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śƁŇŶŘ 

 

ŬŗɦūœŐů ŬŘǕū ŏƎ ŘŷŬǕĶ  ĨȻŲ ˺Ņū  Ƭūʏ Ķőŉū ĶŶ ɼůŐ 

ŬŗɦūœŐ śƁĸŁŉ Ķů śŗƔȂ  ŗőůŐŅū Ŝŷί  ŜŏūőŶ Ŭŗɦūņƌ, ŬŘǕĶ 

ĮŗƁ ŘŷŬǕĶ ŉŶŅŲɓ ĶŅūƈ ŬŉőƁŅő ĨʂŬŅ ŜŶŅŰ ƬŐūśőŅ őŜŅŶ ŜƑί  

őū˺ƊůŐ ŬŘǕū ŉůŬŅ ëéëé ĶŶ śƁŇŎƈ ŏƎ ŐźǴŅū ĥňūŭőŅ ĤŬňĸŏ 

ĮŗƁ ŏű˜ūƁĶŉ śƁōŮɾŅ ĨɜŶ˲źƁ Ķź Ƭūʏ Ķőŉū Ņņū śůōůĮśħ ĶŶ  

ŬŇŘū ŬŉŇƏŘźƁ Ķū ŋūœŉ, ŗŅƈŏūŉ ŏƎ Ħś ƬŐūś Ķź ĳő Ŏů 

ĻŰŉŻŅůŋűńƈ ōŉūŅū Ŝŷί  

ĶŶ ɼůŐ ŬŗɦūœŐ śƁĸŁŉ ĶŶ  ŋūƁĻźƁ ĥƁĻŬœĶ ŬŘǕū ĮŗƁ ƬŬŘǕń 

śƁΉņūŉ ɨūőū śƁĶŬœŅ ŐŜ ÐŬŗɦūņƌ śŜūŐĶ śūŏƢůÑ Ħśů ŬŇŘū 

ŏƎ ĮĶ ĥŗ˲Ķ ĶŇŏ Ŝŷ ί ŐŜ śŜūŐĶ śūŏƢů ĶǕū ò śŶ êë 

ĶŶ  ŬŗɦūŬņƈŐźƁ ĶŶ  ŬœĮ śŎů ŏŜɓŋűńƈ ŬŗŚŐźƁ ŋő ŅŷŐūő Ķů ĸŐů ŜŷI 

ĶŶ ɼůŐ ŬŗɦūœŐ śƁĸŁŉ Ķů ÐŬŗɦūņƌ śŜūŐĶ śūŏƢůÑ Ĥŋŉů 

ĸŰńŗɃū ĮŗƁ ŋőůǕū śƁōƁňů śūŏƢůåśƁĶœŉ Ķů ŬŗŘŶŚȐŅū ĶŶ  ŬœĮ 

Ľūŉů ĽūŅů  Ŝŷ ĳő Ĥʈ ŬŘǕń śƁΉņūŉ Ŏů ĦśĶū ĨŋŐźĸ 

ŋőůǕū  śƁōƁňů ŋŁŉ śūŏƢů Ķů ŅőŜ ĶőŅŶ őŜŶ ŜƑ ί ŘŰŎåĥŘū 

ĮŗƁ Ŭŗ˵ūś Ŝŷ ŬĶ ŐŜ śŜūŐĶ śūŏƢů ŬŗɦūŬņƈŐźƁ Ķů śŜŐźĸů 

ōŉĶő śŅŅ ŏūĸƈŇŘƈŉ ĶőŅŶ ƞĮ ĨʌƎ śŌœŅū ĶŶ  œǗ  ŅĶ 

ŋƞƁĻūĮĸů ί 

     ŘŰŎūĶūƁǕū śŬŜŅ ί  

                                ŬŉŬň ŋūƁłŶ  

                                               ĥŐŰǃ, ĶŶ ɼůŐ ŬŗɦūœŐ śƁĸŁŉ  
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BLUE PRINT  
                           

Unit Name of the unit Allotted 

marks  
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short 

answer 

(Mcqs) 

(1mark) 

Short 

answer 
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(3 

marks) 

Short 

answer 
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marks) 
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(6 

marks) 
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 PART-A 
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Unit 1 National Income and 
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Marks 
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Unit 2 Money and Banking  6 

Marks 

(2) 1 Nil  (1) 4 Nil  6(3) 

Unit 3  Determination of Income 
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Unit 4  Government Budget and 

The Economy 
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Marks 

(2) 1 Nil  (1) 4 Nil  6(3) 

Unit 5  Balance of payments and 

Its Components  
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Marks 

(2) 1 Nil  (1) 4  Nil  6(3) 
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Current challenges Facing 
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of India- A comparison 

with neighbours 
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INTRODUCTORY MACRO ECONOMICS  

(PART A) 
 

UNIT 1: NATIONAL INCOME AND RELATED AGGREGATES 
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) ï 

 

 MACRO ECONOMICS : -  Macro Economics is a branch of economics which studies economic 
problems relating to economy as whole, aggregate economic variables like level of income, output and 
employment.  

       List the differences between micro economics and macro economics. 

Micro economics Macro economics 

1. Micro economics studies individual units 

of the economy. 

Ex: a firm, a consumer etc. 

1. Macro economics studies aggregates of 

the country. 

Ex. National income, inflation, 

unemployment. 

2. The main objective of micro economics is 

study of optimum allocation of resources. 

2. The important objective of macro 

economics is study of economic growth, 

determination of income and employment. 

3. Its important elements are demand and 

supply. 

3. Itôs key elements are aggregate demand 

and aggregate supply. 

4. It is also known as price theory 4. It is also known as Income and 

employment theory. 

 

Goods: In economics a good is defined as any physical object, manmade, that could command a price in the 

market and these are the materials that satisfy human wants and provide utility  
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Make differences between Consumer goods and Capital goods 

CONSUMER GOODS CAPITAL GOODS 

1. These goods satisfy human wants 

directly 

1. These goods satisfy human wants 

indirectly 

2. These are used as final goods for 

consumption purpose 2.These are used for further production 

3. These are relatively low value in 

comparison to capital goods 3. These goods are relatively of high value  

4. These include durable, semi-durable, 

non-durable goods and services 4. These include durable and non-durable. 

 

Q. Make differences between Intermediate goods and Final goods 

INTERMEDIATE GOODS FINAL GOODS  

1. These goods used for further   

    Production or for re-sale. SS 

1. These are used for final   consumption. 

2. These are demanded by producers. 2. These are demanded by    consumers. 

3. These are with in the production  

    boundary. 

3. These are outside the   production boundary. 

4. These goods will not be taken while  

    calculating National Income. 

4. These goods only will be   considered while 

calculating National Income. 

Q. Classify the following goods into intermediate goods and final goods:   

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

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

(iv) Cloth used for making a sofa-set by the carpenter.  

(i)final good because milk directly satisfies the wants of the household(s) or the consumer(s). 

(ii) 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 sofa-set 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.It is earned by factor of production like 

rent, interest, wages and profit 

1.It is received by normal people, organization or 

country like gifts, grants and donations 

2.It is earned due to some production process  2.It is received without any production process 

3.It is included in national income  3.It is not included in national income  

4. Eg. Rent, interest, profit, wages  Eg. Scholarship, gifts, grants, donations, aid 
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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 during a period of time. 

Like per hour, per day, per year. 

2.Stock is static concept.  2.It is dynamic concept. 

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

4. Example: Wealth, capital. Money Supply 4. Example: Investment, income 

CIRCULAR FLOW  OF INCOME : It refers to the continuous circular movement of money and goods 
and services in an economy. 

 Circular flow in a two -sector economy.  

 

 

 

 

 

 

 

 

 

 

 

 

 

Real flow: Under real flow, households render factor services to the firms and the firms produce goods 
and services to pay for the services. 

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 

Meaning 
 It is the flow of goods and services 

between firms and households 

It is the flow of money 

between firms and 

households 

Exchange 
It involves exchanges of goods and 

services 

It involves exchange of 

money 

Difficulty in 

Exchange 

There may be difficulties of barter 

system in exchange of goods and 

services 

There is no such difficulty in 

case of money flow 

 

Firms House hold 

Supply of goods and services 

(Real Flow) 

Supply of Factors of Production (Real Flow) 

Payment for goods and services (Money Flow) 

Payment for Factor services (Money Flow) 
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. 

Production Phase: - Production unit assemble human factor 

 of production and produce goods and services and payment 

 to factors of production is made for their contribution in 

 the production Example - Rent, wages.  

2. Income Phase: - They get rewarded in the form of Rent,  

Wages, Interest, Profit. 

3. Expenditure phase: - We have got unlimited wants. In order 

 to satisfy these wants we spend our factor income and 

 purchase goods and services. 

 

 

LEAKAGES:   

- Leakages in the circular flow of income are the economic activities that remove money from the circulation  

within an economy, causing a reduction in the overall flow of income. The primary types of leakages include 

savings (S), taxes (T), and imports (M). 

 

INJECTIONS: Injections in the circular flow of income are the external economic activities that introduce  

money into the economy, thereby increasing the total income circulating within the system. Injections are 

 classified into three main categories: government spending (G), investments (I), and exports (X). 

 

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

 

NET INVESTMENT : -   Gross investment ï depreciation. 

DEPRECIATION: - It refers to fall in the value of fixed assets due to normal wear and tear, on passage of time 

 and expected obsolescence. Also known as Consumption of Fixed Capital and Current Replacement Cost 

INVENTORIES: -The unsold goods, unused raw materials or semi-finished   goods which a firm carries from a 

year to the next. 

There are two types of stock  

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

2. INVENTORY INVESTMENT: - Stock of goods in end of year ï stock of goods in beginning of year. 

NET INDIRECT TAX (NIT)  = Indirect Tax ï Subsidies. 

INDIRECT TAXES ï Taxes impose by the government on production units., e.g.  GST & Excise 

Subsidies ï Financial assistance given by the government to production units, e.g, LPG to house hold /  

Fertilizer to farmer 
 

GROSS DOMESTIC PRODUCT AT MARKET PRICE: - 

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

 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 world, and  

(2) Factor income earned by non-residents in our domestic territory  



14  

KVS ZIET MYSORE  

      (3) NFIA =(Factor income earned by our residents from rest of world - Factor income earned by non residents 

        in our domestic territory)  

(NDP at FC +NFIA = NATIONAL INCOME)    

 

 

COMPONENTS OF NET FACTOR INCOME FROM ABROAD: - 

V Net compensation of employees: - ( e.g Wage income of Indian workers working abroad) 

V Net income from property and entrepreneurship: - (other than retained earnings of resident companies 

V  of abroad) Rent earned by Indian national for the property owned by them abroad and Profit earned by  

V Indian from there, ventures established 

V Net retained earnings of resident companies abroad (Dividend earned) 

 

FORMULAE 

ü NNP MP = GNP MP   - Depreciation 

ü NDP Mp = GDP MP - Depreciation  

ü NDP FC = NDP MP ï Net indirect taxes (Indirect Tax ï Subsidies) 

ü GDP FC = NDP FC + Depreciation 

ü GDP MP = NDP FC + Depreciation+ Net Indirect Tax 

ü GNP MP = NDP FC + Depreciation+ Net Indirect Tax +NFIA 

ü GNP FC = NDP FC + Depreciation+ NFIA 

ü NNP FC = GDP MP - Depreciation + Net factor income from abroad ï Net indirect taxes 

ü (NNP FC is the sum total of factor income earned by normal residents of a country during the accounting 

 year) 

NNP FC = NDP FC + Net factor income from abroad.  

 

 

Concept of domestic (economic) territory 

 

Domestic territory is a geographical territory administered by a government within which persons, goods and 

 capital circulate freely. (Areas of operation generating domestic income, freedom of circulation of persons,  

goods and capital) 

Political frontiers including territorial waters and air space. 

Embassies, consulates, military bases etc. located abroad but including those locates within the political frontiers. 

Ships, aircrafts etc., operated by the residents between two or more countries. 

Fishing vessels, oil and natural gas rigs etc. operated by the residents in the international waters or other areas  

over which the country enjoys the exclusive rights or jurisdiction. 
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Resident (normal resident): - 

 Normal resident is a person or an institution who ordinarily resides in that country and whose center  

of economic interest 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 that  

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 non-residents. 

National product concept based on resident and includes their contribution to production both within and outside  

the economic territory. 

 

National product = Domestic product + Residents contribution to production outside the economic territory  

(Factor income from abroad) - Non- resident contribution to production inside the economic territory (Factor  

income to abroad) 

 

Methods of calculation of national income 

 

I - PRODUCT METHOD (Value added method): 

¶ Sales + change in stock = Value of output 

¶ Change in stock = Closing Stock ï Opening Stock 

¶ Value of output - Intermediate consumption = Gross value added (GDPMP) 

¶ NNP FC (N.I) = GDPMP (-)   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 stock ï opening stock) 

 3.Gross value added (GDPMP) = Value of output ï Intermediate cost 

 4. NNPFC or NI = GDPMP ï Consumption of fixed capital (Depreciation) + Net Factor Income from Abroad ï  

Net indirect Taxes 
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Distinction between value of output, value added and value of income generated  

 

Basis  Value of Output (Sale)  Value added (Profit) Value of income generated  

Meaning 

It is the monetary 

value of all the goods 

and services produced 

during the accounting 

year in the economy     

It is addition to the total 

value of goods at 

different stages 

It is the value of income 

earned the factors of product 

in the form of wages, rent, 

interest and profit during the 

accounting year 

Calculation 

It is calculated by 

multiplying the units 

of goods produced 

with their respective 

price 

It is excess of sale price 

of goods over the cost 

of the goods 

It is calculated by totaling the 

factor income earned by 

wages, interest, rent & profit. 

 Concept        

It is broader concepts 

which include both the 

value of intermediate 

as well as final goods 

It is a narrow concept, 

it is value of output 

fewer intermediate 

goods  

In other words, it is value 

added less(net) indirect tax 

 

 

INCOME METHOD/FACTOR PAYMENT METHOD  

1. Compensation of employees. +    2. Operating surplus. 

 

 

 

Income from property    Income from Entrepreneurship 

 

Rent & Royalty     Interest 

              Profit 

 

3. Mixed income of self-employed. 

      Corporate Corporate dividend 

NDP FC = (1) + (2) + (3)      Tax  Savings (Net retained earnings) 

NNP FC = NDP FC (+) Net factor income from abroad 

GNP MP= NNP FC + Consumption of Fixed Capital (CFC)+ Net indirect tax (NIT) 

                                   (Indirect tax ï subsidy) 
1. COMPENSATION OF EMPLOYEES (COE) = Wages and salaries in cash + Wages and salaries in  

2. ƪƛƴŘ Ҍ9ƳǇƭƻȅŜǊΩǎ ŎƻƴǘǊƛōǳǘƛƻƴ ƛƴ ǎƻŎƛŀƭ ǎŜŎǳǊƛǘȅ ǎŎƘŜƳŜ Ҍ wŜǘƛǊŜƳŜƴǘ ǇŜƴǎƛƻƴ  

Cash: - Basic pay Rent, Dearness allowance, Interim relief Family allowance 3 House rent allowance,  

City compensatory allowance, Bonus /commission, Leave travel commission, Sick leave allowance 

      Kind: - free accommodation, Medical facilities, Educational facilities, Free food & lodging, Free supply of  

water & electricity, Conveyance facilities       

   Employerôs contributions: - Contributory provident fund, Private pension, Contribution towards life 
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 insurance, Contribution towards other social security schemes 

 

2. OPERATING SURPLUS (OS)= 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 SELF-EMPLOYED: - Income of self-employed is known as mixed income. In other 

 words, mixed income is the total of wage and non-wage income. Non-wage income means income from property. 

 In certain case it is very difficult to distinguish between income from work and income from property. For ex: 

 a sole trader is both an employee of this firm and also 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  

non-wage income. This is why it is mixed income. 

 

EXPENDITURE METHOD : 

1. Government final consumption expenditure. 

2. Private final consumption expenditure. 

3. Net Export. 

 

4. Gross domestic capital formation. 

 

Gross Domestic fixed   +   Change in stock 

Capital formation                                               (Closing Stock ï Opening Stock) 

GDPMP= (1) + (2) + (3) + (4) 

 

 NNP FC = GDPMP- consumption of Fixed Capital + NFIA- Net Indirect Taxes 

Note: If capital formation is given as Net domestic capital formation we arrive at NDPMP. 

Capital formation = Investment 

 

IMPLICATIONS OF THE CONCEPTS OF ECONOMIC TERRITORY AND RESIDENTL- 

National income and related aggregates: are basically measures of production activity. There are two categories 

 of national income aggregates: domestic income and national income. or domestic product and national product. 

DOMESTIC PRODUCT: - Domestic product Includes production activity of the production units located in the 

economic territory Irrespective of whether tamed out by the residents or non-residents. 

Gross Domestic Product (GDP). Net Domestic Product (NDP) are some examples. 

Illustrative example: How Will you treat the following while estimating domestic product (or domestic factor 

income) of India? 

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

(ii) Salaries received by Indian residents working in Russian embassy in India 

(iii) 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 Indian embassy in 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 domestic 

territory (economic territory) of India. It is factor income hum abroad. 

(ii) No, it will not be included in domestic factor income of India because Russian embassy in India is not a part 
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 of domestic territory of India. So, this income is not earned within the dam territory of India. It is factor income 

from abroad 

 (iii) Yes, it will be included in domestic factor income of India because the foreign company or the foreign bank 

 is located within the domestic territory of India. So, it is an income earned within the domestic territory of India 

(iv) Yes, it will be included in domestic factor income of India because this income is earned within the domestic 

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 earned in domestic 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 residents irrespective of whether 

performed within the economic territory or outside it. 

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

Illustrative 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 

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

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

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

Answers: (I) No, because it is a facial income earned by a non-resident (a foreign company or a foreign bank)  

from its contribution to production inside the domestic territory of India i.e., factor income paid to abroad. 

(ii) No. because this Factor income is paid no non-residents i.e., factor income to abroad. 

(iii) Yes, because it is a factor income earned by Indian residents outside the domestic territory of India i.e., factor 

income from abroad. 
(iv) Yes, because it is a factor income earned by a resident from outside the domestic territory of India. i.e., factor income 
from abroad. 

NET FACTOR INCOME FROM ABROAD (NFIA): - Factor Income Received from Abroad (FIFA) ï Factor 

 income Paid to Abroad (FITA) 

NFIA  = Net Compensation of Employees + Net income from property and entrepreneurship + Net Retained  

earnings. 

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

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

positive, negative or zero. 

ü it is positive when factor income from abroad is more than factor income paid to abroad. 

ü It is negative when factor income from abroad is less than factor income paid to abroad. 

ü it is zero when factor income from abroad is equal to factor income paid to abroad. 

 

PRECAUTIONS OF VALUE -ADDED METHOD:  

The various precautions to be taken in Value Added Method are: 

 

Intermediate Goods are not to be included in N.I. 

Sale and Purchase of second-hand 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 owner-occupied houses should be included. 

Change in stock of Goods (inventory) will be included 
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PRECAUTIONS OF INCOME  METHOD  - For correct computation of national income by income method, 

following precautions need to be taken: 

Transfer Incomes are not included in the N.I. 

Income from sale of second-hand 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 savings are not included in the N.I. 

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

 

PRECAUTIONS OF EXPENDITURE  METHOD:  

The various precautions to be taken while using the Expenditure Method are: 

 

Expenditure on Intermediate Goods will not be included in the National Income. 

Transfer payments are not included. 

Purchase of second-hand goods will not be included. 

Purchase of financial assets (shares, debentures, Bonds) will not be included. 

Expenditure on own account production will be included in the National Income. 
 

REAL GDP AND NOMINAL GDP: - 

 Nominal GDP: -1 Nominal Gross Domestic Product is a way of measuring the market value of all final goods  

and services produced in an economy at current market prices in a Financial Year.  

Real GDP: - Real Gross Domestic Product is a way of measuring the market value of all final goods and services 

produced in an economy at base year (constant) prices in a Financial Year.  

Basis for 

Comparison 
Nominal GDP Real GDP 

 Meaning 

The nominal GDP is the sum total of the 

economic output produced in a year which 

valued at the current market price 

The real GDP is the sum-total of the 

economic output produced in a year which 

valued at base year price 

How does 

inflation affect it 

The nominal GDP does not take inflation 

into account.  

The real GDP takes inflation into account, It 

is called inflation adjusted GDP. 

Growth of the 

economy 

From the nominal GDP, we cannot analyze 

economic growth easily  

From the real GDP, we can explore 

economic growth easily 

Formula 

Real GDP= Q x P* where, 

Q= quantity of final g/s produced during an 

accounting year. 

P*= prices prevailing in the base year. 

Nominal GDP=Q x P where, 

GDP= Q x P where, 

Q= quantity of final g/s produced during an 

accounting year. 

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 of the people. Welfare of the people 

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

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

Limitations of GDP as 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 argument 

1.Non-Monetary Exchanges: -These activities are non-monetary and non-market transactions. For example: - 1. 

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

production These activities are left out from GDP on account of the non-availability of data and the problem of 

evaluation. However, such activities contribute to the economic welfare. 

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

penalty of it. Activities resulting in benefits are called positive externalities and increase in welfare and activities 

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

 such externalities. For example, construction of a flyover results in flow of goods and services and counted in 

GDP. But the flyover reduces the transport cost and journey time to those who have not contributed into its 

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

 the negative 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 may  

possible with rise of GDP, unequal distribution of GDP may also rise. It means the income of rich people rises by 

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

getting poorer.  

4.Composition of GDP: -The GDP Consists of both Consumer and Capital Goods. But Consumer 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 

(ii) 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 

 Items 
(` in 

lakhs) 

(i) Value of output  2000 

(ii) Depreciation  40 

(iii) Subsidy  10 

(iv) Sales tax  30 

(v) Net Value Added at factor cost  1600 

 

From the following data, calculate National Income 
by Income Method:  Ans.2010 

 Items 
(` in 
crores) 

(i) Interest  150 

(ii) Rent  250 

(iii) 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 cost from the 
following:  Ans.700 

 Items 
(`in 
lakhs) 

(i) Net factor income from abroad  30 

(ii) Sales  3500 

(iii) 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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Find Gross Value Added at Market Price from the 
given data:   Ans.  80 (`Lakh) 

(i) Depreciation  20 

(ii) 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 self-employed 400 

(ii) 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 

 

 

 

 

 

 Calculate GNPFc from the given data:       Ans. 190 
(` in 
crores) 

(i) Indirect tax  50 

(ii) Consumption of fixed capital  60 

(iii) Net factor income received from abroad  -10 

(iv) NDPFC  120 

(v) Net current transfers paid to rest of the world  30 

(vi) Subsidies  25 
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From the following data calculate National Income by   Ans.3700Cr 

(i) Income method and (ii) Expenditure method. 
(Rs. In 

Crores) 

(i) Compensation of employees   1200 

(ii) Net factor income from abroad (-)20 

(iii) 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 self- employed 700 

(xi) Net exports (-)30 

(xii) Government final consumption expenditure  1,100 

 

CALCULATE NNP AT MARKET PRICE BY PRODUCTION METHOD 

AND INCOME METHOD                     (Ans: 1340 Cr)  

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 of employers 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 MP by production method 

(2) Value of output ï (1) Intermediate conspn = value added at MP 

(2) a + b+ c ï (1) a + b + c 

1000 + 900 + 700 ï 500 + 400 + 300 

2600 ï 1200,   1400 = GDP MP 

NNP MP = GDP MP ï (9) + (7),     = 1400 ï 40 + (-20),   NNP MP = 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 economy as whole, 

like level of output and employment.  

3)     What are called Consumption Goods?   

         Consumption goods are those goods that satisfy the wants of consumers directly. For example: Television, 

mobile phones etc.  

4)  What are the different types of consumption goods?  

(a) Durable Goods: Durable goods are those goods that can be used again and again for a long period of time. For 

Example: Television, house etc.  

(b) Semi durable goods: Semi durable goods are those goods that can be used again and again for a short period of 

time, usually less than a year. Example: foot wear, clothes etc.   

(c) Non ï durable Goods: Goods that can be used only once are called non-durable goods. For example: milk,  

(d) bread, food grains etc.   

(e) Services: Services are non-material goods that directly satisfy human wants. For example: Services of teachers, 

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 example: 

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 bread are  

final goods purchased by a household for consumption. Machines and equipments are final goods bought by a 

 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 intermediate  

goods. Wheat flour bought by a bakery and bread bought by a grocery shop are intermediate goods.  

8)  What do you mean by Gross Investment?  

Total addition made to the capital stock of an economy during a period of time/ year is called Gross Investment. 

Capital stock includes fixed assets and unsold stock.  It is also known as Capital formation. 
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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 Investment ï Depreciation.   

10)  What is depreciation?  

Depreciation refers to fall in the value of fixed assets as a result of normal wear and tear, passage of time or 

expected obsolescence.  

11) Define stocks.: 
         Variables whose magnitude is measured at a particular point of time are called stock variables.  Example: 
100 crore population of India in 2001.  

12) Define flows. 

Variables whose magnitude is measured over a period of time are called flow variables. Example:   

Monthly wages of a worker, production of cloth during a year 
13) Define gross investment. 

Total addition of capital goods to the existing stock of capital 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 services produced 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 in an 

economy during a particular year and is inclusive of consumption of fixed capital. 

17)  What are factor incomes? 

Income received in return for rendering productive service is called a factor income (or factor payment.) 

 The various factor incomes are rent, interest, wages and salaries and profits. They are earned incomes so 

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 externality? 

Activity resulting in harm to others is called a negative externality. 

20) Define óNominal GNPô 

GNP measured in terms of current market prices is called nominal GNP. 

21) Define óReal GNPô. 

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. 

   Final products refer to the products purchased or own produced, for the purpose of consumption and Investment. 

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 capital good due to normal 

wear and tear and foreseen obsolescence. 

 

24) What are transfer payments? 

Transfer payments are payments made without rendering any goods or services in return, e.g., old age 

pension, scholarships, gifts, etc. These are unilateral payments (or receipts)  

25. Who are Normal Residents?  
 Normal Residents are those individuals and institutions who normally reside in a country for more than one  

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.  

(ii) Ships and aircrafts owned and operated by normal residents. (iii) Fishing boats, oil and natural gas rigs and 

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

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

 

27.Briefly explain the concept of Net Indirect Tax.  
 Net Indirect Tax is the difference between Indirect Tax paid by the firms to the Government and the Subsidies  

paid by the Government to firms. This concept is used to obtain the national income at factor cost or factor 

 prices. The NIT is deducted 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 income paid 

 to the rest of the world.   

NFIA = Factor income earned from abroad ï Factor income paid to abroad.  

 
29. Explain the difference between Nominal GDP and Real GDP. Which of these is a better index of welfare of 

people? Why?  

NOMINAL GDP; - Nominal GDP is the market value of all final goods and services produced in a country in a 

year. Increase in prices will lead to increase in nominal GDP Nominal GDP = Output x Current year prices.  

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

current year, taking base year prices in to consideration.  Formula to calculate 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 ï Depreciation          (b) NNPmp ï Net indirect taxes  

  (c) GNPfc ï 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 ï 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) Non- 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 (d) National 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 following 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 the concepts 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) Which are used in production for several years 

 b) Which are used in production process for few years 

c) Which involve depreciation losses           d) Both (a) and (c) 

  15 Net investments is equal to 

 a) Gross investment + depreciation         b) Gross investment ï 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 quantity measured per period of time is known as  

       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         c) 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 pension  

  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 (b)                   d)  None of these 

 

23.  Stock of man-made 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 variable? 

 (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)Inventory flows 

 

 26. Economic territory of a country in which economic activities of the country generates its domestic income is 

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) Ambassador of 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           (B) COE+ Mixed Income Of Self- Employed 

 (C) COE + Rent + Interest + Profit  

(D)COE + Rent + Interest + Profit+ Mixed Income Of Self- Employed 

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

 (A) To avoid 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)none of these 

32.    Addition to the capital stock of an economy is termed as :  

(A) Investment         (B) Capital loss          (C) Consumption of fixed capital          (D)All of these 

33.  A car purchased by a dealer of cars is : 

 (A) consumer good        (B) capital 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 incomes paid abroad   
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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 ófactor paymentô?  

(A) Free uniform to defence personnel                (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 the value of Factor 

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 incomes accruing to:  

(A)Nationals        (B) Economic territory                 

 (C) Residents        (D)Both residents and non-residents 

 

40. Which one of the following is an intermediate product? (Choose the correct alternative) 

a)  Purchase of pulses by consumers    b) Machine purchased by a firm 

c) 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 utensils    b) Steel and cement used to construct a timer 

  c)   Fertilizers purchased by a farmer         d) All of these 

 

42. Which of the following is an example of consumer non-durable 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 value) divided by number of years of its useful life. 

  c) Unexpected or sudden destruction or disuse of capital as can happen with accidents, natural calamities etc. 

  d) Maintenance and replacement cost of existing capital goods. etc. 
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44.  Which of the following is within the domestic territory of India? 

                   (Choose the correct alternative) 

         a)  State Bank of India in Japan (b) Google office in India     

         c)  Office of Tata Motors in UK (d) The USA Embassy in India 

 

  45    Out of the following, who are residents of India?  

                   (Choose the correct alternative) 

               (a)  Indians working permanently in the office of the United Nations  

                    Organization in New York  

              (b) Indians working 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 price ï 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) An American 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 c   36(B) 

14 d   37 (D) 

15 b   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 ) 

21 b   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.     Assertion (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 accounting 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 into national income. 

  Reason (R): Net indirect taxes are the difference between domestic income and national income. 

                   

11. Assertion (A): The concept of normal resident is important for national income estimation. 

   Reason (R): The concept of 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 to increase in national income of the  

                       country. 

       Reason: Retained earnings of resident companies abroad are included in national income. 

16.  Assertion (A) Indiaôs GDP is forecast to contract 5.9% in 2020 and recover to3.9% next  

                         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 

        Reason (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 sold to car manufacturer are type of final goods. 

 19.  Assertion (A) Income from self-consumption 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 is 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 is not included 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 as Consumption 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 intermediate 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 through any more stages of production or transformation   is called a  

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 time of 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 measure 

taken by the government, but it is not included in the estimation of national income.  

Reason (R). Transfer payments do not lead to corresponding flow of goods and services in the economy, hence 

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 correct 

explanation of (A).   13 a 

2. (a)Both (A) and (R) true and (R) is correct 

explanation of (A).   14 c 

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

15 A. Both A and R are true but R 

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) and (R) true but (R) is not 

correct explanation of (A).   

17 B. Both A and R are true but R 

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 and reason are true and 

reason is correct explanation of assertion   

19 A. Both A and R are true but R 

is the correct explanation of A. 

8 (A) Both Assertion and reason are true and 

reason is correct   20 (D) 

9 (A) Both Assertion and reason are true and 

reason 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 following 

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 1: -Flow of goods between households and firms sector known as real flow 

      Statement 2: Leakage of water for the last two hours known as stock 

 3. Statement 1: -An American working in International Labour Organisation located  

                         in India is a normal resident of India 

     Statement 2: -Increase in National Income does not always imply increase in  

                    domestic income as well.  

 4.  Statement 1: -GDP 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 1: -National Income includes Net factor Income from Abroad 

       Statement 2: - Domestic Income excludes Net exports 

  6. Statement 1: -Real GDP increases only when there is increase in the quantum of  

                                  output in the country. 

Statement 2: - Real GDP is estimated by using current year prices. 

   7. Statement 1: -Income 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 domestic factor income 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, 3.b,4.b,5. a, 6. a, 7. a,  8 b  
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TRUE AND FALSE QUESTIONS 

1. National income is sum of all the transfer income generated in an economy.  Ans: False 

2. NDFfc is equal to NDPmp less Net Indirect Tax.    Ans: True 

3. Double counting can be avoided by summing up total output of firms. Ans: False  

4. NNPmp is equal to NNPfc when Net Indirect Tax are Zero Ans: True 

5. Expenditure on electricity by factory is an intermediate cost for the factory. Ans True 

6. Bus fare paid by passengers is a final consumption expenditure. Ans: True 

7. NDPmp is the sum up of operating surplus, compensation of employees, mixed income and Net Indirect Tax.    

       Ans: True  

8. GDPmp is inclusive of indirect taxes but exclusive of subsidies. Ans: True  

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

from abroad.      Ans: True  

10. Income tax is included for calculating national income by 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 abroad (-10), NNPmp is 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 purchase of 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 be Rs.200. 

 Ans False.  

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

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

     Ans: True   

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

consumption expenditure.                       Ans: True   

19. Increase in the prices of stock lying with a trader must be added to calculate National Income by Value added 

method.                                               Ans: False 

 

20.  When Nominal GDP is Rs 840/=crore and Price Index is 120, then the Real GDP will be ___ (Rs.700 crore/ Rs 

800 crore)  

21.  Nominal GDP = Real GDP X (Price Index/100)      ( True/ False) 

22.  Environmental pollution due to an industry is ______ externality (Positive / Negative) 
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Picture Based Questions 

1. Find out ó?ô                                                                                                                                  

 c                                                                                                                                                                                 

 +   = 

 

 

2.  

 

           + 

 

 

 

      +                                                             + 

 

 

3. Study of the following items is known as 

 

 

4. Fill the gap with suitable word  

( (MINUS is equal to  

 

5. Fill the gap with suitable word  

          Sales           + = Value of Output 

 

Sum of Property Income 

(Rent   &Interest)  

 ? 

Pvt Final 

Consumption 

Expenditure 

Net Exports   ? 

Govt Final 

Consumptio

n 

 

    NDP 

MP 

Employ

ment 

GNP at MP  GDP at MP 

 

Sum of Property Income 

(Rent   &Interest)  

 

Sum of Property Income 

(Rent   &Interest)  

 ? 

Sum of Property Income 

(Rent   &Interest)  

Sum of Entrepreneurial 

Income (profit) 

  ??? General 

Price 

Money & 

Banking 

National 

Income 
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6. Find out ó???ô 

 

   

Minus  (-)                       = = 

      

         Q 7                  

Fill up with suitable values by using income & Expenditure 

methods 
COMPLETE THE FOLLOWING TABLE 

(INCOME METHOD) 

ITEMS 2022 2023 2024 

CE 100 50 ? 

OS ? 100 500 

MISE 200 250 100 

NDF FC 500 ? 800 

NIT 50 100 ? 

NFIA ? (-)50 ? 

NNPFC 400 ? 1000 

NDPMP ? 500 880 

Ans: INCOME METHOD 

2022: - 300,100,550 

2023: - 400,350 

2024: -200,80,200 

Expenditure Method: - 

Part-I: - 400,100,1400 

Part-II: - 1400,3120 

Part-III: - 1000,800 

COMPLETE THE FOLLOWING TABLE 

(EXPENDITURE METHOD) 

ITEMS PART-I PART-II PART-III 

PVT Final 

Consumption 

Expenditure 

2000 ? 1000 

? 700 800 3000 

Gross 

domestic 

capital 

formation 

? 700 5000 

Net Exports (-) 100 220 ? 

GDPMP 3000 ? 10000 

CFC 50 20 ? 

NIT ? 100 200 

NDPFC 2850 3000 9000 

 

ANS: 1. Operating Surplus    2. Gross domestic capital formation   3. Macroeconomics 4 net factor income From Abroad 

Value of 

output 

??? Intermedia

te cost 
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 5. Change in stock 6. Value added   

Match the following Column I and Column II, and choose the correct alternative 

Column I Column II 

A GNP FC-Depreciation i GDP at factor cost 

B GNP FC-NFIA ii GNP at factor cost 

C GDP FC-Depreciation iii NNP at factor cost 

D GNP MP- Net indirect Tax iv NDP at factor cost 

(a) A-(iii),B-(iv), C-(ii),D-(i) (b) A-(iii),B-(i), C-(iv),D-(ii) 

(c) A-(iv),B-(iii), C-(i),D-(ii) (d) A-(iv),B-(iii), C-(ii),D-(i) 

 

 

             

 

 

          (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 =   

 

NDP at FC 

 

       +    

    + 

CƛƴŘ ƻǳǘ ǘƘŜ άΚΚΚέ 

         +         = 

 
 
 

Year Output  

(Units) 

Market Price  

per unit in Rs. 

2022 1000 10 

2023 1100 15 

??? 

Compensation of 

Employee 

 Mixed Income of self 

employed 

 

NET 

INVESTMENT 

 

 

   ??? 

 

GROSS 

INVESTMENT 
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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 

 
 

  

 

 

 

 

 

 

 

 

 

 

 

 

MATCH THE FOLLOWING:  

(1) Sum total of all factor payments           (I) Product method 

(2) Aggregate value of final goods and services produced by all 

the firms. 

(II) Income method 

(3) Aggregate value of spending that the firms receive for the 

final goods and services which they produce. 

(III)Expenditure method 

 

By using the below flow chart derive the NDP at FC and its aggregates 
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How is outer circle and inner circle known as (Money flow/ Real flow) 

 

 

 

 

 

 

 

 

 

 

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 in Delhi, 

with more than 3500 people, including dignitaries from 84 nations and the Prime Minister NarendraModi. It was 

organized by the Ministry of AYUSH. It widely publicised through campaigns on various media to spread 

awareness about the benefits of Yoga among the masses. T-shirts with the yoga day logo, yoga mats and other 

related items were distributed to the enthusiasts. Trained yoga experts were appointed to help beginners who 

participated in the event. 

 (a) Governmentôs expenditure to popularise yoga among the masses________ welfare.            (b) Governmentôs 

expenditure to popularise yoga among the masses has no effect on GDP.            

                                   (True/ False)  

(c) The term ówelfare órefers to : 

 (i) Sense of pride in the nation (ii) Increase in purchase of services  

(iii) Sense of well-being 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, 2018-19 describes the vicious cycle of growth where increase in the rate of fixed 

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

consumption improves the investment outlook, which results in still higher growth of fixed investment that  

further accelerates the growth of GDP, including a still higher growth of consumption. This cycle of higher fixed 

investment, higher GDP and higher consumption growth generates economic development in the country.  

(a) High___________is a sign of expansion of production capacity in the economy. (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 assets. 

 (c) Inventory investment includes: (i) stock of finished goods (ii) stock of semi-finished 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 well-being among 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 shrinking by a record 23.9% in the Apr to 

 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 governmentôs capacity to neutralize this contraction has been reduced 

substantially by way of tax revenue contraction. Agriculture was the only sector which recorded modest growth  

of 3.4%. in year on year term and all other 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 the modest 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  
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3 Impact of covid-19 in Indiaôs 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 much  

3 (B) GDP decreased 

 4.  Read the following report and answer the questions based on it.  

New Delhi: asserting that the ñworst is behind usò veteran banker Deepak Parekh on Thursday said that Indiaôs 

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

Citing an example, he said during the virtual conference organised by Canada ï India based Council. he said toll 

collection are back to 88% of pre Covid level, e way bills are increasing and electricity consumption has 

 stabilized. India is domestic based economy and 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 domestic 

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 contraction in decade, with GDP shrinking by a record 23% in April to June 

Quarter in comparison to the same period last year. The contraction reflects the severe impact of the Covid 19 

lockdown, which halted most economic activities as well as the slowdown trend of the economy even pre 

 Covid 19. The Indian economy is in a deeply vicious cycle, where demand is contracting so heavily, while the 

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

Agriculture was the only sector which recorded modest growth of 3.4% in year on year term and all other sectors 

saw contraction. Answer the following based on the text:  

a) The impact of Covid 19 on Indiaôs GDP_______. (increasing / decreasing)  

b) _____ is crucial for revenue collection. (Nominal GDP/National income) 

 c) Who are considered as owner of factors 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 income. However, GDP is regularly 

criticized for not presenting a fair view of welfare. If GDP is a poor measure of welfare, focusing one sided on 

increasing GDP may lead to misguided political decision. For example, Nobel Laureate Joseph Stieglitz has 

 argued that the 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 accounted 

for the same?  

(a)Externalities                             (b) Non-marketable 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 without  

cost sharing, is known asééééé (Positive/Negative) externality.  

 (A) Positive (B) Negative 

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

 

UNIT 2: MONEY AND BANKING  
 
Barter system of exchange: It is a system in which goods are exchanged for goods. Such exchange exists in the 

 C-C Economy (commodity to commodity exchange economy). For example, wheat may be exchanged for cloth; 

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 of a 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 and at 

the same time acts as a measure, store of value and standard of deferred payment. 

Primary Function 

i) Medium of exchange: 
It means that money can be used to make payments for all the transactions of goods and services. A buyer can 

buy goods through money and a seller can sell goods for money. 

ii)  Measure of value: 
Money serves as a measure of value. The value of all goods and services is expressed in terms of money. 

Secondary Function 
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i) Standard of deferred payments: 
It means that money acts as a óstandardô for making future payments. It has made deferred payments much 

easier than before. This function has facilitated borrowing and lending. It has also led to the creation of financial 

institutions. 

ii)  Store of value: 
A store of value implies a store of wealth. Money can be easily stored for future use. 

 

 

iii)  Transfer of value: 
Money also serves for transfer of value. It facilitates buying and selling of goods not only in the domestic 

country but also in other parts of the world. 

 

Supply of Money: -Supply of Money is a stock concept. It refers to stock of money available with the 

public/people at a point of time. 

Components of Money Supply: -Currency with Public + Demand Deposits with Commercial Banks 

Measures of Money Supply 

M1 = C + DD + OD (Most liquid asset) 

 

Demand deposits.: Demand deposits are those deposit which can be withdrawn by the depositor at any time 

by means of cheque. No interest is paid on such deposits. 

Central Banks: The central Bank is the apex institution of monetary and financial system of a country. It 

makes monetary policy of the country in public interest. It manages, supervises and facilitates the banking 

system of the country. 

Functions of Central Banks 

× Bank of Issue 

× Banker to the Government 

× Bankerôs Bank and Supervisor. 

× Controller of credit. 

× Lender of last resort 

× Custodian of foreign exchange reserves 

 

Bank of Issue 

The central bank has the sole monopoly to issue currency notes. Commercial banks cannot issue currency 

notes. Currency notes issued by the central bank are the legal tender money. 

Bankerôs Bank and Supervisor 

(i)  Custodian of the cash reserves of the commercial banks: Every commercial bank has to keep a 

certain percent of its cash reserves with the central bank by law. 

(ii)  Lender of the Last Resort. 
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As banker to the banks, the central bank acts as the lender of the last resort, in case the commercial 

banks fail to meet their financial requirements from other sources, they can, as a last resort, approach to 

the central bank for loans and advances. 

Banker to the Government 

(i) As Banker: As a banker to the government, the central bank performs same functions as 

performed by the commercial banks to their customers. 

(ii)  As Fiscal Agent: As a fiscal agent, it performs the following functions: 

Å It manages the public debt. 

Å It collects taxes and other payments on behalf of the government. 

Å  (iii) As Adviser: The central bank also acts as the financial adviser to the 

government. 

 

 

Control on Credit Creation : -through the monetary policy RBI perform this function. For this RBI uses 

quantitative instruments and qualitative instruments. 

 

QUANTITATIVE  INSTRUMENTS 

¶ Bank Rate Policy - It refers to the rate at which the central bank lends money to 

commercial banks as a lender of the last resort. 

¶ Repo Rate Policy ï It is the rate at which the central bank of the country (RBI) lends 

money to the commercial banks to meet their short-term needs. 

¶ Reverse Repo Rate ï It is the rate at which RBI borrows money from the commercial 
banks. 

¶ Open Market  Operations - It refers to the buying and selling of securities by the Central 

Bank from/ to the public and commercial banks. 

¶ Legal Reserve Ratio - R.B.I. can influence the credit creation power of commercial banks by 
making changes in CRR and SLR. 

Å Cash Reserve Ratio (CRR) - It refers to the minimum percentage of net demand and time  liabilities 

to be kept by commercial banks with central bank. 

Å Statutory Liquidity Ratio (SLR) - It refers to minimum percentage of net demand and time 

liabilities which commercial banks required to maintain with themselves in the form of specified 

liquid assets including cash, gold and govt. securities. 

 

Å QUALITATIVE  INSTRUMENTS:  

i)Margin  Requirements: It is the difference between the amount of loan and market value of the  

security offered by the borrower agains the loan. 
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ii)Rationing credit: Sometimes the central bank will instruct the commercial bank to give some percent of loan to 

some sectors. This is called fixing the quota. During deflation rationing will  be removed. 

(iii) Warning and direct action: The central bank may warn or take direct action against the commercial banks, 

which do not follow its guide lines. A few months ago, RBI slapped Rs 5 lakhs on IDBI. 

(iv)Moral  suasion: Sometimes central bank may persuade the commercial banks to follow its guidelines. 

Å MONEY CREATION OR CREDIT CREATION BY COMMERCIAL BANKS 

Å Commercial banks create credit by accepting deposits and advancing loans. This is based on two 

assumptions: 

Å All  depositors do not withdraw the money at the same time. There is 

constant flow of new deposits into the banks. 

Å The capacity of banks to create money or credit depends on Amount of primary deposits and Legal 
reserve ratio (LRR). 

Å Let us understand the process of credit 

creation with the following example. 

Å Suppose there is an initial deposit of Rs. 

1000 and L.R.R. is 20% i.e., the banks 

have to keep Rs. 200 and lend Rs. 800/-. 

All the transactions are routed through 

banks. 

Å The deposit creation comes to end when the total cash reserves become equal to the initial deposit. 

Å   Credit creation = Initial deposit X 1/LRR. 

Credit creation = 1000 x 1/20% 

Å 1000 x 100/20=Rs 5000 

Å In this way, commercial banks create credit many more times than their cash reserves and 

contributes to increase money supply in the economy. 

Å  Numerical example 

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

Initials  

Deposit 

Deposit LRR 

20% 

Loans 

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. Which of the following statements is correct? 
(a) Supply of money refers to stock of money held by public at a point of time 
(b) Supply of money is a flow variable 
(c) Supply of money includes cash reserve of banks 
(d) Supply of money refers to bank money 

 
2.   is the main function of central Bank 

a. Notes issue b. Credit creation 
c. Accepting deposits front e public d. None of these 
 

3. What will be the effect of an increase in the ΨwŜǇƻ Rate on the Money Supply? 
a) Money supply will increase 
b) Money supply will decrease 
c) Money supply will remain the same 
d) Money supply will initially increase and then it will decrease 

 
4.   is the rate of interest charger by the Central Bank on loans given 

to commercial banks 
a. Bank rate b. CRR 

c. Statutory liquidity Ratio d. Reserve Repo Rate 
5. Ms. Sakshi, an ŜŎƻƴƻƳƛŎǎ ǘŜŀŎƘŜǊΣ ǿŀǎ ŜȄǇƭŀƛƴƛƴƎ ǘƘŜ ŎƻƴŎŜǇǘ ƻŦ ΨƳƛƴƛƳǳƳ 

percentage of the total deposits to be kept by any commercial bank with the 
Central Bank of the country, as per norms and statute prevailing in the 
ŎƻǳƴǘǊȅΩΦ From the following, choose the correct alternative which specifies 
towards the concept explained by her? 
a) Cash Reserve Ratio 
b) Repo Rate 
c) Bank Rate 
Statutory Liquidity Ratio 

6. Which of the following is not a quantitative Method of Credit Control? 
a) Open Market Operation b) Margin Requirements 
c) Variable Reserve Ratio d) Bank Rate Policy 

7.   refers to that portion of total deposits of a commercial bank 
which it has to keep with itself in the form of liquid assets 
a. Statutory Liquidity Ratio (SLR) b. Cash Reserve Ratio (CRR) 

c. Bank Rate d. Reserve Repo Rate 
8. LŦ ǘƘŜ ǘƻǘŀƭ ŘŜǇƻǎƛǘǎ ŎǊŜŀǘŜŘ ōȅ ŎƻƳƳŜǊŎƛŀƭ ōŀƴƪǎ ƛǎ Φ млΣллл ŎǊƻǊŜǎ ŀƴŘ 

legal reserve requirements is 40% then amount of initial deposits will be 
(a)  2000 (b)  2500 (c)  4000 (d)  10,000 
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9. ²Ƙŀǘ ǿƛƭƭ ōŜ ǘƘŜ ǾŀƭǳŜ ƻŦ ƳƻƴŜȅ ƳǳƭǘƛǇƭƛŜǊ ǿƘŜƴ ƛƴƛǘƛŀƭ ŘŜǇƻǎƛǘǎ ŀǊŜ  рлл 
crores and LRR is 10%? 
(a) 0.1 (b) 0.2 (c) 10 (d) 20 

10. The amount of initial deposits is 3000cr and LRR is 25%. Calculate the amount of 
total deposits created by commercial banks 
(a) 10000 crore (b) 11000 crore (c) 12000 crore (d) 13000 crore 

11. Deposit creation by bank comes to an end when: 
(a) Fresh deposit with banks becomes zero 

 
(b) LRR become zero 

 
(c) Money multiplier become zero 

 
(d) Total reserve equal to initial deposit 

12. What would be the total money creation in the economy, If initial fresh 
deposits with banks = 50,000 and LRR = 20%. 
(a) ̀ 2,50,000 (b) ̀ 5,00,000 (c) ̀ 10,00,000 (d) ̀ 12,00,000 

13. Which one of the following is used for credit creation? 

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

14. The value of credit multiplier will be high when 
 
(a) Cash reserve ratio is high (b) Cash reserve ratio is low 

 
(c) Cash reserve ratio is zero (d) Cash reserve ratio is infinity 

15. Lƴ ŀ ƘȅǇƻǘƘŜǘƛŎŀƭ ŜŎƻƴƻƳȅΣ aǊΦ bŜŜǊŀƧ Ƙŀǎ ŘŜǇƻǎƛǘŜŘ млл ƛƴ ǘƘŜ ōŀƴƪΦ LŦ ƛǘ ƛǎ 

assumed that there is no other currency circulation in the economy, then the 

total money supply in the economy will be    

a) zero 
 
b)  100 

 
c) not defined 

 
d)  120 
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16. Two friends Akash and Amit were discussing about the features of central 

bank. άThis feature saves the commercial banks from ǇƻǎǎƛōƭŜ ōǊŜŀƪŘƻǿƴέ 

The above-mentioned statement was given by Akash, identify the feature was 

he taking ŀōƻǳǘΧ 

(a) .ŀƴƪŜǊΩǎ bank (b) Lender of the last resort 
 

(c) Controller of credit (d) Financial advisor 

17. Read the following statements carefully and choose the correct alternatives 

given below: 

Statement 1 ς Central bank lends money to borrowers at a very low interest. 

Statement 2 ς Ministry of finance circulates all mint and one rupee note in 

India. Alternatives: 

a) Both the statements are true. 
 
b) Both the statements are false. 

 

c) Statement 1 is true and Statement 2 is false 
 
d) Statement 2 is true and Statement 1 is false 
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18. Read the following statements carefully and choose the correct alternatives 

given below: 

Statement 1 ς The value of money multiplier is determined by the reserve 

ratio prevailing in the monetary system. 

Statement 2 ς The process of credit creation directly relates to the value of 

reserve ratio. 

Alternatives: 
 
a) Both the statements are true. 

 
b) Both the statements are false. 

 
c) Statement 1 is true and Statement 2 is false 

 
d) Statement 2 is true and Statement 1 is false 

19. Choose the correct statement from given below 
 
(a) Commercial banks create credit out of primary deposits. 

 
(b) The money multiplier is directly related to the legal reserve ratio. 

 
(c) The central bank of the country is not authorized to maintain foreign 

exchange reserves. 

(d) All of the above 

20. Assertion(A): Currency Held by Public is a monetary liabilities of central bank 
Reason(R): Central bank control credit, whereas commercial bank create credit 
with currency held by Public. 

 
(a) Both Assertion(A) and Reason(R) are true and Reason(R) is the correct 
explanation of the Assertion(A) 
(b) Both Assertion(A) and Reason(R) are true and Reason(R) is not the correct 
explanation of the Assertion(A) 
(c) Assertion(A) is true but Reason(R) is false 
(d) Assertion(A) is false but Reason(R) is true 
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21. Assertion (A): Central Bank as a banker to the government, works as a custodian 
of cash reserves. 

 Reason(R): The Central Bank acts as a clearinghouse for the transfer and 
settlement of mutual claims of commercial banks. 

 
(a) Both Assertion(A) and Reason(R) are true and Reason(R) is the correct 
explanation of the Assertion(A) 
(b) Both Assertion(A) and Reason(R) are true and Reason(R) is not the correct 
explanation of the Assertion(A) 
(c) Assertion(A) is true but Reason(R) is false 
(d) Assertion(A) is false but Reason(R) is true 

22. Assertion(A): Central bank as a banker to government, work as a financial 
advisor 
Reason(R): Government borrow internally from banks and general public. 

 
(a) Both Assertion(A) and Reason(R) are true and Reason(R) is the correct 
explanation of the Assertion(A) 
(b) Both Assertion(A) and Reason(R) are true and Reason(R) is not the correct 
explanation of the Assertion(A) 
(c) Assertion(A) is true but Reason(R) is false 
(d) Assertion(A) is false but Reason(R) is true 

23. Assertion(A): Demand deposits are also called bank money. 
Reason(R): Demand deposits are created by commercial banks. 

 
(a) Both Assertion(A) and Reason(R) are true and Reason(R) is the correct 
explanation of the Assertion(A) 
(b) Both Assertion(A) and Reason(R) are true and Reason(R) is not the correct 
explanation of the Assertion(A) 
(c) Assertion(A) is true but Reason(R) is false 
(d) Assertion(A) is false but Reason(R) is true 

24. Assertion(A): LRR represents the minimum reserve ratio essential to be 
maintained by banks. 
Reason(R): Banks create deposits in the process of making loans to their 
customers. 

 
(a) Both Assertion(A) and Reason(R) are true and Reason(R) is the correct 
explanation of the Assertion(A) 
(b) Both Assertion(A) and Reason(R) are true and Reason(R) is not the correct 
explanation of the Assertion(A) 
(c) Assertion(A) is true but Reason(R) is false 
(d) Assertion(A) is false but Reason(R) is true 

25. Assertion(A): The Central Bank is also known as the bank of issue. Reason(R): 
The Central Bank enjoys the sole monopoly of issuing currency to ensure 
control over volume of currency and money supply. 

 
(a) Both Assertion(A) and Reason(R) are true and Reason(R) is the correct 
explanation of the Assertion(A) 
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 (b) Both Assertion(A) and Reason(R) are true and Reason(R) is not the correct 
explanation of the Assertion(A) 
(c) Assertion(A) is true but Reason(R) is false 
(d) Assertion(A) is false but Reason(R) is true 

26. Assertion(A): Demand deposits are created by commercial banks. 
Reason(R): Demand deposits form a significant part of the total money supply in 
the economy. 

 
(a) Both Assertion(A) and Reason(R) are true and Reason(R) is the correct 
explanation of the Assertion(A) 
(b) Both Assertion(A) and Reason(R) are true and Reason(R) is not the correct 
explanation of the Assertion(A) 
(c) Assertion(A) is true but Reason(R) is false 
(d) Assertion(A) is false but Reason(R) is true 

27. Assertion(A): Only net demand deposits held by commercial banks are taken as 
part of money supply. 
Reason(R): Only deposits of the public held by the banks are included in money 
supply 

 
(a) Both Assertion(A) and Reason(R) are true and Reason(R) is the correct 
explanation of the Assertion(A) 
(b) Both Assertion(A) and Reason(R) are true and Reason(R) is not the correct 
explanation of the Assertion(A) 
(c) Assertion(A) is true but Reason(R) is false 
(d) Assertion(A) is false but Reason(R) is true 

28. Assertion(A): Credit creation is inversely related to the Legal Reserve Ratio. 
Reason(R): LRR is fixed by the market forces of demand and supply. 

 
(a) Both Assertion(A) and Reason(R) are true and Reason(R) is the correct 
explanation of the Assertion(A) 
(b) Both Assertion(A) and Reason(R) are true and Reason(R) is not the correct 
explanation of the Assertion(A) 
(c) Assertion(A) is true but Reason(R) is false 
(d) Assertion(A) is false but Reason(R) is true 

29. Assertion(A): The monetary policy is the policy formulated by central bank of a 
country 
Reason(R): The policy measures involve measures taken by the central bank to 
regulate the supply of money, availability and cost of credit in the economy. 

 
(a) Both Assertion(A) and Reason(R) are true and Reason(R) is the correct 
explanation of the Assertion(A) 
(b) Both Assertion(A) and Reason(R) are true and Reason(R) is not the correct 
explanation of the Assertion(A) 
(c) Assertion(A) is true but Reason(R) is false 
(d) Assertion(A) is false but Reason(R) is true 
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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 can be 

compared. Discuss it. 

Money serves as a measure of value in terms of unit of account. Measurement of value was the main 

difficulty of the barter system. Introduction of money has removed this difficulty. It acts as a yardstick of 

standard measure of value to which all other things can be compared.ò Money measures the value of 

everything or the prices of all goods and services can be expressed in terms of money. 

2.ΨBanks required to keep only a fraction of deposits as cash reserves. Why? 
Banks are required to keep only a fraction of deposits as cash reserves because of the following two 

reasons: 

(a) First, the banking experience has revealed that not all depositors approach the banks for 

withdrawal of money at the same time and also that normally they withdraw a fraction of deposits. 

(b) Secondly, there is a constant flow of new deposits into the banks. Therefore, to meet the daily 

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

cash reserve. 
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(c) First, the banking experience has revealed that not all depositors approach the banks for 

withdrawal of money at the same time and also that normally they withdraw a fraction of 

deposits. 

(d) Secondly, there is a constant flow of new deposits into the banks. Therefore, to meet the daily 

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

cash reserve. 

3.What do you mean by Money Multiplier/Credit  Multiplier?  

It refers to the fraction by which commercial banks would be able to multiply money from their initial 

level of deposits. 

Money Multiplier = 1/LRR 

 

4.What do you mean by Legal reserve ratio (LRR)? Explain the components of Legal 

Reserve Ratio. 

The minimum percentage of a bankôs total demand and time deposits, that is required to 

be maintained in the form of cash or specified liquid assets by the commercial banks with the Central 

Bank is termed as Legal Reserve Ratio. 

The components of Legal Reserve Ratio are as follows 

(i) Cash Reserve Ratio: The percentage of total deposits, which a commercial bank needs to 

keep as reserve with the Central Bank. 

(ii)  Statutory Liquidity Ratio: Every commercial bank is required to maintain a fixed 

percentage of its assets in the form of cash or other liquid assets. 

5.óDuring the last few yearsô initiatives such as Jan Dhan Yojna, Aadhar-enabled payment 

systems, e-Wallets, National Financial Switch (NFS), and others have strengthened the 

government's resolve to go cashless.ô Elaborate on how such initiatives may have affected 

the Indian  economy. 

Ans. These initiatives affect the economy by: 

 

ü increasing the total number of bank deposits, leading to more deposition of money 

ü the lending capacity of banks increases due to more accounts 

ü easing of payments systems 

ü availability of loans, investments increase 

ü all these lead to more pumping of money into the economy leading to the overall growth 

in the National Income. 
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6. Read the following text carefully, and discuss briefly the relevant function of the Central 

Bank, indicated: 

Recently, the Reserve Bank of India (RBI) conducted a statutory inspection for supervisory 

evaluation against a Commercial Bank. The commercial bank was imposed with stringent 

penalties, owing to deficiencies in regulatory compliance. As per the Central Bank, the 

inspection revealed non-compliances vis-à-vis different directions issued by RBI, on the 

following fronts: 

i. ATM  Card fraud 

ii.  Ensuring integrity  and quality  of data 

iii.  Loans to small borrowers 

 

Answer: The given text indicates the ósupervisory functionô of the Central Bank, under which the 

Reserve Bank of India (RBI) regulates and supervises the routine functioning of commercial banks. 

Under this function, the RBI may exercise periodic inspections/audits of commercial banks, filing of 

reports by commercial banks, and other statutory compliances. Central bank may take necessary 

corrective and punitive actions against the banks owing to deficiencies in regulatory compliances. 

 

7.With an objective to reduce inflation,  Reserve Bank of India  may promote the commercial banks 

to park  their  surplus funds with  it.ò Discuss the rationale behind the step taken by the Reserve Bank 

of India. 

Answer: The reverse repo rate is the rate at which commercial banks may park their surplus funds 

with the Central Bank. 

In order to decrease inflation in an economy, the Reserve Bank of India (RBI) may increase the reverse 

repo rate. With the increase in the reverse repo rate, it becomes lucrative for commercial banks to park 

surplus funds with the central bank. Consequently, this may lead to a reduction in their lending capacity. 

Thereby, a fall in Aggregate Demand curbs the level of inflation. 
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CASE STUDY/SOURCE BASED QUESTIONS 

 

1.Read the following case study paragraph carefully and answer the questions on the basis 

of the same. 

The central bank of India i.e. Reserve Bank of India, is the apex institution that control the entire 

financial market. It's one of the major functions is to maintain the reserve of foreign exchange. Also, it 

intervenes in the foreign exchange market to stabilize the excessive fluctuations in the foreign exchange 

rate. 

In other words, it is the central bank's job to control a country's economy through 

monetary policy; if  the economy is moving slowly or going backward, there are steps that central bank 

can take to boost the economy. These steps, whether they are asset purchases or printing more money, 

all Involve injecting more cash into the economy. The simple supply and demand economic projection 

occur and currency will devalue. 

When the opposite occurs, and the economy is growing, the central bank will  use various methods to 

keep that growth steady and in-line with other economic factors such as wages and prices. Whatever 

the central bank does or in fact don't do, will affect the currency of that country. Sometimes, it is 

within the central bank's interest to purposefully effect the value of a currency. For example, if the 

economy is heavily reliant on exports and their currency value becomes too high, importers of that 

country's commodities will seek cheaper supply; hence directly effecting the economy. 

 

 

1. Which of the following tools are used by the central bank to control the flow of money 
in domestic economy? 

(a) Fiscal tools (b) Quantitative monetary tools 

(c) Qualitative monetary tools (d) Both (b) and (c) 

2. Dear money policy of central bank, which is used to keep the growth steady and in-
line with other economic factors, refers to 
a) Tighten the money supply in the economy 
b) Ease the money supply in the economy 
c) Allow commercial banks to work under less strict environment 
d) Both (b) and (c) 

 

3. Which of the following tools are used by the central bank to control the flow of money 
in domestic economy? 

(a) Fiscal tools (b) Quantitative monetary tools 

(c) Qualitative monetary tools (d) Both (b) and (c) 

4. Dear money policy of central bank, which is used to keep the growth steady and in-
line with other economic factors, refers to 
e) Tighten the money supply in the economy 
f) Ease the money supply in the economy 
g) Allow commercial banks to work under less strict environment 
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h) Both (b) and (c) 
5. Which of the following steps should be taken by the central bank if there is an excessive 
rise in the foreign exchange rate? 

(a) Supply foreign exchange from its stock 
(b) Demand more of other foreign exchange 

(c) Not intervene in the market as the exchange rate is determined by 
the market forces 

(d) Help central government to stabilize the foreign exchange rate. 

ANSWERS 

1. (d) Both (b) and (c) 
2. (a) Tighten the money supply in the economy 
3. (a) Supply foreign exchange from its stock 

 

 

Read the para given below and answer the questions that follow:  

The Reserve Bank of India (RBI) on Friday kept interest rates on hold while assuring to maintain support 

for reflecting the economy by ensuring ample liquidity to manage the government's near- record 

borrowing. 

The six-member Monetary Policy Committee (MPC) voted to continue with the accommodative stance 

as long as it is necessary to revive growth and mitigate the impact of Covid-19 on the economy while 

ensuring that inflation remains within the target, Governor Shaktikanta Das said. While the Union Budget 

2021 laid down an expansive fiscal strategy over the medium term to strengthen the growth engine in the 

economy, the RBI affirmed its support to such a plan through appropriate monetary tools. 

To absorb higher government borrowings, the Central Bank provided retail investors a direct option 

to invest in government securities. It also sapped some funds from banks by raising the Cash 

Reserve Ratio (CRR) and using the money for more targeted market operations. 

The MPC, which cut borrowing costs by 115 basis points last year, kept the repurchase or repo rate 

unchanged at 4 percent. Consequently, the reverse repo rate will also continue to earn 3.35 per cent for 

banks for their deposits kept with the RBI. Das announced the restoration of CRR - the amount of deposits 

lenders must set aside as reserves - to 3.5 per cent in March and 4 per cent in May. The cash returning to 

the central bank can be used by it for open market operations and other liquidity measures. 

1. The two essential conditions for a financial institution to become a bank are: 
(a) accepting deposits and lending (b) printing currency notes 

(c) both (a) and (b) (d) neither (a) nor (b) 

2. Which of the following is not a quantitative method of credit control? 
(a) open market operation (b) bank rate policy 

(c) legal reserve requirements (d) margin requirements 
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3. The central bank does not perform the following functions. 
(a) conducts sale and purchase of securities for foreign governments securities. 
(b) acts as a lender of the last resort. 
(c) controls money supply and credit. 
(d) manages the ƴŀǘƛƻƴΩǎ reserves of international currency. 

ANSWERS 
1. (a) accepting deposits and lending 
2. (d) margin requirements 
3. (a) conducts sale and purchase of securities for foreign governments securities. 

 

 

3.Read the para given below and answer the questions that follow: 

Heightened uncertainty in India caused by the Coronavirus pandemic led to a surge in the currency in 

circulation as people hoarded cash or put money in accessible deposits to safeguard themselves against 

salary cuts or job losses. 

According to RBI data, Indiaôs M3 money supply rose 6.7% in the first five months of 2020 compared 

with the same period in 2019, the highest growth in seven years. Currency in circulation, which measures 

money with the public and in banks has also surged. Gross capital formation, or total investments toward 

fixed capital in the country, fell significantly. Savings and current account deposits fell 8% due to higher 

withdrawals. The growth in currency notes held by the public was much higher than the deposits made in 

banks. 

A rise in money supply usually is seen as a leading indicator of growth in consumption and business 

investments, but the rise this time was unlikely to bolster either, analysts said. The increase reflected 

higher cash withdrawals by depositors to meet the needs during the lockdown period, until normalcy 

returns. 

1.   (quantitative/qualitative) instruments of monetary policy affect the direction 
of credit in the economy. 
2. Choose the correct pair of statements from the given statements in Column I and II: 
S NO Column I Column II 

1 LRR A. rate of interest at which Central 
Bank lends to commercial banks for 
long term 

2 Reverse Repo Rate B. rate at which the RBI borrows 
money from commercial banks 

3 Bank Rate C. rate at which Central Bank 
advances short term loans 
to commercial banks 

4 . Repo Rate D. minimum reserve maintained 
by  a commercial bank 

(a) 1-A (b) 2-B (c) 3-C (d) 4-D 
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3. Which of the following statements is true? 
(a) Money Multiplier is inversely related to LRR. 
(b) Loans given by Commercial banks are equal to the amount of deposits they receive. 
(c) CRR is decreased to control inflation 
(d) Demand deposits refer to the cash reserves of Commercial Banks. 

ANSWERS 

1. qualitative  

2. 2-B 

3. (a) Money Multiplier is inversely related to LRR. 
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