
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GNP DEFLATOR: Nominal GDP/ Real GDP X 100

GDP AND WELFARE: - Real GDP is considered as an index of welfare optuple. Welfare of the people

is measured in terms of the availability of goods and service per person. Higher the growth of GDP, gregter i

the flow of goods and services. Greater is the availability of goods and services per person.

Limitations of GDP a the measure of Economic Welfare GDP is the best indicator of economic welfare. But

there are many reasons it is not an adequate measure of it. There are many reasons to support this arg

1.NonMonetary ExchangesThese activities are nemonetary ad nonmarket transactions. For examplé..

mer

Services of Housewife. 2. Kitchen gardening 3. Services of family members to each other. 4. Own accofnt

production These activities are left out from GDP on account of thavaitability of data and the pradrh of
evaluation. However, such activities contribute to the economic welfare.

penalty of it. Activities resulting in benefits are calledipes externalities and increase in welfare and activijies

2. Externalities: It refers to the Positive or Negative effect of any Economic activity without paying priceIr

resulting in harm are called negative externalities and resulting in decrease in welfare. GDP does not ¢

such externalities. For example, construction of a flyover results in flow of gmoldservices and counted in
GDP. But the flyover reduces the transport cost and journey time to those who have not contributed intd

side

ts

construction. On the other hand, a plastic factory provides employment in the locality. It is counted in GIpP, b

the regative externalities such as pollution spread by it making people sick are not counted.
3.Distribution of GDP:The GDP does not consider the unequal distribution of income in a country. It ma

possible with rise of GDP, unequal distribution of GDP ralsp rise. It means the income of rich people risg

S by

many folds than the common man. Overall GDP would seem to rise, but richer are getting richer, poorefjare

getting poorer.

4.Composition of GDP-The GDP Consists of both Consumer and Capital G&wtsConsumer goods
Contributes directly for the welfare whereas the Capital goods contributes indirectly

NUMERICALS FOR PRACTICE

Calculate Factor Income to abroad crores)
(i) Gross national product at FC 3,750
(i) Compensation of employees 2000
(iii) Net exports (-)50
(iv) Profit 700
(v) Net domestic capital formation 1000
(vi) Opening stock 150
(vii) Closing stock 200
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(viii) Gross fixed capital formation 1050

(ix) Interest 600

(x) Rent 400

(xi) Factor income from abroad 20

Ans:(-) 20

Calculate intermediate consumption from

the following data Ans.340
Cin

Items lakhs)

(i) Value of output 2000

(if) Depreciation 40

(iii) Subsidy 10

(iv) Sales tax 30

(v) Net Value Added at factor cost 1600

From the following datacalculate National Income

by Income Method: Ans.2010
(Cin
Items crores)
(1) Interest 150
(i) Rent 250
(iif) Government final consumption expenditure 600
(iv) Private final consumption expenditure 1200
(v) Profits 640
(vi) Compensation of employees 1000
(vii) Net factor income to abroad 30
(viii) Net indirect taxes 60
(ix) Net exports -40
(x) Consumption of fixed capital 50
(xi) Net domestic capital formation 340
Calculate net value added at factor caosbm the
following: Ans.700
Cin
ltems lakhs)
(i) Net factor income from abroad 30
(i) Sales 3500
(iif) Purchase of intermediate goods 2000
(iv) Consumption of fixed capital 500
(v) Exports 400
(vi) Indirect taxes 350
(vii) Change in stock 50
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in
Calculate GNPFc from the given data: Ans. 1 E:rores)
(i) Indirect tax 50
(i) Consumption of fixed capital 60
(iif) Net factor income received from abroad -10
(iv) NDPFC 120
(v) Net current transfers paid to rest of the world 30
(vi) Subsidies 25

Find Gross Value Added at Market Price from the

given data: Ans. 80 (‘Lakh)
(i) Depreciation 20
(i) Domestic sales 200
(iii) Net change in stocks -10
(iv) Exports 10
(v) Single use producer goods 120

.From the following data, calculate Gross national product at Market Price by
(i) Income method. (ii) Expenditure method: Ans: 1700 Crs

(i) Mixed income of selemployed 400
(i) Compensation of employees 500
(iii) Private final consumption expenditure 900
(iv) Net factor income from abroad (-)20
(v) Net indirect taxes 100
(vi) Consumption of fixed capital 120
(vii) Net domestic capital formation 280
(viii) Net exports ()30
(ix) Profits 350
(X) Rent 100
(xi) Interest 150
(xii) Government final consumption expenditure 450
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From the following data calculate National Income by Ans.3700Cr
(i) Income method and (ii) Expenditure method. gz.res) In
(i) Compensation of employees 1200

(ii) Net factor income from abroad (-)20
(iif) Net indirect taxes 120

(iv) Profit 800

(v) Private final consumption expenditure 2000
(vi) Net domestic capital formation 770
(vii) Consumption of fixed capital 130
(viii) Rent 400

(ix) Interest 620

(x) Mixed income of selifemployed 700

(xi) Net exports (-)30
(xi) Government final consumption expenditure 1,100

AND INCOME METHOD

CALCULATE NNP AT MARKET PRICE BY PRODUCTION METHOD
(Ans: 1340Cr)

1 | Inter mediate consumption
(a) primary sector 500
(b) Secondary sector 400
(c) tertiary sector 300
2 | Value of output of
(a) primary sector 1,000
(b) Secondary sector 900
(c) tertiary sector 700
3 | Rent 10
4 | Emoluments oémployers 400
5 | Mixed income 650
6 | Operating surplus 300
7 | Net factor income from abroad -20
8 Interest 5
9 | Consumptive of fixed capital 40
10 | Net indirect tax 10
Ans: NNP vp by production method
(2) Value of output (1) Intermediate conspnvalue added at MP
(2)a+b+d ()a+b+c
1000 + 900 + 700 500 + 400 + 300
260071 1200, 1400 = GDRp
NNP vp = GDPwp i (9) + (7), = 1400i 40 + (20), NNPyp = 1340
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VERY SHORT ANSWER TYPE QUESTIONS AND ANSWERS

1) Define Macro Economics

2) Macro Economics is that branch of economics which studies economic problems relating to econonfy as
like level of output and employment

3) What are called Consumption GoGds

Consumption goods are those goods that satisfy the wants of consumers directly. For example: Tefevisi
mobile phones etc.

4) What are the different types of consumption g@ods

ka) Durable GoodsDurable goods are those goods that can be used aghagain for a long period of time. Fgr
Example: Television, house etc.

kb) Semi durable goodSemi durable goods are those goods that can be used again and again for a shor] peri
time, usually less than a year. Example: foot wear, clothes etc.

(c)Noni durable GoodsGoods that can be used only once are calleeduoable goods. For example: milk,
(d)bread, food grains etc.

(e)ServicesServices are nematerial goods that directly satisfy human wants. For example: Services of tedcher
doctors etc.

5) What are called Capital Goods?

Capital goods are those final goods which help in the production of other goods and services. For expmpl
Machines, tools and equipments.

6) What are called final goods?

Final goods are those goods which are used either for direct consumption or for investment. Milk and brpad ¢
final goods purchased by a household for consumption. Machines and equipments are final goods bought by
firm for capital formation.

7) What are called Intermediate goods?

Goods that are used up in production process and goods that are bought for resale are called intermedifte
goods. Wheat flour bought by a bakery and bread bought by a grocery shop are intermediate goods
8) What do you man by Gross Investméht

Total addition made to the capital stock of an economy darpwgiod of timeyear is called Gross Investment.
Capital stock includes fixed assets and unsold stock. It is also known as Capital farmation

KVS ZIET MYSORE




25

9) What is Net Investment?

a. The actual addition made to the capital stock of an economy during a year is called Net Investment.
b. Net Investment = Gross Investméridepreciation

10) What is depreciation?

Depreciation refers to fall in the value of fixedetssas a result of normal wear and tear, passage of time o
expected obsolescence.

11) Define stocks.:

Variables whose magnitude is measured at a particular point of time are called stock variables. Exampl

100 crore population of India in 2001.
12)Define flows.

Variables whose magnitude is measured over a period of time are called flow variables. Exampl¢g
Monthly wages of a worker, production of cloth during a year
13)Define gross investment
Total addition of capital goods to the existing stockayital during the given year is called Gross
Investment.
14) Define circular flow of income
Circular flow of income refers to flow of income between the major sectors of an economy.
15) Define National Income
It is the money value of the final goods and ses/jme@duced in an economy during a particular year,
16) Define Gross Domestic Product (GDP).
Gross domestic product (GDP) refers to the money value of final goods and services produced i
economy during a particular year and is inclusive of consumptiaresf €apital.
17) What are factor incomes?

an

Income received in return for rendering productive service is called a factor income (or factor payjnent

The various factor incomes are rent, interest, wages and salaries and profits. They are earned in
included in the national income.
18)What is a positive externality?
Activity resulting in benefits to others is called a positive externality.
19)What is a negative externalRy
Activity resulting in harm to others is called a negative externality.
20)Define6 No mi nal GNP
GNP measured in terms of current market prices is called nominal GNP.
21)Def i ne O.Real GNP©O
GNP that is computed as per constant prices is called real GNP. It is expressed in physical quantities.

22)Define final product or final goods

COM¢

Final pioducts refer to the products purchased or own produced, for the purpose of consumption and Ifivest

23)Define depreciation or consumption of fixed capital formation
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Depreciation/Consumption of fixed capital refers to the fall in the value of fixed cgpadldue to normal
wear and tear and foreseen obsolescence.

24)What are transfer paymerts
Transfer payments are payments made without rendering any goods or services in return, e.g., 0
pension, scholarships, gifts, etc. These are unilateral paynoeméec€ipts)

25. Who are Normal Residents?
Normal Residents are those individuals and institutions who normally reside in a country for more than
year, and whose centre of economic interest lies in that country.

26. What do you mean by domestic territory?
Domestic territory includes the following:
(i) Land within the borders of the country.
(i) Ships and aircrafts owned and operated by normal residents. (iii) Fishing boats, oil and natural gas ri

[d ag

pne

bs ar

floating platforms operated by the residents of a country in the international waters where they have exdusiv

rights of operation. (iv) Embassies, consulates and military establishments of a country located abroad.

27.Briefly explain the concept of Natirect Tax

Net Indirect Tax is the difference between Indirect Tax paid by the firms to the Government and the Sulsidie
paid by the Government to firms. This concept is used to obtain the national income at factor cost or facgor

prices. The NIT igleducted from market price (MP) to get factor cost (FC).
28. Explain the concept of Net Factor Income from Abroad (NFIA)? What are its components?

NFIA refers to the difference between factor income received from the rest of the world and factor incorfe pe

to the rest of the world.
NFIA = Factor income earned from abrdaBactor income paid to abroad.

29. Explain the difference between Nominal GDP and Real GDP. Which of these is a better index of we
people? Why?

NOMINAL GDP; - Nominal GDP is the market value of all final goods and services produced in a countr
year. Increase in prices Wiead to increase in nominal GDP Nominal GDP = Output x Current year prices

Fare

Vina

REAL GDP:- Real GDP refers to GDP at constant prices. It is the value of goods and services producedin tr

current year, taking base year prices in to consideration. Fotoncgdculate real GDP

MULTIPLE CHOICE QUESTIONS (MCQ )
1. Which of the following represents national income?
(a) GDPmp (b) NDPfc (c) NNPfc (d) GNPfc
2. National income is equal to:
(a) GDPmp' Depreciation (b) NNPmipNetindirect taxes

(c) GNPfci Depreciation (d) Both (b) and (c)
3. Which one of the following statements is correct?
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(a) Market price + Net indirect taxes = Factor cost
(b) Market price Net indirect taxes = Factor cost
(c) Both (a) and (b) (d) None of these

4. Goods purchased for the following purpose are final goods: (Choose the correct alternative)
a) For satisfaction of wants b) For investment in firm
c) Both (a) and (b) d) None of these

5. In which type of economy domestic income is equal to national income?

(a) Open economy (b) Closed economy (c) Capitalist economy (d) Socialist economy
6. Which of the following makes GDP an inappropriate index of welfare?

(a) Nonr monetary transactions (b) Externalities
(c) Composition and distribution of GDP (d) All of these

7. Real national income refers to:

(a) National income at current prices (b) National income at factor cost
(c) National income at constant prices K@#tional income at market price
8. Which one of the following is intermediate good?

(a) Furniture purchased by a school (b) Refrigerator purchased by sweet shop
(c) Machine installed by a factory (d) Sugar purchased by sweet shop
9. Which of the fdbwing is included in domestic territory of India?

(a) SBI branch in London (b) Microsoft office in USA
(c) An American company in India (d) American embassy in India
10. What is the basis of the difference between tineepts of market price (MP) and factor
cost (FC)

(A) Net Indirect Taxes (B) Indirect Taxes (C) Direct Taxes (D) Subsidies
11. The difference between the National Income and Domestic Income is

(A) Consumption of Fixed Capital (B) Net Indirect Taxes
(C) Net Factor Income From Abroad (D) Both (A) and (B)

12. A sum of Rs.10000 has been given to a flood victim. This will be considered as
(A) Compensation of employee (B) Fixed Investment

(C) Factor Income (D) Transfer Payment

13.In the production of sugar, sugarcane is

a) A final good b) A capital good c) An intermediate good d) None of these
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14. Capital goods are those goods

a) Whid are used in production for several years

b) Which are used in production process for few years

¢) Which involve depreciation losses d) Both (a) and (c)
15 Net investments is equal to

a) Gross investment + depreciation b) Gross imesdi depreciation
c) Gross investment X depreciation d) Gross investment/ depreciation

16 Net capital formation causes
a) Increase in production capacity b) Increase in depreciation
C) Increase in profit d) Increase in cost

17. Which of the following leads to depreciation?

a) Normal wear and tear b) Natural calamities
c) Changes in technology d) None of these

18. A guantity measured per period of time is kn@g
a) Stock variable b) Flow variable c) Inventory d) None of these
19. Which of the following is a flow variable?
a) Consumption b) Wealth ¢) Quantity of money d) None of these
20. Which one includes depreciation?

a) GNP at market price b) NNP at market price
c) NNP at factor cost d) None of these

21. Which of following is not a transfer payment?
a) Interest on national debt  b) Retirement j@ens
c) Old age pension d) Donations

22. Goods purchased for the following purpose are final goods: (Choose the correct alternative)
a) For satisfaction of wants b) For investment in firm
c) Both (a) and (p d) None of these

23. Stock of maimade goods which are used for further production is called:

(A) Investment (B) Capital stock (C) Capital formation (D)Both A and C
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24. Which of the following is not a flow variafle
(A) Income (B) Capital formation (C) Supply of money in a country
(D)Leakage of water from the overhead tank

25. Money flows are the reciprocal of:
(A)Monetary flows  (B) Real flows (C) Circular flows (D@ntory flows

26. Economic territory of a country in which economic activities of the country generates its domestic in
called:

(A) National territory  (B) Domestic territory

(C) Political territory (D) Geographical territory

27. Which of the following is an example of normal residents of India?

(A) Foreign worker working in WHO located in India

(B) The German working as director in IMF office located in India

(C) Ambassador in India from rest of the world

(D) Ambassadoof India in rest of the world

28. If NDPfc = 4300, depreciation=1350, subsidies= 250, NFIA= 330, GDPmp will be:

(A) 2370 (B) 2700 (C) 5400 (D) 6230
29. Operating surplus =
(A) Rent+Interest+Profit (BJOE+ Mixed Income Of SelEmployed

(C) COE + Rent + Interest + Profit
(D)COE + Rent + Interest + Profit+ Mixed Income Of S&mployed

FOome

30. Why are the intermediate goods not included in the National Income while measuring National Incgme*

(A) To awid double accounting (B) It decreases income
(C) Intermediate goods are not good (D) All of these
31. Goods which are purchased for resale are :

(A)final goods (B) capital goods (C) intermediate goods  (D)nonesef th
32. Addition to the capital stock of an economy is termed as :
(A) Investment (B) Capital loss (C) Consumption of fixed capital (D)AII of these
33. A car purchased by a dealer of cars is :
(A) consumer good (B) pral good (C) intermediate good (D) all of these
34. Net factor income from abroad is:
(A)Exports minus Imports (B) Visible Exports minus Visible Imports

(C) Factor incomes received from abroad minus Factor incomésproad
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(D)Factor incomes received from abroad

35. American embassy in India is a part of domestic territory of:

(A)India (B) America (C) Both (A) and (B) (D)Neither (A) nor (B)

36. Domestic Income is greater than National Income

(A)Never (B) May or May not (C) Always (D) None of these
37. Which of the following is not a o6factor pjay
(A) Free uniform to defence perswel (B) Salaries to the Members of Parliament
(C) Rent paid to the owner of a building (D) Scholarship given to the students

38. If in an economy, the value of Net Factor Income from Abroad is Rs. 200 crores and tlo¢ Fatier
Income to Abroad is Rs. 40 crores, identify the value of Factor Income from Abroad.

(A)Rs. 200 crores (B) Rs. 160 crores (C) Rs. 240 crores (D)Rs. 180 crores

39. National Income is the sum of factor incomesiangrto:

(A)Nationals (B) Economic territory
(C) Residents (D)Both residents and-nesidents

40. Which one of the following is an intermediate product? (Choose the correct alternative)
a) Purchase of pulses by consumeip Machine purchased by a firm
¢) Wheat used by a flour mill d) Wheat used by households

41. Which of the following us an example of an intermediate good?
(Choose the correct alternative)
a) Copper purchased for making utensity Steel and cement used to construct a timer
c) Fertilizers purchased by a farmer  All)of these

42. Which of the following is an example of consumer-darable good?
(Choose the correct alternative)
a) Milk b) Bread c) Both (a) and (b) d) Clothes
43. Which of the following does not explain the concept of depreciation?
(Choose the correct alternative)
a) An annual allowance for wear and tear of a capital good.
b) Cost of the capital good (minus scrap valliglded by number of years of its useful life.
c) Unexpected or sudden destruction or disuse of capital as can happen with accidents, natural calamifies €
d) Maintenance and replacement cost of existing capital goods. etc.
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44. Which of the follaving is within the domestic territory of India?
(Choose the correct alternative)
a) State Bank of India in Japar) Google office in India
c) Office of Tata Motors in UK (d) The USA Embassy in India

45 Outof the following, who are residents of India?
(Choose the correct alternative)
(@) Indians working permanently in the office of the United Nations
Organization in New York
(b) Indiansworking in Indian Embassy in America
(c) Indians working in a branch of an American Bank in India
(d) Americans working in India embassy in America

MCQ ANSWER KEY

1 (c) NNPfc 24 (C)
2 (d) Both (b) and (c) 25 (B)
3 (b) Market pricé Net indirect taxes =

Factor cost 26 (B)
4 (c) 27 (D)
5 (b) Closed economy 28 (C)
6 (d) All of these 29 (A)
7 (c) National income at constant prices 30 (A
8 (d) Sugar purchased by sweet shop 31 (C)
9 (c) AnAmerican company in India 32 (A)
10 (A) Net Indirect Taxes 33 (C)
11 (C) Net Factor Income From Abroad 34(C)
12 (D) Transfer Payment 35(B)
13 ¢ 36(B)
14 d 37 (D)
15b 38 (C)
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16 a 39(D)
17 a 40 (C)
18 b 41 (D)
19 a 42 (C)
20 a 43 (C)
21b 44 (B)
22 (c) 45 (C)
23 (B)

ASSERTION AND REASON QUESTIONS

In the following questions, a statement of Assertion (A) followed by a statement of Reason (R) is given.
Choose the correct answer out of the following choices.
(a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct
explanation of Assertion (A),
(b) Both Assertion (A) and Reason (R) are true and Reason (R) is not the correct
explanation of Assertion (A),
(c) Assertion (A) is true but Reason (R) is false
(d) Assertion (A) is false but Reason (R) is true.
1. Assertion (A): Microeconomics is the study of an individual unit of a commodity
Reason(R): The basic tools of microeconomics are demand and supply

2. Assertion (A): Stationary purchased in a school is an intermediate good
Reason(R): Intermediate goods once used in production lose their utility.

3. Assertion (A)= If the GDP of a country is rising the welfare may not rise as a
consequence.
Reason(R): The rise in GDP may be concentrated in the hands of very few
individuals.
4. Assertion (A): Domestic Income is less than National Income, when NFIA is
negative
Reason(R): National Income is transfer Income
5. Assertion (A): Real GDP is better index of economic growth than the nominal
GDP
Reason(R): The Index of Real GDP always reflects a change in the level of
output.
6. Assertion (A): The difference between Gross and Net investment is Consumption
of Fixed capital
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Reason(R): The difference between Net indirect tax is Indirect tax and Subsidy
7. Assertiao (A): Real GDP is better indicator of economic growth than nominal GDP.
Reason (R): Real GDP eliminates the change in prices.

8. Assertion (A): Higher level of GDP does not ensure higher level of social welfare.
Reason (R): Level of GDP does not focus on the composition and distribution of income.

9. Assertion (A): GDPmp is the sum total of market value of all final goods and services
produced in the domestic territory during an acgong year.

Reason (R): GNPfc is the sum total of market value of final goods and services produced by
the normal residents of a country during an accounting year.

10. Assertion (A): We can convert domestic income inatonal income.
Reason (R): Net indirect taxes are the difference between domestic income and imebonal

11. Assertion (A): The concept of normal resident is important for national income estimation.
Reason (R): The concept normal resident is different from the concept of citizen of a
country.
12. Assertion: Gross Domestic Capital Formation can be less than Gross Fixed Capital
Formation.
Reason: Change in Stock is negative.
13. Assertion: Government should increase its investment expenditure to increase GDP
Reason: Government should spend more on health infrastructure.
14. Assertion: A change in taste and preference of Indian consumer towards MNCs and
imported goods leads to decrease in GDP
Reason: expenditure on imports of goods is subtracted from final expenditure in order to
estimate GDP.
15. Assertion: Expansion of Indian industries abroad leads ftieaise in national income of the

country.
Reason: Retained earnings of resident companies abroad are included in national income.
16. Assertion (A) Indiads GDP is forecast

year, the UNCTAD report said.

Reason(R) India is experiencing impacts of worldwide deep recession amid a still
unchecked pandemic.

17 Assertion (A) GDP can never be greater than GNP
Reaso (R) NFIA can never be negative

18. Assertion (A) Goods that are ultimately consumed rather than used in the production of
another good are known as final goods
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Reason(R) Components sa@car manufacturer are type of final goods.
19. Assertion (A) Income from setbnsumption is to be included in National Income.
Reason (R) A house owner living in his own house is assumed to be paying rent to himself for
using up the factor services.
20. Assertion (A) The GNP is the value of goods and services produced annually in the Nation.
Reason(R) The most comprehensive measure of national output is the GNP.
21. Assertion: Factor income bilateral income.
Reason: Factor income is earned for contributing to production process.
22. Assertion: Bread is final good for consumers
Reason: Bread is made with wheat flour which is intermediate good
23. Assertion: Transfer income istrincluded in the national income.
Reason: Transfer income is a unilateral concept.
24. Assertion: Subsidy is transfer payment.
Reason: Subsidy contributes to current flow of goods and services.
25. Assertion: Depreciation is also termed asstimption of fixed capital.
Reason: Depreciation refers to that value of fixed capital which is used up in the process of
production.
26. Assertion: Intermediate goods have direct demand.
Reason: The demand for interma@ goods depends on demand for final goods.
27. Assertion: Domestic income of a country can be more than its National income
Reason: Factor income paid abroad < Factor income received from abroad.

28. Assertion: A good that will not pass througly arore stages of production or transformation is called g

final good.
Reason: Value of final good is included in National Income.

29. Assertion: Nominal value is money value or value measured in terms of prices that prevail at
the timeof measurement.
Reason: GDP is measured at both current prices as well as constant prices.
30. Assertion: GDP at MP can be equal to GNP at MP
Reason: NIT =0

31. Assertion (A). Compensation given to victims of Kerala natural disaster is a commendable welfare n
taken by the government, but it is not included in the estimation of national income.

Reason (R). Transfer payments do not lead to corresporidm@f goods and services in the economy, henge

they are not included in the calculation of national income of the country.
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Assertion- Reason Answers

1. (a)Both (A) and (R) true and (R) is corre

explanation of (A). 13 a
2. (a)Both (A)and (R) true and (R) is correc
explanation of (A). 14 c

3. (c)(A) is true but (R) is false.

15 A. Both A and R are true but
is the correct explanation of A.

4. (c)(A) is true but (R) is false.

16 D. A is false but R is true.

5. (b)Both (A) andR) true but (R) is not
correct explanation of (A).

17 B. Both A and R are true but
IS not correct explanation of A.

6 b) Both (A) and (R) true but (R) is not
correct explanation of (A).

18 C. A is true but R is false.

7 (A) Both Assertion andeason are true ang
reason is correct explanation of assertion

19 A. Both A and R are true but
is the correct explanation of A.

8 (A) Both Assertion and reason are true a

reason is correct 20 (D)

9 (A) Both Assertion and reason are true a

reasm is correct ex[;antion of assertion 21 (C)

10. a) 22 (B)

11 b 23 (B)

12) a 24 (C)
25.(a)
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STATEMENT BASED QUESTIONS

In the following questions, there are two statements given. Choose the correct answer out of the followi

choices.
(a) Statement 1 is true and Statement 2 is false
(b) Statement 1 is false and Statement 2 is true
(c) Both statements 1 and 2 are true.
(d) Both statements 1 and 2 are false
1. Statement 1: Market price is the difference between factor cost and net subsidies.

Statement 2. Depreciation is added to net investment to convert into gross investment
2. Statement Flow of goods btween households and firms sector known as real flow
Statement 2: Leakage of water for the last two hours known as stock

3. Statement An American working in International Labour Organisation located
in India is a normlaresident of India

Statement 2:Increase in National Income does not always imply increase in
domestic income as well.

4. Statement 2GDP at MP is the difference between total of gross domestic
product at market price and net indirect tax

Statement 2: GDP at MP is the sum of net domestic product at market price and
depreciation.

5. Statement ENational Income includes Net factor Income from Abroad
Statement 2: Domestic Income excludes Net exports

6. Statement :Real GDP increases only when there is increase in the quantum of
output in the country.

Statement 2: Real GDP is estimated by using curre@awprices.

7. Statement kIncome earned by foreigners working in branch of a foreign bank in
India is a part of the domestic factor income of India
Statement 2:Factor income from abroad is a part of domestiofacicome of India
8. Statement 1. Gross Domestic capital formation is always greater than Gross
Domestic Fixed Capital Formation

Statement 2: Domestic Income will be greater than National Income, when Net

Factor Income Paid to Abroad is negative

ANS:1.c,2.b,3b4b5.a,6.a,7.a, 8b
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TRUE AND FALSE QUESTIONS
. National income is sum of all the transfer income generated in an ecoAmstyfalse
. NDFfc is equal ttNDPmp less Net Indirect Tax. Ans: True
. Double counting can be avoided by summing up total output of #knss.False
. NNPmp is equal to NNPfc when Net Indirect Tax are Zers. True
. Expenditure on electricity by factory is an intermediaté foyghe factoryAns True
. Bus fare paid by passengers is a final consumption expenditure. Ans: True
. NDPmp is the sum up of operating surplus, compensation of employees, mixed income and Net Indir
Ans: True
8. GDPmp is inclusivefandirect taxes but exclusive of subsidies. Ans: True

~N O o~ NP

pct T

9.Salary of an Indian working in Russian embassy in India is included in National Income of India as Fagtor ir

from abroad. Ans: True
10. Income tax is included for calculating national meaby income method. Ans: False
11. Old age pension is factor income. Ans True

12. National income can be less than domestic income if FIFA > FITA. Ans: False
13. If NDPfc = 80, NIT =10, Net factor income from abro&Dj, NNPmps equal to Rs.70,

Ans. False
14. National Income is a flow concept as it measured for an accounting year and not at a point of time.
Ans: True
15. NVAfc = factor payments. Ans: True
16. Brokerage on the sale and puszhaf shares and bonds is to be included in national income.
Ans True
17. If Nominal GNP is Rs.1200 and Real GNP is 400, then GNP deflator will.B@dRs

Ans False.

18. In a soap factory 5000 cakes @ 10 per unit of soaps remain unsold at the end of financial year, if sfpck v

zero at the beginning of the year. In this situation inventory investment will be Rs.50000.
Ans: True

18. When darmer keeps a part of crop grown on his farm for consumption by his family, it will be countefl as

consumption expenditure. Ans: True
19. Increase in the prices of stock lying with a trader must be added to calculate Niatioma by Value adde€
method. Ans: False

20. When Nominal GDP is Rs 840/=crore and Price Index is 120, then the Real GDP will be 700 @Raré K
800 crore)

21. Nominal GDP = Real GDP X (Price Index@)0 (Tru€ False)

22. Environmental pollution due to an industry is externality (PosNiggdtive
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Picture Based Questions

A

1. Fi ndaout 6?06

Sum of Property Income

(Rent &Interest) _
Sum of Entrepreneurial

Income (profit) =

Z _ GovtFinal
Pvt Final Consumptio
Consumption n
Expenditure +
NDP
MP Net Exports
+ +

3. Study of thdollowing items is known as

Employ ~ __, - National —  Money& — [General
ment Income Bankina Price
4. Fill the gap with suitable word
GNP at MP (MINUS is equal to GDP at MP

5. Fill the gap with suitable word

[smes] + [ ]: [Value ofOutput]
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6 . Find out 6?2?2760

Minus ¢)
Q7
Fill up with suitable values by using income & Expenditure
methods
COMPLETE THE FOLLOWING TABLE COMPLETE THE FOLLOWING TABL
(INCOME METHOD) (EXPENDITURE METHOD)
ITEMS [ 2022 [ 2023 | 2024 ITEMS | PART | PARTI | PARTII
CE 100 50 ? PVT Final
Consumption| 2000 ? 1000
os ? 100 500 Expenditure
MISE 200 | 250 | 100
? 700 800 3000
NDF FC | 500 ? 800
NIT 50 100 ? eross
domestic ? 700 5000
NFIA 2 | 950 | 2 capital
formation
NNPFEC | 400 ? 1000
Net Exports | (-) 100 220 ?
NDPMP ? 500 | 880
GDPMP | 3000 ? 10000

ANs: INCOME METHOD
2022:- 300,100,550 CFC 50 20 ?
2023:- 400,350
2024:-200,80,200
Expenditure Methodk
Partl: - 400,100,1400

Partlll: - 1000,800

ANS: 1. Operating Surplus 2. Gross domestic capital formation 3. Macroeconométgaktor income From Abroady

NIT ? 100 200
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Match the following Column | and Column Il, and choose ttwerect alternative

Column |

Column I

A GNP FDepreciation

GDP at factor cost

B GNP FOIFIA

GNP at factor cost

C GDP FDepreciation

NNP at factor cost

D GNP MPNet indirect Tax

NDP at factor cost

@  Adiii),B(iv), C(ii),D-i)

) A<iv),B(ii), G(i),D<ii)

(b)
(d)

Year Output Market Price
(Units) per unit in Rs|

2022 1000 10

2023 1100 15

(a) Real GDP in 2022 = 1000x10=Rs.10000
(c) Nominal GDP in 2022 = 1000x10=Rs.10000

(b)Nominal GDP in 2023 = 1100x15=Rs.16500

(d) Real GDP in 2023 = 2?2

NDP at FC

Compensation of
Employee

CAYR 2 dz

NET
INVESTMENT

Kves ZIET MYSORE
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A-(iii), B-(i), G(iv),D(ii)

A(iv), B (ii), G(ii),D-()

Mixed Income of self
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Write formulae by using the Bar diagram below

a) Value of output b) Value Added c) NDPat MP d) NDP at FC

NDP & Aggregates

DIC
mCFC
ONIT
OCE
mOS
= MISE

MATCH THE FOLLOWING:
(1) Sum total of all factopayments (1) Product method
(2) Aggregate value of final goods and services produced bj (Il) Income method
the firms.
(3) Aggregate value of spending that the firms receive for th (Ill)Expenditure method
final goods and services which they produce.

By using the below flow chart derive the NDP at FC and its aggregates
%

0}\ |

w | GDP at MP | %

TNEANIT 1 creinmn— I

BR SN
NDP at FC

N

-NFIA

LE
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How is outer circle and inner circle known as (Money flow/ Real flow)

output = Expenditure on fip,, go

\ 0g
e© s

2V ; . n,
QG\Q F‘na\ GOOdS and Se’WCes ds@/"h
g °

s %
Firms House Holds

C)

)O( Y Sery; e~ o8
19// ICeg - Land, Labour, Capita\u Enteﬂ’ ?‘0\\

Co
Me = Rent + Wages + \“terQS‘

CASE STUDY BASED

Read the passage given below and answer the following questions:

1. On 21st June, 2015, the first World Yoga Day was celebrated. In India, it was significantly observed i Del
with more than 3500 people, including dignitaries from 84 nations arferiime Minister NarendraModi. It wap
organized by the Ministry of AYUSH. It widely publicised through campaigns on various media to spread
awareness about the benefits of Yoga among the massbstsTwith the yoga day logo, yoga mats and othgr
related iems were distributed to the enthusiasts. Trained yoga experts were appointed to help beginnerg who
participated in the event.

A

(a) Government 6s expenditure to popularise yoda
expenditure to poparise yoga among the masses has no effect on GDP.

(True/ False)
(c) The term 6wel fare 6refers to :

(i) Sense of pride in the nation (ii) Increase in purchase of services
(iif) Sense of welbeing among the people (iv) Strict control by the government

(d)GDP at constant prices is also called (per capita GDP/real GDP).
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2.The Economic Survey, 201® describes the vicious cycle of growth where increase in tinefréixed

rowt

investment accelerates the growth of GDP that in turn induces a higher growth in consumption. Higher ¢

consumption improves the investment outlook, which results in still higher growth of fixed investment th]t

further accelerates theayvth of GDP, including a still higher growth of consumption. This cycle of higher
investment, higher GDP and higher consumption growth generates economic development in the count

(a) High is a sign of expansion of production capaditeieconomy. (i) Gross fixed investment

(ii) Inventory investment (iii) Gross investment (iv) Net fixed investment

(b) (Gross investment/ Net investment) includes investment for the maintenance of fixed

(c) Inventory investment inates: (i) stock of finished goods (ii) stock of sdimished goods (iii) stock of raw
materials (iv) all of these

(d)Depreciation is a component of Net investment. (True/ False)

ANSWER KEY

Q.1 (a) (b) (c) (d) Increase False (iii) Sense of elhg anong the people Real GDP.
Q2 (a) (b) (c) (d) (iv) Net fixed investment Net investment (iv) all of these False

3 Read the passage given below and answer the following questions:

The Indian economy saw its worst contraction in decades, with GDP shrinkangebgrd 23.9% in the Apr to

xed
Y.

ASSe

June quarter in comparison to the same period last year. The contraction reflects the severe impact of the

covid-19 lockdown. The economy is in a vicious cycle of low demand and low investment as demand is

contracting so heavily, while the government 0§
substantially by way of tax revenue contraction. Agriculture was the only sector which recorded modest

of 3.4%. in year on year term and alet sectors saw contraction.

1 The reason why GDP of India has been decreased is

(A) Hyper inflation (B) Reduction in aggregate demand

(C) Low level of fixed investment (D) None of these

2 Only Agriculture sector recorded thedest growth because

(A) Government invested heavily in agriculture (B) Government reduced taxes on agriculture products

(C) Demand did not get affected for agriculture produce (D) All the above

KVS ZIET MYSORE
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3lmpactofcovill 9 i n I ndiads GDP

(A) GDP increased (B) GDP decreased (C) GDP remain unchanged (D) none of the above

ANS 1 (B) Reduction in aggregate demand 2 (C) Demand did not get affected for agriculture produce fpuch

3 (B) GDP decreased
4. Read the following report and answer gluestions based on it.

New Del hi: asserting that the Aworst is behind

u

GDP growth will be in positive territory in the fourth quarter as demand has started picking up in all sectgrs.

Citing anexample, he said during the virtual conference organised by Camiadia based Council. he said tq)
collection are back to 88% of pre Covid level, e way bills are increasing and electricity consumption has

stabilized. India is domestic based economy demand is set to rise in coming future.

a) Do you think higher level of Real GDP always lead to higher availability of goods per person in the dgmest

economy?
b) Can we say GDP is true indicator of welfare?
c) Real GDP is the index of .
ANS: a) NO b) NO c) Economic growth
5. Read the following report and answer the questions based on it.

The Indian economy saw its worst contractiod@tadewith GDP shrinking by a record 23% in April to Junl
Quarter in compdson to the same period lagtar. Thecontraction reflects the severe impact of the Covid 1
lockdown, which halted most economic activities as well as the slowdown trend of the economy even pr|

\1%4

Covid 19. Thelndian economy is in a deeply vicious cycMere demand is contracting lseavily, whilethe

capacity to neutralise this contraction has also contracted equally because of the tax revenue contractiop.

Agriculture was the only sector which recorded modest growth of 3.4% in year on year termoémet akctor
saw contraction. Answer the following based on the text:

a) The i mpact of Covid 19 on Indiads GDP
b) _ is crucial for revenue collection. (Nominal GDP/National income)

c) Who are considered as ownéfarctors of production? (Firms/ Households)

ANS a) Increasing b) Nominal GDP c) Household

6. Read the passage given below and answer the following questions 1and 2
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GDP is a measure of economic prosperity of a country compiled as output or incomgeH@¥2P is regular

criticized for not presenting a fair view of welfare. If GDP is a poor measure of welfare, focusing one sidg¢d or
increasing GDP may lead to misguided political decision. For example, Nobel Laureate Joseph Stieglitzjhas

argued that th objective of the highest possible GDP growth will result reduced welfare.

1 GDP is not considered as a better measure of development. Which of the following reasons could be gccol

for the same?
(a)Externalities (b) Norarketable services
(c) Production of harmful goods  (d) All of these

2 A course of action by one economic agent which has an adverse impact on the other economic agent

"""

cost sharing, is known asééééé (Positivel/ Negatli

(A) Postive (B) Negative

ANS 1 (D) All of these 2 (B) Negative

UNIT 2: MONEY AND BANKING

hwithc

<

Barter system of exchangelt is a system in which goods are exchanged for goods. Such exchange existp in t

C-C Economy (commodity to commodity exchange economy). For example, wheat may be exchanged
house for horses, etc., or a teacher may be paid wheat or rice as a payment for his/her services.

Difficulties involved in the Barter Exchange:
Lack ofa common measure of value.

Lack of double coincidence of wants

Lacks of standard of deferred payments.
Lack of store of value.

Lack of divisibility.

Money: Money may be defined as anything which is generally acceptable as a medium of exchange a
the @ame time acts as a measure, store of value and standard of deferred payment.

PrimaryFunction

i) Mediumof exchange:
It meanghatmoneycanbeusedto makepaymentdor all thetransaction®f goodsandservicesA buyer can
buy goodsthrough monewnd asellercan sellgoodsfor money.

i) Measureof value
Moneyservesas aneasur®f value. Thevalueof all goods angervicess expresseth termsofmoney.

Secondaryunction
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i) Standardbf deferredpayments
It means that money a dutue pagmsenta It ias maaendéfarpegdn@ntshuch
easiethanbefore Thisfunctionhasfacilitatedborrowingandlending.lt hasalsdedto thecreation offinancial
institutions.

i) Storeof value
A storeof value implies a storef wealth. Moneyanbe easilystored forfutureuse.

iii) Transfeof value:
Money also serves for transfer of value. It facilitates buying and selling of goods not onlgomtretic
countrybut also in otheparts ofthe world.

Supply of Money: -Supply of Money is a stockoncept. It refers to stock of money availabligh the
public/peopleat a point of time.

Component®f MoneySupply:Currencywith Publict DemandDepositavith Commerciddanks
Measuresof Money Supply

M1 =C+ DD+ OD (Mostiquid asset)

Demand deposits: Demanddepositsarethosedepositwhich can bewithdrawnby the depositoat anytime
by means otheque. No interest is paid on such deposits.

Central Banks: The central Bank is the apex institution of monetary and financial systercanfndry. It
makes monetary policy of the country in public interest. It manages, supervistExiitatesthe banking
system of the country.

Functions of Central Banks

Bankof Issue

Bankerto the Government
Banker 6 sSupavsir. and
Controllerof credit.

Lenderof lastresort

Custodiarof foreignexchangeeserves

X X X X X X

Bank of Issue
The central bank has the sole monopoly to issue currency notes. Commercial banks carmuoteissye

notes. Currencyiotes issued bihe central bank are the legal tendemey.

B a n k @ankband Supervisor
() Custodiarof the caslreserves ofthe commercial bank&verycommerciabank hato kee@m

certain percent of its cash reserweth thecentral bank bjaw.
(i Lenderof the LastResort.
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As banker to the banks, tlkentral bank acts as the lender of the last resort, in casertitaercial
banksfail to meet theifinancialrequirements fronothersourcestheycan,asalastresort, approach to
the central bank fdnansand advances.

Banker to the Government

() As Banker As abankerto thegovernmentthe centralbankperformssamefunctions as
performedoy thecommercial banks to their customers.

(i) As FiscalAgent As afiscal agent,t performsthefollowing functions:

Alt manageshepublicdebt.

Alt collectstaxesandotherpaymentsn behalfof the government.

A(iii) As Adviser. Thecentralbankalsoacts aghefinancialadviserto the

government.

Control on Credit Creation: -through the monetary policy RBI perform this function. For fRBI uses
guantitativeinstruments and qualitative instruments.

QUANTITATIVE INSTRUMENTS
1 Bank Rate Policy - It refersto the rate at which the central bank lends moneyto
commerciabanksas alender ofthe last resort.
1 RepoRate Policy 1 It is the rateat which the centralbankof the country(RBI) lends
moneyto thecommercialbanks to meet theghortterm needs.
1 ReverseRepoRatei It is therateat which RBI borrowsmoneyfrom the commercial
banks.
1 OpenMarket Operations- It refersto thebuyingandsellingof securitiedythe Central
Bankfrom/ to thepublicand commercial banks.
1 LegalReserveRatio - R.B.I. caninfluencethecreditcreationpowerof commerciabankdy
makingchanges in CRR and SLR.
ACashReserveRatio (CRR)- It refersto theminimum percentagef netdemandandtime liabilities
to bekept bycommercial banks with central bank.

AStatutoryLiquidity Ratio (SLR)- It refersto minimum percentagef netdemandandtime
liabilities which commercial banks required to maintain vitmselves in the form epecified
liquid assets includingash,gold andgovt. securities.

AQUALITATIVE INSTRUMENTS:

i)Margin Requirements It is thedifferencebetween the amount &fan and market valuef the
security offeredy the borrower agairtbeloan
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if) Rationing credit: Sometimes the central bank will instruct the commercial bagkve some percent of loaf to
some sectors. This is called fixing the qu@aring deflationrationingwill beremoved.
(i) Warning and direct action: The central bankmay warn otakedirectaction againsthe commercial banks,
which do not follow its guide lines. A few months ago, BBipped R$ lakhson IDBI.

(iv)Moral suasion:Sometimes central bank may persuade the commercial bafttovo its guidelines

AMONEYCREATIORRCREDITREATIOBYCOMMERCIABANKS

ACommerciabankscreatecreditby acceptinglepositsandadvancindoans. Thisis basecntwo
assumptions:

AAIl depositors dmotwithdrawthe moneyat the sametime Thereis
constant flowof new depositinto the banks.

AThecapacityof banksto create moneyor credit dependson Amount of primary depositsandLegal
reserveratio (LRR).

ALet us understandthe processofcredit
creation withthefollowing example.

ASupposeéhereis aninitial depositofRs.
1000 and L.R.R. is 20% i.e., tbanks
haveto keepRs. 200 andlendRs. 800/.
All the transactions areouted through
banks.

AThe deposit creation comes to end when the total cash reserves become equal to the initial depokit.

A Credit creation = Initial deposit X 1/LRR.
Creditcreation= 1000x 1/20%

A1000 x 100/20=Rs 5000

Aln this way, commercialbankscreatecredit many more times than their cashreservesand
contributego increasenoneysupplyin theeconomy.

A Numerical example

A If Initial deposit is Rs. 1000 and LRR= 20%, then

Initials Deposit LRR Loans
Deposit 20%

Round-1 1,000 200 800
Round-2 800 160 640
Round-3 640 128 512
Total 5,000 1,000 4,000
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Multiple Choice Questions(MCQS)

1. | Whichof the following statements iorrect?

(a) Supplyof moneyrefersto stock ofmoneyheld by public ata point of time
(b) Supplyof moneyis aflow variable

(c) Supplyof moneyincludescashreserve of banks

(d) Supplyof moneyrefersto bankmoney

2. isthe mainfunction of centralBank
a.Notes issue b. Creditcreation
c. Acceptingdepositsfront e public d. Noneof these

3. | Whatwill be the effect of anincreasen the W w SRalon the MoneySupply?
a) Moneysupplywill increase

b) Moneysupplywill decrease

¢) Moneysupplywill remainthe same

d) Moneysupplywill initiallyincreaseand then it will decrease

4. isthe rate of interest chargebythe CentralBankon loansgiven
tocommerciabanks

a.Bank rate b. CRR

c. Statutoryliquidity Ratio d. ReserveRepoRate

5. | Ms. Sakshi,aB O2y 2 YA Oa USIFOKSNE ¢l a SELIJXI
percentage of the total deposits to be kept by any commercial bank with the
CentralBankof the country,asper normsandstatute prevailingin the

O 2 dzyRiosEh@ fbllowing, choose the corredternative which specifies
towards theconcept explained blger?

a) CashReservedratio

b) RepoRate

c) BankRate

StatutoryLiquidityRatio

6. | Whichof the followingis not aquantitative Method of CreditControl?
a) OpenMarket Operation b) MarginRequirements
c)VariableReserveRatio  d) Bank Rate Policy

7. refersto that portion of total depositsof acommerciabank
whichit has to keep with itself in the form ¢ifjuid assets

a. StatutoryLiquidityRatio SLR) b. CashReserveRatio CRR)
c.BankRate d. ReserveRepoRate

8. |[LFT GKS d2dFf RSLIR2aArAida ONBIFOGSR o6& G
legateserverequirements is 40%hen amount ofinitial deposits wilbe
(&) 2000 (b) 2500 (c) 4000 (d) 10,000
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2 KFa ogAf € 0S UKS @l tdzS 2F Y2y Seé Y
croresandLRR is 10%7?
(@0.1 (b)0.2 (c)10 (d)20

10.

Theamountof initial deposits is3000crand LRRs 25%.Calculatehe amountof
total deposits created bgommercial banks
(a)10000crore (b)11000 crore (c)12000crore (d)13000 crore

11.

Depositcreationby bankcomesto anend when:
(a) Freshdeposit withbanksbecomeszero

(b) LRRbecomezero
(c) Moneymultiplier become zero

(d) Totalreserveequalto initial deposit

12.

Whatwould be the total moneycreationin the economy If initial fresh
depositsvith banks 50,000 and_.RR 20%.
(a)"2,50,000 (b)5,00,000(c) 10,00,00Qd)"12,00,000

13.

Whichone of the followingis usedor credit creation?

(a)K=1/LRR (b)K=1/SLR (c) K=1/BankRate (d)K =1/ Repo Rate

14.

Thevalueof credit multiplierwill be highwhen
(a)Cashreserveratio ishigh (b) Caslhreserveratio is low

(c)Casthreserveratio is zero (d) Cashreserveratio isinfinity

15.

Ly | KeLRGKSGAOIE SO2y2Yés aNX¥ bSS
assumedhat there is no other currencycirculation in theeconomy then the
totalmoneysupplyin the economywill be

a)zero
b) 100
c)not defined

d) 120
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16.| TwofriendsAkashand Amit were discussin@boutthe featuresof central
bankdThisfeature saves theeommerciabanksfromlLl2 8 8 A 6t S 6 NB
Theabovementionedstatement waggivenby Akash, identifghe feature was
hetakingl 6 2 dzi X
(@). Iy 1Mk & (b) Lender of the lastresort
(c)Controllerof credit (d) Financiahdvisor

17.| Readthe followingstatementscarefullyand choosethe correctalternatives

giverbelow:

Statement 1¢ Central bank lends money to borrowers at a very low interest.
Statement2 ¢ Ministry of financecirculatesall mint andonerupeenote in
IndiaAlternatives:

a) Boththe statements ardrue.

b) Boththe statementsarefalse.

c) Statementl istrue and Statement Asfalse

d) Statement2 is trueand Statementl isfalse
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18.

Readthe followingstatementscarefullyand choosethe correctalternatives
giverbelow:

Statementl ¢ Thevalueof moneymultiplier isdetermined bythe reserve
ratioprevailingin the monetarysystem.

Statement 2¢ The process of credit creation directly relates to the value of
reserveatio.

Alternatives:

a) Boththe statements ardrue.

b) Boththe statementsarefalse.

c) Statementl istrue and Statement Asfalse

d) Statement2 istrue and Statementl isfalse

19.

Choosdhe correctstatementfrom givenbelow
(a) Commerciabankscreatecredit outof primarydeposits.
(b) Themoneymultiplier is directlyrelated tothe legalreserveratio.

(c) Thecentralbankof the countryis not authorizedto maintain foreign
exchangeeserves.

(d) All of the above

20.

Assertion(A) Currency Held by Public is a monetary liabilities of central bar
Reason(R)Central bank control credit, whereasmmercial bank create credit
with currencyheld byPublic.

(a) Both Assertion(Apnd Reason(Raretrue and Reason(Ris the correct
explanationof the Assertion(A)

(b) Both Assertion(A) anéReason(Raretrue and Reason(R} not the correct
explanationof the Assertion(A)

(c) Assertion(A)strue but Reason(R} false

(d) Assertion(A)s falsebut Reason(Ristrue
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21.

Assertion(A): Central Banksabankerto the governmentworksasa custodian
of cash reserves.

Reason(R)TheCentralBankactsasa clearinghousédor the transferand
settlementof mutual claims oEommercial banks.

(a) Both Assertion(Apnd Reason(Raretrue and Reason(Ris the correct
explanationof the Assertion(A)

(b) Both Assertion(A) antReason(Raretrue and Reason(R} not the correct
explanationof the Assertion(A)

(c) Assertion(A)strue but Reason(R} false

(d) Assertion(A)s falsebut Reason(Ris true

22.

Assertion(A) Central banlasabankerto governmentwork asafinancial
advisor
Reason(R)Governmentorrow internallyfrom banksand generalpublic.

(a) Both Assertion(Apnd Reason(Raretrue and Reason(Ris the correct
explanationof the Assertion(A)

(b) Both Assertion(A) anéReason(Raretrue and Reason(R} not the correct
explanationof the Assertion(A)

(c) Assertion(A)strue but Reason (R false

(d) Assertion(A)s falsebut Reason(Ris true

23.

Assertion(A) Demanddepositsare alsocalledbankmoney.
Reason(R)Demanddepositsare createdby commerciabanks.

(a) Both Assertion(Apnd Reason(Raretrue and Reason(Rs the correct
explanationof the Assertion(A)

(b) Both Assertion(A) anéReason(Raretrue and Reason(R} not the correct
explanationof the Assertion(A)

(c) Assertion(A)strue but Reason(R}k false

(d) Assertion(A)s falsebut Reason(Ris true

24.

Assertion(A) LRRepresentshe minimumreserveratio essentiato be
maintained bybanks.

Reason(R)Bankscreatedeposits inthe processof makingloansto their
customers.

(a) Both Assertion(Apnd Reason(Raretrue and Reason (R} the correct
explanationof the Assertion(A)

(b) Both Assertion(A) anéReason(Raretrue and Reason(R¥ not the correct
explanationof the Assertion(A)

(c) Assertion(A)strue but Reason (R} false

(d) Assertion(A)sfalsebut Reason(Ristrue

25.

Assertion(A):The Central Bank is also knoasthe bank of issu&keason(R):
TheCentralBankenjoys thesolemonopolyof issuingcurrencytoensure
control over volume o€urrencyand moneysupply.

(a) Both Assertion(Apnd Reason(Raretrue and Reason(Ris the correct
explanationof the Assertion(A)
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(b) Both Assertion(A) anéReason(Raretrue and Reason(R}¥ not the correct
explanationof the Assertion(A)

(c) Assertion(A)strue but Reason(R} false

(d) Assertion(A)sfalsebut Reason(Ris true

26.

Assertion(A) Demanddepositsare createdby commerciabanks.
Reason(R)Demand deposits form significantpart of the total moneysupplyin
the economy.

(a) Both Assertion(Apnd Reason(Raretrue and Reason(Ris the correct
explanationof the Assertion(A)

(b) Both Assertion(A) anéReason(Raretrue and Reason(R}¥ not the correct
explanationof the Assertion(A)

(c) Assertion(A)strue but Reason(R} false

(d) Assertion(A)s falsebut Reason(Ris true

27.

Assertion(A):Onlynet demanddeposits held bgommercial bankaretakenas
part of moneysupply.
Reason(R)Only deposits of the public held by the banks are included in mon

supply

(a) Both Assertion(Apnd Reason(Raretrue and Reason(Rs the correct
explanationof the Assertion(A)

(b) Both Assertion(A) anéReason(Raretrue and Reason(R} not the correct
explanationof the Assertion(A)

(c) Assertion(A)strue but Reason(R} false

(d) Assertion(A)s falsebut Reason(Ris true

28.

Assertion(A) Creditcreationisinverselyrelatedto the LegalReserveRatio.
Reason(R)LRRsfixed bythe marketforcesof demandand supply.

(a) Both Assertion(Apnd Reason(Raretrue and Reason(Ris the correct
explanationof the Assertion(A)

(b) Both Assertion(A) anéReason(Raretrue and Reason(R} not the correct
explanationof the Assertion(A)

(c) Assertion(A)strue but Reason(R}k false

(d) Assertion(A)s falsebut Reason(Ris true

29.

Assertion(A) Themonetarypolicyis thepolicyformulated bycentralbank of a
country

Reason(R)Thepolicymeasures involve measurésken bythe central banko
regulatethe supplyof money,availabilityand costof creditin the economy.

(a) Both Assertion(Apnd Reason(Raretrue and Reason(R}k the correct
explanationof the Assertion(A)

(b) Both Assertion(A) anéReason(Raretrue and Reason(R¥ not the correct
explanationof the Assertion(A)

(c) Assertion(A)strue but Reason(Ris false

(d) Assertion(A)s falsebut Reason(Ristrue
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ANSWERS

ANSWERS Q.NO ANSWERS
A 20 B
A 21 C
B 22 A
A 23 B
A 24 A
B 25 B
A 26 A
C 27 A
C 28 D
C 29 B
D

A

A

B

B

B

D

C

A

SHORT ANSWER QUESTION (3/4 MARKS)

1.Money acts as a yardstick of standard measure of value to which all other things cha
compared.Discuss it.
Money serves as a measure of value in terms of unit of account. Measuremaoeolvas thenain
difficulty of the barter system. Introduction of money has removed this difficulty. It axtgaadstick of
standard measure of wvalue t o whi aneasuaelhevaloeofh er
everythingor thepricesof all goodsandservicesanbeexpresseth termf money.

2.'Banksrequired to keeponly a fraction of depositsascashreserves. Why?
Banks are required to keep only a fraction of deposits as cash reserves because of the faltowing
reasons:

(a) First, thebanking experience has revealed that not all depositors approach the banks for
withdrawalof moneyatthesametime andalsothatnormallytheywithdrawafractionof deposits.

(b) Secondlythereis aconstanflow of newdepositanto thebanks.Thereforeto meetthedaily
demand for withdrawal of cash, it is sufficient for banks to keep only a fraction of deposits as a
cashreserve
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(c) First, the banking experience has revealed that not all depositors apprthe banks for
withdrawal of money at the sametime and also that normally they withdraw a fraction of
deposits.

(d) Secondlythereis aconstantflow of newdepositsinto the banks.Thereforeto meetthe daily

demand for withdrawal of cash, it sufficient for banks to keep only a fraction of deposits as a

cashreserve.

3.What do you meanby Money Multiplier/Credit Multiplier?
It refersto the fraction byvhich commerciabankswould beable tomultiply moneyfrom theiinitial

level of deposits.

MoneyMultiplier=1/LRR

4 Whatdo you meanby Legalreserveratio (LRR)? Explaitme componentsof Legal
ReserveRatio.

Theminimum percentagef ab a n total semandndtime deposits, thas required to

bemaintainedn theform of cashor specifiediquid assetdythe commercial banksith theCentral
Bank is termedsLegal Reserv&atio.

Thecomponent®f Legal ReserveRatio areasfollows

() CashReserveRatio The percentagef total depositswhich acommerciabankneedgo
keepas reservavith the Central Bank.

(i) Statutory Liquidity Ratio: Every commercial bank is required to maintain a fixed
percentagef its assets ithe formof cash ortherliquid assets.

5. 6 Duhelastfge w yimtiatives SuchasJan Dhan Yojna, Aadhar-enabledpayment
systems, éVallets, National Financial Switch (NFS), and others have strengthened the
government'
the Indian economy.

Ans. Theseanitiatives affect theeconomyby:

increasinghe total numbeof bank depositdeadingto moredeposition of money
thelendingcapacityof banks increases due to maezounts

easingof payments systems

availabilityof loans,investments increase

all thesdead to morgpumpingof moneyinto theeconomyeadingto theoverall growth
in the Nationallncome.

(=P (= (= (=P (=

s resolve to go cashless. d EIl abo

Ir
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6.Readthe following text carefully, and discussbriefly the relevant function of the Central
Bank, indicated:

Recently, the Reserve Banklaflia (RBI) conducted a statutory inspectiongapervisory

evaluationagainsta CommerciaBank. Thecommerciabankwasimposeavith stringent

penalties, owing tdeficiencies in regulatory complianades per the Central Bank, the

inspection revealedorrcompliances visxvis differentirectionsissuedoy RBI, onthe

following fronts:

I. ATM Card fraud

ii. Ensuring integrity and quality of data

iii. Loansto small borrowers

Answer:-The given text indicates the Osupethei sory
ReserveBankof India(RBI) regulatesandsupervisesheroutinefunctioningof commerciabanks.

Under this function, the RBI may exercise periodic inspections/audits of commercial filantkef
reports bycommerciabanks,and othestatutorycompliances. Central bank mekenecessary
corrective and punitive actions against the banks owing to deficiencies in reguoatpiyances.

7.With an objectiveto reduceinflation, ReserveBank of India may promote the commercialbanks
to park their surplusfundswith i t Disoussthe rationale behindthe steptaken by the ReserveBank
of India.

Answer: Thereversaeporateis therateat which commerciabanksmayparktheir surplugunds
with the Central Bank.

In order to decreaseflation in an economy, the Reserve Bank of India (RBI) may increagevbese
reporate.With theincreasean thereversereporate,it becomesducrativefor commerciabanks to park
surplus funds with the central bank. Consequently, this may leagtimetion itheirlendingcapacity.
Thereby, dall in Aggregate Demandurbs thdevel of inflation.

u
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CASE STUDY/SOURCE BASED QUESTIONS

1.Readthe following casestudy paragraph carefully and answerthe questions onthe basis
of the same
Thecentralbankof Indiai.e. ReserveBankof India, is theapexinstitutionthatcontroltheentire
financial market. It's one of the major functions is to maintain the reserve of fesaiangeAlso, it
intervenesn theforeignexchangenarketto stabilizetheexcessivéluctuationsn theforeign exchange
rate.

In otherwords, it is thecentral bank'sob to controla country'seconomythrough

monetarypolicy; if the economyis moving slowly or going backward therearestepsthat centrabank
can take to boost the economy. These steps, whether they are asset purchases angrentmaney,
all Involve injecting more cash into the economy. The simple supply and desnandmicprojection
occur and cuencywill devalue.

Whentheoppositeoccurs andtheeconomys growing,the centralbankwill usevariousmethod$o
keep that growth steady andline with other economic factors such as wages and pki¢estever
the central bank does or in faltin't do, will affect the currency of that countBometimes, it is
within the central bank's interest to purposefully effect the value of a curifemcgxample, if the
economy is heavily reliant on exports and their currency value becomieigtoamporters of that
country's commodities will seek cheaper supply; hence directly effebi@gonomy

1. Which ofthe followingtools areusedbythe central banko control the flowof money

indomesticeconomy?
(a) Fiscaltools (b) Quantitative monetartpols
(c) Qualitative monetargools (d) Both (b) and(c)

2. Dear money policy of central bank, which is used to keep the growth steady-and in
linewith other economicfactors, refers to

a) Tightenthe moneysupplyin the economy

b) Ease thanoneysupplyin the economy

c¢) Allowcommerciabanksto work underlessstrict environment

d) Both(b)and(c)

3. Which ofthe followingtools areusedbythe central banko control the flowof money

indomesticeconomy?
(a) Fiscaltools (b) Quantitative monetartpols
(c) Qualitative monetargools (d) Both (b) and(c)

4. Dear money policy of central bank, which is used to keep the growth steady-and in
linewith other economicfactors, refers to

e) Tightenthe moneysupplyin the economy

f) Ease themoneysupplyin the economy

g) Allowcommerciabanksto work underlessstrict environment
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h) Both (b) and (c)
5. Whichof the followingsteps shoulde taken bythe centralbank ifthere is an excessive
risein the foreign exchangeate?
(a) Supplhyforeignexchange fronits stock
(b) Demandmore of other foreignexchange
(c) Notintervenein the market aghe exchangeate is determinedby
the market forces
(d) Helpcentralgovernmentto stabilizethe foreignexchangeate.

ANSWERS
1. (d)Both(b)and(c)
2. (a) Tighterthe moneysupplyin the economy
3. (a) Supplyforeignexchangdrom its stock

Readthe para given below and answerthe questionsthat follow:

TheReservaBankof India(RBI) on Fridaykeptinterestrateson hold while assuringo maintairsupport
for reflecting the economyby ensuringample liquidity to managethe government'snear record
borrowing.

The sixmember Monetary Policy Committee (MPC) voted to continue with the accommadatice
as long as it is necessary to revive growth and mitigate the impact of-C®wid theeconomy while
ensuring that inflation remains within the target, Governor Shaktikanta Da#/kdelthe Union Budget
2021 laid down an expansive fiscal strategy over the medium testretgytherthe growthenginein the
economythe RBI affirmedits sugportto sucha planthrougtappropriate monetatgols.

To absorbhighergovernment borrowingshe CentralBank providedretail investorsa direcioption
to invest in government securities. It also sapped some funds from banks bythesiagh
ReserveRatio (CRR) andusingthe moneyfor moretargetednarketoperations.

The MPC, which cut borrowing costs by 115 basis points last year, kept the repurchaseraterepo
unchanged at 4 percent. Consequently, the reverse repo rate will also continue t85ga&n &nt for
banks for their deposits kept with the RBI. Das announced the restoration eft@¥d&nount of deposits
lenders must set aside as resertes3.5 per cent in March and 4 gmmt in May. The cash returning to
the central bank can beagsby it for open market operati@msl otheliquidity measures.

1. Thetwo essentialconditions fora financial institution todbecome aankare:

(a) acceptingdepositsaandlending (b) printing currencynotes
(c) both(a)and(b) (d) neither(a) nor (b)

2. Whichof the followingis not aquantitativemethod of credit control?

(a) openmarketoperation (b) bankratepolicy

(c) legalreservaequirements (d) marginrequirements
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3. Thecentral bank doesot perform thefollowingfunctions.

(a) conductssaleand purchaseof securitiesfor foreigngovernments securities.
(b) actsasalenderof the last resort.

(c) controls moneysupplyand credit.

(d) manageshey | i Arésgh@shf internationalcurrency.

ANSWERS
1. (a)acceptingdepositsandlending
2. (d)marginrequirements
3. (a) conductssaleandpurchasef securitiedor foreigngovernmentsecurities.

3.Readthe para given below and answerthe questions thatfollow:

Heightened uncertainty in India caused by the Coronavirus pandemic led to a surgeuimethey in
circulation as people hoarded cash or put money in accessible deposits to sdfegnsaet/esgainst
salarycuts or job losses.

According to RBI dat a, | ndi ads M3 monecgmparedp pl W
with thesameperiodin 2019,thehighestgrowthin sevenyears.Currencyin circulation, which measures
money with the public and in banks has also surged. Gross dapitaltion,or totalinvestmentsoward
fixed capitalin the country,fell significantly. Savingsandcurrentaccountdepositdell 8% dueto higher
withdrawals.The growthin currencynotesheldbythe publicwas much higher than the deposits made in
banks.

A rise in money supply usually is seen as a leading indicator of growth in consumptibonsamess
investments, but the rise this time was unlikely to bolster either, analysts saiohciidasereflected
higher cash withdrawals by depositors to meet the needs duringcktown period, until normalcy
returns.

1. (quantitative/qualitative)instrumentsof monetarypolicyaffect thedirection
ofcredit in theeconomy.

2. Choosdhe correctpair of statementsfrom the given statementsn Columnl and l:

SNO Columnli Column I

1 LRR A.rate of interestat which Central
Banklendsto commerciabanksfor
longterm

2 ReversdRepoRate B.rate at whichthe RBIborrows
moneyfrom commerciabanks

3 BankRate C.rate at whichCentralBank

advanceshortterm loans
tocommerciabanks

4 . RepoRate D. minimum reserve maintained
by acommercial bank

(@) 1-A (b) 2-B (c)3-C (d)4-D

r
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3. Whichof the following statements igrue?
(a) MoneyMultiplier isinverselyrelatedto LRR.

(b) Loansgivenby Commerciabanksare equalto the amount ofdeposits theyeceive.
(c) CRRs decreasedo controlinflation

(d) Demanddeposits refetto the cashreservesof CommerciaBanks.

ANSWERS
1. qualitative

2.2B
3. (a) MoneyMultiplier is inverselyrelated toLRR.
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ARJUN RETURNS
HOME r£RoM WORK

Vishaka dear)

Tam home!

School

foday ?

oday? It was|
awesome) we
| played, legrnH
| multiplication |
| ¢ we even
13lked gbouvt

Yyou
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Ha HaHa... Who |

told you that? T
don't work i the

coun-hjy.'s main
bank

And I said her that
You are working in
the counhy’s maost
mporiant ¢ main
bank

v

? | even S3w advertisenr-
ents gaying Hat it is ho-1 bank
in India.

Yes my deavi bvt that doesn’y

mean +hat+ we Sve +the ain
bank of Indra. The main bank

of ldia is RR)

.'. j
= Wha+? ] wh&k;f}ﬁ;; me i
% n




RBl is 3 bank of issve’ Bank of

Issve refers b 4 bank which
h3s e legal Hght +4p issuve
CV”Y@“%"' RBI is the Sole av#onty

for the issve of Currencey [except 1
mbee Notes & Coin which is issved

by minishy pf finance]. This is dowme
+o M3intain UHm‘vrmH-y.

government borows wovey from RR)
me Hs deficit, i-e, when government
) ve exceedS s yvevenve .This is  clowe bysellms
40 RBI $ then RB) issves mew Currevicy
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DO ybq‘
that s als

wgh*? But db you know

holds +the highest
bankers? [{'s RBI
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