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Part A: Introductory Macroeconomics
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» National Income and Related Aggregates
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» Money and Banking

6

» Determination of Income and Employment

» Govemment Budget and the Economy

» Balance of Payments

Part B: Indian Economic Development

» Development Experience (1947-90) and Economic Reforms
sincel991:
¢ Indian Economy on the eve of Independence
¢ Main features, problems and policies of agriculture

(institutional aspects and new agricultural strategy), industry
(IPR 1956; SSI — role & importance) and foreign trade.
e Economic Reforms since 1991

» Current challenges facing Indian Economy
e Human Capital Formation
e Rural development
o Employment
e Sustainable Economic Development

» Development Experience of India

Theory Paper (40+40 = 80 Marks)

Part C : Project Work

» Project Work




Part A: Introductory Macroeconomics

Unit 1: National Income and Related Aggregates
What 1s Macroeconomics?

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

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

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

Unit 2: Money and Banking

Money — meaning and functions, supply of money - Currency held by the public and
net demand deposits held by commercial banks.

Money creation by the commercial banking system.

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

Unit 3: Determination of Income and Employment

Aggregate demand and its components. Propensity to consume and propensity to
save (average and marginal).

Short-run equilibrium output; investment multiplier and its mechanism.
Meaning of full employment and involuntary unemployment.

Problems of excess demand and deficient demand; measures to correct them -
changes mn government spending, taxes and money supply.

Unit 4: Government Budget and the Economy

Government budget - meaning, objectives and components.

Classification of receipts - revenue receipts and capital receipts;
Classification of expenditure — revenue expenditure and capital expenditure.

Balanced, Surplus and Deficit Budget — measures of government deficit.




Unit 5: Balance of Payments
Balance of payments account - meaning and components;
Balance of payments — Surplus and Deficit

Foreign exchange rate - meaning of fixed and flexible rates and managed floating.
Determination of exchange rate in a free market, Merits and demerits of flexible and
fixed exchange rate. Managed Floating exchange rate system

Part B: Indian Economic Development

Unit 6: Development Experience (1947-90) and Economic Reforms since 1991:
A brief introduction of the state of Indian economy on the eve of independence.
Indian economic system and common goals of Five Year Plans.

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

Economic Reforms since 1991:

Features and appraisals of liberalisation, globalisation and privatisation (LPG policy);
Concepts of demonetization and GST

Unit 7: Current challenges facing Indian Economy

Human Capital Formation: How people become resource; Role of human capital in
economic development; Growth of Education Sector in India

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

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

Sustainable Economic Development: Meaning, Effects of Economic Development
on Resources and Environment, including global warming

Unit 8: Development Experience of India:

A comparison with neighbours

India and Pakistan, India and China

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

Part C: Project in Economics
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UNIT - 1
National Income and Related Aggregates

[0 Macroeconomics: E£i§§ 52_52”{3

It studies the behaviour of the economy as a whole. It studies national aggregates like
Aggregate Demand, Aggregate Supply, National Income etc. It also studies national economic
problems like inflation, unemployment, poverty and the issues connectedwith economic growth
and economic development.
[0 Main tools of Macroeconomics are aggregate demand and aggregate supply
(macroeconomic variables)
0 Main subject matter of Macroeconomics is to determine income and employment
level of the economy.

[ Examples of Macroeconomic studies — Estimation of national income,
Determination of incomeand employment level of the economy, Government budget
etc.

TE THT T ¥ HAYIEAT & STAgR I A AT gl I§ AT AL, FAIT I, TS
3 MG S TET WATAd H IS AT g1 FE e e weemst S e,
SRS, I 3R 3 gefer 3R 3 e @ 9 Hegl 1 o 3eag= i gl

o GAE 3IAET & HEI 3907 AT AW AR FHA MYl (FATE 3+ =) &

o FARE HIAEA & AET v 3rdegaeyr &1 317 3R VSR ER &1 HuRor e gl

o TUUE IMAS HCAAT & IGER0T - TSCT A HT HefAled, HeTaedr & A 3R AR

TR FT TUROT, THRT Soie S|
1 National income and related aggregates:

National income and related aggregates are basically measures of production activity.
Production activity of the production units located within the economic territory is domestic
product. Gross domestic product, net domestic product are some examples. Whereas Production
activity of the residents of a country is national product. GNP, NNP, are some examples.

TS 3 3N HT FHead HoAd: 3cdies i & A9 g1 3T &7 & ek &
3cUles $hISdl I 3cUlee] AT EXe] 3cUG &l Hhel EXel 3cUMG, YEY ERe] 3cUIG $8*
FO 3EEXUT §1 Sefe R qur & et # 3cues afafafr T 3eue g1 Sfeed,
TATA, T IETEIT &

(i) ECONOMIC TERRITORY

Economic (or Domestic) territory is the geographical territory administered by a
governmentwithin which persons, goods and capital circulate freely.

3y (AT e & TFHR ganr Fenfdd sftenfos &7 § fows oy safed, ame 3
goll TS & & FEIRA il 8l

It is clear that those parts of the political frontiers of a country where the person, goods
and capital of country does not enjoy the ‘freedom of circulation’ are not to be included in
economic territory of that country. One example is embassies.




The U.S. embassy in India is a part of economic territory of the U.S.A. Similarly, the Indian
embassy in Washington is a part of economic territory of India.

gg Tose g T fordYy aor 7 Toefae ARt & 3 X 8T ¢ & =afad, e 3R
Goil &1 "ARETROT T FTAIAT HT 3Teiq el Heldl ¢, 3o¢ 30 420 & e &7 # MfdAer A1
feham ST =1f@T| Teh 3ETEeor grad &.

AR & ARG g @IFd Asg ARG & 3w &7 1 v fear g1 sl @,
aiferest & HRA g $Rd & 3 &7 &1 v ffear

Scope

Based on ‘freedom of circulation’ criterion, the scope of economic territory is defined to cover:
(i) Political frontiers including territorial waters and air space.
(i) Embassies, consulates, military bases, etc. located abroad, but excluding those
located within the political frontiers.
(iii) Ships, aircrafts etc. operated by the residents between two or more countries
(iv) 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

Tl I TITAAT ATAES & YR WX, 1A 83T &l gRAT AFITi@d Y Hal el & [oT
gRenia far @ &
(i) 8T ST 3R ga1g 817 I Tl TrATY |
(i) faceit &7 PId garary, aifviea gdiary, de3 3733 31, oifehed Tsieifds WA &
AR T&UT FI B
(iii) g ar e & 33w St & g A garr Fafaa St faFe 3nfg
(iv) AT STl AT e &3 # fAarfadl arr ddifeld ASell s & Sfglel, dol
AR wrehfaes 3 Rer 3nfe, o @X 3o &1 faQy 3f@eR gred Bl

(i) RESIDENT
Resident Vs. Citizen (fAardl a1, aA1TR®)

Citizen (or national) and resident are two different terms. This does not mean that a citizen is not
a resident, and a resident not a citizen. A person can be a citizen as well as a resident, but it is
not necessary that a citizen of a country is necessarily the resident of that country. A person can
be a citizen of one country and at the same time a resident of another country.

For example, non-resident Indian (NRI) is citizen of India but a resident of the country in which he
lives.

ARTRS (AT TSER) AR AT & 37eeT-3769T 206G 8| SHHT Aded Jg el g [ T A9
far 78 8, 3R v e ARe A& &1 FS cafed aAeRe o & Foar § 3R o
oft, dferaT Ig 3aeTs G & T fRdT 2 &7 ARIRS 39™s ®T @ 39 U 1 g g
Teh SATF Teh O & AN glol & HIY-ATY GEY G2 I HAardr o g7 Hevell g

3eeX0T & fow, 3fAad ARdT (TARBMS) R & ARTRS § offhd 38 &2 &l foardr &
e a8 war &

Definition



A resident is defined as follows:

A resident, whether a person or an institution, is one whose centre of economic
interest lies in the economic territory of the country in which he lives or is
located.

U AT, O gg cafEd @ a1 GEUT, 98 AT § forad e Rd @ g 3@ &U & e
& H giar § fora# ag t&ar & a1 Rya gl

The ‘centre of economic interest’ implies two things:
(1) the resident lives within the economic territory for more than one year and

(i) the resident carries out the basic economic activities of earnings, spending and
accumulationfrom that location.

I & 1 g el a1 g &
(i) e v a¥ @ 30 gHT O s a7 & MR War &
(i) fraret 30 e @ FaAS, @9 AR Fa F AT e afafaftat s &

Implications:

National product includes production activities of residents irrespective of whether performed
within the economic territory or outside. In comparison, Domestic product includes production
activity of the production units located within the economic territory irrespective of whether it is
carried out by the residents or non-residents.

TS 3cure & fAarf@ar & 3cares afafafaar anfae gidr & 9o & 9 3nfds a7 & sfiaw ar s
dr ST gl HT Jolell H, TR 3cule A IR & F MR U Icures gehrsdl # Ieures
afafafr enfie gt &, s € a7 Aarfaat ar R-Tarfaar qarr $r s

From Domestic Product to National Product

National product is derived in the following way:

TSET 3cute A=faf@a yoR @ gread fFar Smar &

In practical estimates the ‘residents’ contribution outside the economic territory is called
‘factor_income received from abroad’. The ‘non-residents’ contribution inside the economic
territory is called ‘factor incomepaid to abroad’. Therefore,

SATAEIR A H 3 & & agd Tariaal & Aerere & a8 & ued #ReE
3T &gl STl g1 3T &7 & ey HAarfar & derere @ e # e & Sre arelr
e 3T Fgl ST &1 g,

National product = Domestic product
+ Factor income received from abroad
- Factor income paid to abroad.

By subtracting ‘factor income paid’ from ‘factor income received’ from abroad, we get a net
figure ‘Net factor income from abroad’ popularly abbreviated asNFIA.

facer @ uied R 3T A F A fHFU I FRE AT F HCA W, §H Tk Yy
3RSt ‘faeer @ oIed et &R I IIed giar &, [ ST &7 @ TAUHIMET & §7 H
gfeyea foRar arar g

National product = Domestic product + Net factor income from abroad 9
= Domestic product + NFIA




Net Factor Income from Abroad (NFEIA):

It refers to the difference between factor income earned by the normal residents of the
country from the rest of the world in the form of wages and salaries, rent, interest and profits and
similar payments made to the normal residents of other countries (i.e. non-residents) within the
domestic territory.

g & & AT Harf@dt garn giaar & ardhr BEar @ #Asiqlr 3R dde, o, sare
IR FAH & & F AT FRE AT IR 3T R AT Farfddt (FEr IR-) Hofee
T FATT $ITAA & AT IR T FafdAd I g1 fAard) oe] &7 &

Net Factor Income from Abroad = Factor Income from Abroad - Factor Income paid Abroad

Components of NFIA: There are three components of NFIA —

Net compensation of employees
NFIA = + Netincome from property and entrepreneurship
+ Net retained earnings of resident companies abroad

Significance of NFIA: It is the difference between the national aggregates and the
domestic aggregates. The national concept is inclusive of NFIA whereas the domestic
concept excludes it.

TATHINST & Heed: T6 TSI FHead AR e GHead & T H7 JeW &1 T
HIUROT H TAUHIST A § STafeh Ee] HTURVT H Ig AASA 78T &

National Income = Domestic Income + NFIA

[0 Difference between Domestic Income and National Income:

Domestic Income Ee] 3T National Income IS¢ 31T
It refers to the sum of factor incomes It refers to the sum of factor incomes
generated by all the production units earned by the normal residents of the
located within the domestic territory of country within or outside the domestic
a country during an accounting year. territory of a country during an

IE Uk oIWiche] d¥ & eI fohdl 2T accounting year.
¥ Mo &7 & Ny fug way | 06 TP a@ied I F AR o F ave

Oy & MW Ir IET U F AT

3cUlGsT  SHhIEAT GaRT 3cUesd R

I T T Bl
NDPFC= NNPFC - NFIA NNPFC= NDPFC + NFIA
It does not include NFIA. It includes NFIA.
SHH UAURISU A T80 &. SHH TAUHITSUT o iR &,

Intermediate Products and Final Products

Goods and services purchased by a production unit from other production units with the
purpose of resellingor with the purpose of using them to produce sone other things are called
intermediate products. The expenditure on them is called intermediate cost or intermediate
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consumption.
Goods and services purchased for consumption, i.e., for satisfaction of wants, and for investment are
called final products. Expenditure on them is called final expenditure.

AN

Tl 3cutesT SIS EaRT 31wy 3culeel gehrsdl @ YATdhT & 3¢6ed U I 3eTehl 39T fohell 31y
IE & 3cUe H Hd & 3660 ¥ TAC 1S TEQU 3R JAIC AT 3G Fgelel 81 37 W
gl aTel e¥g Y JEIGdT e AT HEIIdT SYHET gl ST g

39T & v ATq aeasans @ d@qfte & fAr 3R der & far @fidr 718 aeqe ik qad
3fAH 3cUIE Fgardl &1 37 9 Far 77 <9 3ifAA gy Sgdrar Bl

[0 Difference between Final Goods and Intermediate Goods:

Final Goods

. T

Intermediate Goods

Hgeh 1A

These are those goods and services
which are used either for
consumption by the consumers or for
investment by the firms.

¥ d gEU 3R FarC § TSerehr sugrer
AT ol ITAIFATHT GaRT 3TANT & forw
a1 BAT gary fAder & forw fhar Sar

gl

These are those goods and services
which are purchased during the year by
one production unit from other
production units for to produce some
other things or resold, during the
same year.

¥ d g&qu 3R FaC § S a¥ & SR
Th 3cUlcd 3HG GaRT 3Hed 3cUlee
shIEAl A FS IHeg el F 3cUIeT
e & for @S S § ar 36 av

& STl GIRT ST ST g1
They do not undergo any further They undergo transformation in the
transformation in the production productionprocess.

process

d 3 yfhar # fRdr 3R
qRade @ g oA 8

d 3culeA gfshar # dRadd ¥ IeRd
gl

They are included in the estimation
of the national income.
Sg TSI 3T &
f&er R Sar

el H

They are not included in the estimation
of the national income.

So¢ USCT 3T & 3Tehold H A
GRRERIRCIGIRS

E.g.: Milk purchased by a consumer
for immediate consumption, Machine
purchased by a firm.

S 3UHIFAT GaRT deehlel 3UHNT &
fov @ler aar gy, v B gann
ST 75 AT,

E.g.: Coal used in factory for further
production, Milk purchased by dairy
shop for

Resale

Sl A & 3G & T SREe A
39ANT AT S aTell HITeT, IATdHT &)
forw 3o gt garT @t Tt gy

[ Difference between Consumption/ Consumer Goods and Capital Goods:

Consumption Goods

Capital Goods

These are those final goods and
services which are used for the
satisfaction of wants by the
consumers.

¥ B yifw sed R ¥

These are those final goods and
services which are used for producing
other goods and services.

¥ g 3faH aequ iR Faw § e

3UGNT e gt R Fah &

O

11



St 39T 3THIFAHT dr 3T & forw foRar rar gl
ERIHAI3 Fr Fdfce & faw fanar
ST g
They may be in durable use. These are usually durable in nature
E.g.: Washing Machin. E.g.: buildings, machinery etc.
They may be non-durable. Y AAN W Jhiad # FF ga &
E.g.: food items S - "f -
d RT3 39T # & Thd g S
S TR #efe|
a3 RRFF & Fhd L
S @ derdy
E.g.: Car purchased by a consumer. E.g.: Car purchased by a taxi driver or
3CIgROT: 3UHIFAT GaRT TET 315 SR | travelagency (firm).
3CIEI0T; SHFAT IBaAY AT ¢aol Toldr
(FH) SaRT TIET T8 FR|

Important Facts:

0

The same good can be a consumption good and capital good depending upon the
end (ultimate) use of the good. For example: Car purchased by a household is a
consumption good since it is purchased for the direct satisfaction of wants by the consumer
whereas car purchased by a taxi driver/ firm is a capital good since it is purchased for the
production (investment) purpose.

All capital goods are producer goods but all producer goods are not capital goods.
Single use producer goods like raw materials, coal, wood etc. which are completely used up
in production process are known as intermediate goods whereas durable use producer goods
like plant, machinery etc. which are repeatedly used in the production process for several
years are called capital goods.

A commodity can be an intermediate as well as final good depending upon its nature of
use (purposefor use). If good is used for either consumption or investment, it is a final good.
However, if it is used for resale or ‘used up’ for further production in the same year, it is an
intermediate good.

For example: Bread purchased by a household is a final (consumption) good as it is used for

consumption purpose whereas bread purchased by a restaurant owner to make sandwiches is

treated as an intermediate good as it is completely used up in the production process.

If the same bread is purchased by a bakery shop for further sale to the consumers, then also
it is treated as an intermediate good as it is used for resale in the same year.

Not all purchases by production unit from other production units are intermediate
products becausenot all of them are either completely used up or resold in the same year.
For example, machines, tools vehicles, buildings etc. purchased are not intermediate goods.
They are durable use producer goods purchased by production units for own use i.e. for
investments.

Government services (education, health etc.) are treated as final goods and therefore
included in the estimation of national income.

All goods and services acquired by consumers for their own use are treated as final
goods. Similarly, all durable goods acquired by producers are also treated as final
producer goods/ capital goods.

Durable goods like trucks, aircrafts, weapons of destruction like tanks purchased by
the government for military purposes are treated as raw materials i.e. intermediate
goods, used for providing defense services.

12



- gEg & faw Gifaw) 3TEET F WUR W T avg ITNHNT aEg IR GEieTa 9] @ wHdAr 8
3ETEXVT & TIT: Teh GRAR @R TACT 71§ HR Teh YT a&] ¢ Fiich & IYSIFAT T SRIAT
ycdel HJfe & faw @ler Srar g, siafe ol eav/sd qarT @lidl 9§ SR Teh Yelerd a&] o
Fifeh 3 3curea (19N 366:d & forv &ier S gl

Tehol 3YANT dlell 3cUleeh a&U S FHedl A, Higell, ofehal MG ST G oRE & 3cdleat Tishar &
39AIET g S §, ALgAd aEqU FEoll § Sidfe ChS IUWET arell 3culedh aEU S HIF,
AT 3 S S gt deh IcdlesT Uishar H IR-GR 3UANT & STl 8, LAl a&qu Hgercl &l
GotraTd HTeT |

-+ TF TG 3UF 3TN T GFfa GUANT F 3G@T) F AUR W Aeyadt AR difaw avg o @
"t §1 AR T F1 3TART 3uHeTr AT A F v fmAr S §, 9 9 A awg &1 g, I
Sl 3Tl GATashd & T fham S & a1 34T a¥ 3T & 3cdiee & T 3uheT fham e g,
dl I Teh Hegadt a&] ¢l

30T & T Teh URER garT TG 915 85 3ifdHA (Wad) a&] & il S8R 39T 3UHET &
35T W fRam ST § Sefe te Waw Afod garT dsfaw a9 & fow @G 15 93 @ ATyt
aE] AT ST § Fifeh Ig U oRE @ 3cUlea Gishdr & 3uer &y Sirelr g

Ife agr 33 Rl 9 T gF qErr 3uHIEFAT H M du & fAr @l Sl g ar o 3@
ALl a&] & T H AT ST § Fhih s 39T 38 ¥ gAfdsha & fav fhar e gl

« ScUTE SIS EART AT 3cuiea FHEdl & A 7§ W @lig Aegad g €t § FifF 37 @
ol I o g e @ I9AT FAET U AT § AT TH & g H QR g 9 S gl 3G H
fore, @ler a5 Hefed, YT, aTget, ael 3Nfe Hegad a&qu gl ¢ d s 3uNer ared 3cureeh
AT § S 3cdTeeT SISl eanT Tad & 3939 e fAder & for @l s g

- TR FaraAt (e, e afe) M faw awg A ST § 3R safav 5@ wSdT I &
3Teholsl A enfAe fohar STaT B

- SUMFATHT GART IR T F 37T & fAC yreq A 7§ Wt awgsi AR Jad #r sifow avg
AT AT g1 3 TR, 3cdIGh! GaRT yﬁﬁmﬂmaﬁaﬁaﬁaﬂﬂﬁﬂscqlq* aEI3H/GtaTe
TEI3T & ®T H AT AT G

« WHR ga/T =7 3gedl & v @ v Rz wAe N &, gar$ ogrer, R & gER oy
&F F FX A I Aegadl GHE F T F AT FGT §, EGHT ITANRT @I V90 TS WS F
T R Srar g1

[0 Difference between Stocks and Flows:

Stocks Flows
It refers to that variable whose It refers to that variable whose
magnitude ismeasured at a particular magnitude is measured over a period

point of time. of time.
qg 3H W A HGAT T §_forden qg 3H W A AT el g Torden
i@ R A9y @HT g W gR&ATT gAY Fr 3@ JA AGT ST

AT ST B gl
It is a static concept which does not have| It is a dynamic concept which have a
time dimension. time dimension.

Ig I W H AT Har § 9] IJg Teh Afade 3guron g Sger

13



gR&AToT AT i 3afT F AT FAar € | Th gHT A

E.g.: Capital, Money supply, Inventory, E.g.. National Income. Investment,
National wealth etc. ] Savings, Capital formation, Change in
S ol &l 3Mqfd, Sededl, mventorles etc.
TSET FUer 3fe S USSR | foraer, s, et featoT,
=38 ¥ Fead I
(1 Difference between Factor Income and Transfer Income:
Factor Income Transfer Income
It refers to the income received by the It refers to the income received by
factors of production for rendering recipients without rendering any
factor services in production process. productive services. It is unilateral in
It is bilateral in nature. nature.

I 3cdlce UfhaT H &R& T Yol g fhady Y 3cuiee @ar ve fw
A & U 3cUGT & HRAI GOl ST Uredehdisit gaRT Wied 3T Hr

YTCT 3T &l Hefid T ¢ " &l &1 Ig Ypid # Uhuaiy
Ig Tehid & gfauel gl gl

It is included in the estimation of the It is not included in the estimation
national income. of thenational income

S U AT & 3hold H AfAST | 38 TET HT & Hheld H
fraT SITaT AT ST foham 1T &

E.g.: Wages, Rent, Interest and Profit E.g.: Scholarships, Old age pension (not
a ;qa??r\ﬁ' fRIIT, sITST 3R o retirement pension), Subsidies,

Unemployment allowances, Taxed paid
by households and enterprises etc.

SR srgfa, deumaedr dee (Farfagha
qereT Fl@'), Ffegs), SUSIMY 9, =10
3mfe|

Investment or Capital formation:

It refers to the addition made to the stock of capital of the economy during a period of time.

Components of Investment: There are two components of investment:
(i) Investment in fixed capital i.e. durable producer goods is called fixed investment and (ii)
Investment in stocks of raw materials, semi-finished goods and finished goods (inventories) is
called inventory investment, also called change in stock. For example:

g T FAATETY & SR rdeaaedr H goll & Tid 7 &I TS JefT F Fafdid H ¢l
AU & g AIq & a gea &

(i) X ot It RT3 3curees a&qg3i # foder & AfRad Sder et sar § 3 (i) =
AT, 3Y-dOR AT 3R JIR AT (S=del) & Tl H [Ad Fl Soadr AT FHgl Sar g, 39
Teieh H Scorg oY gl J1ar g1 3T & fou:

Gross Investment = Gross fixed investment + Inventory investment/ Change in stock

14



Investment can be looked up in two forms: (i) Gross Investment and (ii) Net Investment.

Ch
A=

bal
TTCAT

Gro Investment — Net Investment = DepreC|at|on

nna |n efnr-I/ /f‘hanno in In\lonfnnoc\ = f‘lncqnn cfnrsl/ 0O
LL} y u E=43"AY) A4

A distinction is made between Gross Investment and Net Investment on the basis of depreciation.

foder &1 ar &9 & @ S Heval & (i) Foher AT 3R (i) Yetr =aer|
eI & YR W Fehel fAder 3R er fAder & g 3R fovar sar gl

Depreciation or Consumption of fixed capital or Replacement cost of fixed assets —

It refers to fall in the value of fixed assets due to normal wear and tear, passage of time
and foreseen (expected) obsolescence.
e By normal wear and tear, we mean, fall in the value of fixed assets due to normal use
in productionresulting in decrease in the production capacity of fixed assets.
e The value of fixed assets also decreases with passage of time, even if they are not
being put to use inthe business. Natural factors like rain, wind, weather etc. contribute to
fall in their value.

e The value of fixed assets decreases due to expected obsolescence i.e. due to change in
technology orchange in demand for goods and services.
Significance of Depreciation: It is used to differentiate between gross and net value of the
same aggregates. The term gross is inclusive of depreciation whereas the term net excludes it.

¥g AT ¢e-fe, §AY Aida 3R Igarfad (f@d) 3veds & ®ROT 3ad Jufadl &
Ao # fRiae it Feffa e &

« AT TT-HC ¥ §ART dlc9d 3cUleel H HAT 3YANRT & HROT 3o HAAT & Hed #
fRrae ¥ §, [ IRUAEaST 3rad HUfdr &l 3cdigel &THdT H AT 30T gl

« HAT & WY T HUCAT 1 Hed Y TedT ST §, Hd 81 3olehl cFaard H 39T 780
fopar S T B SR, gar, HgH 31 S Thide R Fedh Hed H @REc & Ieiee
A Bl

- 39T FUlaAl & Hed IAfAIT v & HROT g S1ar § 3rd dieaifadhr & aRader ar
T R Fanst i Aer A aRade & HROT

Hedgld T HAgcd: FHH IUANT FAH HHTIT & Hehol AR YU Hod & oI IR A &
T foham STTdr §1 Gohel s H Hougrd A § Siafeh ey e H Ig ATAS 81 ¢

Gross value = Net value + Depreciation

For example:

GDPMP — Depreciation = NDPMP
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Value of Depreciation = (Value of fixed asset - Scrap value)
Expected life span of fixed years (No. of years)

Capital loss: It refers to loss in value of fixed assets due to unforeseen obsolescence, natural
calamities (like floods, earthquakes), thefts, accidents etc. No such provision is made in case of
capital loss as it is an unexpected loss. It hampers the production process.

golt g1l JE TR role], TThfdeh HIer3i (S &g, 8ehd), TR, gHear 3MMfe & HRoT
3ol FYMAT & Hed H gifad A Fefdld Hr g1 Golf &1 & AHS H AT S5 Jraer= =gt
fhar I ar § Fifh I8 e 39T gifel g1 388 3cdigeT 9ishdT SIS gidr gl

Gross vs. Net Investment

(i) Gross Investment: It refers to the total addition to the existing stock of capital during a
given period of time. It includes depreciation

(i) Net Investment: It refers to the net addition to the capital stock of an economy during a
given period of time. It excludes depreciation

() ehet foder: Tg U ARE afer & SRl ot & Aisfer Teled # Fel gefd @ Fefdld il &l
SHH Feaerd A &
(i) e faer 7§ vk ARG 3@ & SR Rl ardcuaeyr & golt Teieh & Y Jefd &
a3 AT &1 SHH FAederd nfAe 78 §

Net Indirect Taxes (NIT):

It is the difference between Indirect taxes paid by the producers and subsidies received by
them from thegovernment.

NIT = Indirect Tax — Subsidies

IE IcUlcehl SaRT HIT IV 3] HU R 37 TWHR F Iod Tfewst & g & 3R
gl

Indirect Taxes: It refers to those taxes which are imposed by the government on production and
sale of goodsand services. For example: GST. It increases the market price of goods.

Subsidies: These are the financial assistance given by the government to the firms/ enterprises
on the production of certain commaodities. It reduces the market price of goods.

HYCTET FT: TG 3o U P Hafd Bl § Sl TR GaRT a3t AR Jam3id & et 3R
farshl oY orame ST €1 3eTeR0T & T SiuHdr. gHd a3t &1 SR Hed 96 S gl
afewsl: ¥ WHR CarT BAl/SeTAT B Fo TEI F 3cUled R & S drell fadig qgrie
¢ SHY TEIIHT AT TR Hed HA & STl gl

Significance of NIT:

NIT is the difference between Factor Cost and Market Price. Aggregates expressed in market
price are converted into their factor cost by deducting NIT from it and vice-versa.

TANEE HRE AFd AR TR Hed & @ 1 IHeR gl TR Hed & gad Fel R &
3SE ¥ "l 3daT SR oed J gRafdd & f&ar Jrar & 3R saa fAuda

GDPgc = GDPup — Net Indirect Taxes

Market Price Vs Factor Cost:
16



Market Price refers to the price at which product is actually sold in the market. It includes the
indirect taxes and excludes the subsidies.

Factor Cost refers to the amount paid to factors of production for their contribution in the production

process.
SR Hed ¥ dicdd 38 HAd ¥ § 98 W 3cUlg aedd H SR H §97 ST &1 S8 39cgaT
T MfAer § 3R afcadr anfder 78

R AN F T 3cdlced Fishdl & 3oeh ATelel & U 3cUlesT & hRel Hl AT T T3
IR F g

Market Price = Factor Cost + Indirect Tax — Subsidies

GDPrc = GDPwmp— Indirect Tax + Subsidies

[0 Indirect tax is subtracted from and subsidies are added to the domestic product at
market price to arrive at domestic product at factor cost

* $R SfFld Y Eo]_3c9lE UIed & & U SoR FHed el 3cdle H 8 Jgcge] &
Herdl Al & 3R Afeqal el Sl 8
Net Exports (Exports — Imports):

It refers to the difference between exports and imports of goods andservices.

e Exports are included in the estimation of National Income because it is an expenditure on
domestic product of a country by foreigners.

e Imports are the expenditure on domestic products of foreign countries. Private Final
Consumption Expenditure, Government Final Consumption Expenditure, Gross Domestic
Capital Formation, all contain import components (a portion each of these expenditures
consist of imports). Since it is not possible to identify expenditure on imports in these
components individually. Therefore, a single estimate of imports by the country as a whole
is deducted from exports.

Ig a3l 3R Fart & AT 3R IR F d RGeS FRar B

- AT & USET I & 3Meholed A WA AT ST § il I8 faRIET qarr fee gor & eief
3cure IR foRam I < gl

« T faeRl St & e IcUlel W gl arell & gl el e 39T =ag, @eerl 3ifaH
39T Y, Hehel TRl Yol fAATOT, @ & 3T wew afAd § (3 @ 9AS g & U fRear
HATT @ &1 )| Afeh o7 Ueehl H AT W ST T 3Holdl-3eld] Tgalel el HHT g1 gl SATAT,
FHI &9 U U SART AT T Tehel A ol & wer fear s g
National Income Aggregates

There are many aggregates in national income accounting. Definition of these are as follows-
USE 3T AWiehe] H S THTUT Bld &1 Selehl IRATVT $H TohR &-

1. GDPyp - It is the Gross Market Value of all final goods and services produced by all
producers withindomestic territory of a country in a financial year

2.NDPyp- It is the Net Market Value of all final goods and services produced by all producers
within domesticterritory of a country in a financial year
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3.GNPyp- It is the Gross Market Value of all final goods and services produced by Normal
Residents of acountry within or out side domestic territory in a financial year

4.NNPyp - It is the Net Market Value of all final goods and services produced by Normal
Residents of acountry within or outside domestic territory in a financial year

5.Domestic Income (NDP&kc,) - It is the Net factor Income earned by all the factors of
production within domestic territory of acountry in a financial year

6.GDPgc-It is the Gross factor Income earned by all the factors of production within domestic
territory of acountry in a financial year

7.GNPec-It is the Gross factor Income earned by (all the factors of production owned by) Normal
Residents of acountry within or outside domestic territory in a financial year

8.National Income (NNPfc)- It is the Net factor Income earned by (all the factors of
production owned by) NormalResidents of a country within or outside domestic territory in a
financial year.

Note: The basic among these is Gross Domestic Productat Market Price (GDPMP). By
making adjustments in GDPMP, we can derive other aggregates.

1. SAstdivAdt - Jg v [Gda av A [FEr aor & ERef &7 & HMaw FH 3cuiHl GanT
3carfad &4 QA a3 IR Ja3 FT aFel FIGN Hod §

2. CTSIHIvHG- TE UH [AAT a9 H [BHE U F el &7 3 Hax HH 3c9IcH GaNT
Jeurfad @& JfaH aEg3 R A3 F Y TSR Hod &1

3. ANAHNCH- T§ T [T aY H el & & Haw AT FleY [FEAT dor & F@HET
[T GaRT 3cqTiad &3 H1AHA aeg3i 3N Jarsi #T Hhel §I5IR Hodl &1

4. UAUTHNUHY - g UEH AT q§ H el &7 3 M} AT FlEY [HHT S F HHTET
RaIAF) GaRT 3cqad F3f JifaA awg3il IR Hasil #T YgEr SIS Hed &

5. ERe] AT (VASTNCDHH]) - Tg UF A a§ H [Feft aor & ;mef &7 & Haw 3c9GT &
THY HRFI GART ST Y FRF T &1

6. ATNCHH-Tg U fadiar af A fFr der & Moy &7 & Haw 3cqiaT F T FRF!
GART AT el FRF A &

7. ACANCEH-Tg v AT T H ERe &7 & Haw a7 FE7 fdr dU F FiAT fAartaar
(3cTIGT & T FRFI & TFHT aTel) GaNT FHfoid TFHel FRF AT &1

8. IIEIT AT (CATTNURH]) - T§ U 3T af A eRep 817 @ Mav a1 aEY B der @
A [HGIEE] (309167 & T3 FR#1 3 F@lfAcT dlel) GaRT Il Yqe FRF I &1

dlc: eH H Hol & TN Hod G Hbol ERe 3749l (As190H) ] SAIvadt # HHIE 7
FND, §H Hed HHTAT 1T FX HHd &/

Net Domestic Product at Market Price SI9R Hed WYY e 341G

If depreciationis deducted from the GDPyp, it becomes Net Domestic Product (NDPyp).
gfe ShEdivadt & Heag er fear Srdr 8, a I8 YU @ef 3cUlg (VSuaAd) &e ST

gl
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GDPwp — Depreciation = NDPwp

Domestic product at Factor Cost #R& @RId W & 3c91G

By making adjustment of indirect tax and subsidies we derive GDP at factor cost (GDPFC) from

GDPMP. After deducting NIT from GDPyp we can get GDPec.

3vcgel X AR Afeast FI TARIST Flh gH SISNITAYT ¥ SR deld W BT (ShEduhT)

e T &1 SIENUAT & TA3NTSE Uee & a6 g5 SISuhaEr 9egd & J6d &

GDPwmp — Indirect Tax + Subsidies = GDPgc

or GDP — Net Indirect Tax = GDPrc

Net Domestic Product at Factor Cost ®R& dRId T AGH B¢ 3cUTe
If we make adjustment of both the NIT and depreciation (also called consumption of fixed
capital) we getone more aggregate called Net Domestic Product at Factor Cost (NDPFC).

g & T3Sy 3R Aewerw (T fRaa G i @ud #f wgr Jrar §) st w1 gArSTT
W gl gH TH IR HeId ged Bl § O FRE GWId WYY e 3cure
(TTEIITTHET) FHeT ST &l

GDPwmp — Indirect Tax + Subsidies — Depreciation = NDPrc

or

NDPrc+ Indirect Tax — Subsidies + Depreciation = GDPwp

Net National Product at Factor Cost (NNPFC) or National Income
Net factor income from abroad (NFIA) provides the link between NDP and NNP. Therefore,

faeer & RSP T (TATHITET) TS 3R Tavadt & T foid Tered it §1 safav,

NDPrc+ NFIA = NNPgc

or | NNPec- NFIA = NDPec

Similarly,

NDPmp + NFIA = NNPmp

GDPwmp + NFIA = GNPwp

Summing up

The three crucial adjustments required for deriving one aggregate from the other are:
e Gross - Depreciation = Net
e Market price — NIT (Indirect Tax - Subsidies) = Factor cost

19



e Domestic + NFIA = National
39YUER;
Teh HHAIT I g F o He & T 3Haedeh il Ageaqul AR 8
* Hhel - FHedegd = Yy
* S6TR H{od - TANSE (39cTET F - AieHs!) = SR oIl
« el + TUHIAST = TS
[ Circular Flow of Income 3T &1 W1 YdIg
It refers to cycle of generation of income in the production process, its distribution among the

factors of production and finally, its circulation from households to firms in the form of
consumption expenditure on goods and services by firms.

g 3cdles Uishdl & 3T & Foldl & Ush, 3cUlcel & Rl & s gHb fderor 3R 37
A, Al GaRT aEg3T AR Qa13i W 3UHET T & ® H W A GAT A SHR Felold Al
TefHd LT gl

Circular Flow of Income in a Two Sector Economy:

e Two sector model consists of production sector/ firms and household sector.
Households are the owners of factors of production and supply factor services to firms.
The firms in return make factor payments, So, factor payments flow from firms to
households.

ar Ay Alsed H 3cUesT /6 AR oo &1 MfAe &1 IRaN 3curesT & SR
3R ®AT T IR HRE Y13t & Afereh &l deo A HUAIT SR AT FA &,
SATIT, HRe AT BA! @ IRART T FaTigd g ol

e Household spend the entire income on purchase of goods and services produced by
firms. Thus, consumption expenditure flows from households to firms, completing the
circular flow of income.

ARAR 39A QU I BAT GaRT Scurfed a3l 3R Qamsit A Tle | @& Har
gl 39 9PR, 3UHANRT IF W & BAT & AR Jarfed giar g, oad 3T &l ThiT
yaTe [ & g

[0 Types of Circular Flows:

i. Real Flow (Physical/ Product flow): It refers to flow of factor services from households to
firms and the corresponding flow of goods and services from firms to households.

ii. Money Flow (Income/ Nominal flow): It refers to flow of money in the form of factor
payments from firms to households and the corresponding flow of consumption expenditure
from households to firms for purchase of goods and services produced by the firms.

(i) aredias garg (Hifde/3caig garg): I8 & & Al doh SR a3t & Jag IR wAT &
BT o gE3T 3R QA & deTwdr gare 1 Hefdia #ar gl

(i) &7 JaTg (3MA/ATHATT YaTg): Ig BAT & IRART Toh FReb AT & & H Ul & JaTg
3R AT GaRT 3curied a3t 3R [t #r wlie & v W @ GAf dw susHeE
Y & dAceIwdT JaTg H Hefda i gl
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[1 Leakages refer to withdrawal of money from the circular flow. For e.g. Savings, Taxes
imposed by the government, Imports etc.

st &l dicqd Fhor Fell § AA fAhrered @ &1 3eme’or & AT §od, WHR ean

TIMT 3T Y, ITATT 31|

[0 Injections refer to the introduction of income into the circular flow. For e.g. Investments,
Government expenditure, Exports etc.

Soleelel T ATy GRUT Halg H T AT YEINA F gl 3aweIoT & AU fder, aweany
=g, g el

(1 Phases of Circular Flow of National Income:
There are three phases (Production, Distribution and Expenditure) in the circular flow of

income.
AT F THT Yalg H T IWOT (3cUTesT, Faaror 3R o7 g

o ™
Production phase

(Generation of income) \

Income phase
(Distribution of income)

Expenditure phase
(Disposition of income)

Different phases of circular flow of income

In Production (Income Generation Phase): Production of goods and services by firms

causes generation of income.
3cUlesT H (3 Folel TWOT): BAT @RI a&g3 iR A3t #T 3clesd 3T Folol
HROT FoIT g

In Income Distribution Phase, factor income (wages, rent, interest and profits) flow
from firms tohouseholds according to their contribution to production.



3T fIROT TROT A, dRE AT (FAoIqY, [T, ST AR FAThN) 3cdred H 3ot

ARTETT & HAR HAT  IRart d& garid g g

In Expenditure Phase, the income received by factors of production is spent on the goods
and servicesproduced by firms.

g TOT &, 3cUlcel & $HNh GaRT Yo AT I BAT GaRT Sedried a3t 3R Jarsi
W @ fRar S Bl

Conclusion: Value of output produced = Value of income distributed = Value of expenditure
incurred in theeconomy.

Accordingly, there are three methods of estimating National Income: Value added
method, Income methodand Expenditure method

sy 3curfed 3cures &1 Hed = fadRd 3T &1 #{ed = HIegaedqr # 6T A0 FT Hr
A |
dCTER, TSET 3T &I AT o9 1 ol faferar §: Feg aftia &, 3m [ 3k sag
fafer

METHODS OF ESTIMATION OF NATIONAL INCOME (NNPEC) AND OTHERRELATED

AGGREGATES (T 31T (Tauadived)) 3N ey H&fld wqe=ay & rdaa &
kol

Production Method (Value Added Method): It refers to the sum total of valued added by Primary
sector, Secondary sector and Tertiary sector. Value added refers to the difference between the

total value of output of a firm and the value of intermediate consumption.

3culeel fafer (e aftia fafd): o8 yruf@As &9, gfadas & 3R golias &9 carr &g

Hed & FHol AT & Fefdid Xl &1 SNST 741 Hoa fhdl wa & 3cdieed & Fel Hod 3R

ALAgdl @Ud & Aed F T F IR F G&HiT Far ¢l

Value Added = Value of Output — Intermediate Consumption

SIST 31T #Hed = 3N3CYC & Hed - AEIadl @ud

In this method we first find out Gross Value Added at Market Price (GVAMP) in each sector and
then take theirsum to arrive at GDPMP.

3H Ucufd # A Ugd 9A% &F A dOR Hed W Hahod Hed did (SIEUTAR) & gar
oA & 3R R Shgidieadt R ggaer & fw 3aer A o ©

Value of Output = Sales + Change in Stock

GVA wp = Gross Value of Output at Market Price — Intermediate Consumption

Sum total of GVAwmp by all the sectors = GDPwvp

Then we make adjustments to arrive at national income or NNPFC

R &3 TSI 3 AN TATANIURE X Igeat & o FARST 3l §
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] GDPMP - Consumption of fixed capital = NDPMP
0 NDPMP - Indirect Tax + Subsidies = NDPFC
U NDPEC + NFIA = NNPEC

Problem of Double Counting (S8 30TAT hT THEAT)

The problem of double counting arises when the value of intermediate goods is counted in the
estimation ofnational income along with the value of final goods and services.

It results in the overestimation of national income. For example: In the table given below the
final good is bread, which passes through various stages of production before it is purchased by
the consumer for final consumption.

clEdl IMUTAT b FHAEAT A 3o gl § ST AT 3T & 3Teheled H HEIIA q&I3it &
AT A A w3 3R Farst & FqeF F @y @ S g

s IRUTHATIET TSI 3T &1 3% 3add glar &1 30T & fow = & 15
drfereht & 3ifaH a&] 55 8, S e 39T & AT sl gaRT Tie e & Ugel Scures]
& faffiest =TRoll & TR gl

Stages of production|  Value of output ir\l{[ilrlir:ee%fiate Value&f;dded
(1) (2) consumption (3) =(2-3)
Farmer (sells wheat to) 400 0 400
Miller (sells flour to) 600 400 200
Baker (sells bread to) 300 600 200
Shopkeeper (sells to

consumer) 900 800 10

Total 2700 1800 900

It is clear from the above table that Gross value of output is Rs. 2700 (= 400 + 600 + 800 +
900). This is not the actual value of physical output because in this the value of wheat, value of
services of miller and value ofbaker services is counted more than once. The value of final good
l.e. bread is Rs. 900.

3YeF dliciehl ¥ Ig TASC § o 3cUreet sl Hehel Hed . 2700 (=400 + 600 + 800 + 900).
g Hifdeh 3cUesT &l A Hod aﬁ%aﬁ%wﬁﬂg’ww,ﬁm@r@mﬁwa@

3R S YA AT TF F 3UF aR e Frer g1 3w avq a9 @ oAea ©
900.

Two ways to avoid the problem of double counting —
a) Consider only the value of final goods and services

b) Consider the value added instead of value of total output
S FISET H FATAT F 94 & & dS -
) shael JfddA &I IR FaBit & e W TR AT
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") Pol 3cUlesd & Hed & T I8 9T Hed R faar Y

Precautions to be taken while estimating national income using Value added method
Ao aftfa vqufd &1 3TAT & AT AT FT IHTHelT A AT Rl A arell graunfaar

(i) Value of intermediate goods should not be included in the estimation of national income
because value of these goods is already included in the value of final goods.

(i)  Own account production means output produced self-consumption and investment should
be included. For example, output produced by farmers for self-consumption. Imputed value
of production of goods for self-consumption should be included as they contribute to the
current output.

(i) Imputed rent of the owner-occupied houses should be included in national income
because all houses have rental value, no matter they are self-occupied or rented one.

(iv) Imputed value of free services produced by general government and private non-profit
institutions serving households must be taken into account.

(v) Production of services for self-consumption (domestic services) like services of house wife,
kitchen gardening etc. are not included in the national income since it is difficult to measure
their market value.

(vi) Sale and purchase of second-hand goods and property should not be included because
they were included in the year in which they were produced. However, any commission or
brokerage on sale or purchase of such goods will be included in the national income as it is
a productive service.

(i) FEFacH TE3T & FHeT H TSET 3T & 3Teheld A AT g1 fohar SIrar =nfge aifeh o1
IEGIT T Hed ggol @ €1 fAH a& 3 & HoF & A gl

(i) T@T & TId & 3cured FI JT § 3curfed 3culed & Tay T @ud AR a3 & enfae fear
ST Afgul 38ER0T & o, fRarel garT ¥ 39T & o 3curfdd 3cuest| Fa-39HeT & fov
TEIIHT & IcUGe & AT Hed & AR fhar e =@rfge i 3 adAe 3eurest 7 Aerere
ET

(iiiy TN & FHeol dTel R N IAANAT AT TGy 3 | fde fomar S =nfee Fife
ol &0 & fRd &7 H{ed 8T §, 918 F Fa-Feat dTel g AT fHIT 9T gl

(iv) AT TR 3R R & Far & arel ol IR-oTHeRY @A GaRT 3cdried HEd darsit
& AT Hed &l LA F @7 Sl AT

(v) TI-39SET & fIT Fa3t (2o Jar3i) S afeol & qarg, fhaer amsfelar i 1 3cdrest
TSGR 31T A i 6T fham S § F3ifeh 37eh SToiR o Y AT HRboT &

(vi) Ths-g3 T 3R Fufy & fodfr 3R @lig &1 i@ A8 fhar o afge F=ifes 9 39 av
# arfier frT a0 O ToEd 3T 3curesT fRar I=™T ATl gl 0O FiAe i O a1 @l WSS

8 Feferad AT STl TS 3T H enfFe $r Frwsh Fifh I8 v 3curee Iar gl

2) Income Distribution Method (3mar fazor fafé)

In this method we first estimate factor incomes paid out (i.e., distributed) to the owners of factors
of production by the various industrial sectors. The sum of such factor payments equals Net
Domestic product at Factor Cost (NDPFC). The components of NDPFC are:

3 geufd # g8 Ugd fAffieet 3N &3l carr 3cdieed & SRepl & Alfelehl Sl 3Tl
IS (31UTe TAARA) HRb 3T & ITA 9 81 TH HReh ATl T JET HReb AT N
JEY e 3cUTE (TASTNTGRE) & SRS BT &1 TASINUREA & Teeh g

() Compensation of employees (COE): It is defined as the total remuneration in cash or in
kind, payableby an enterprise to an employee in return for work done.

24



FAIRAT T HATTST (H3NS): 3§ v, TN IE] & T H FoI TIRAAR & T H IRAMT
forar s g, S TR 3ed gant fRel Saardy &1 fhT 910 FIA & g H ¢ gidT Bl

The main components of compensation of employees are:
a) Wages and salaries in cash

b) Salaries in kind: include goods and services provided by the employers to employees

for satisfaction of wants of employees and their families like rent free accommodation,
vehicles for personal use, imputed interest of interest free loans etc.

c) Social security contributions by the employers like casualty insurance, provident
fund, gratuity and pension provisions etc.

FHAIRAT & IS & ALY THh g
%) ddel 3R ddeT g &
dl) adeT 3N a&g & T F Il THA HAARAT IR 3eToh IREART &I St H
qdfte & far AQedsi garm wdamEl # Jeld $i S arell a&u AR dare
AMAT § S AT Fobd 1A, TFATd 39T & fAT argt, saret HFd KT W
IRTT =g1e7 3fe|
) fAFdI3T garT AATSR GRET ANTer= S géﬁT s, sifasy @A, J=gdr 3R
YT graensT 3nfel

(i) Rent fmar

(iii) Royalty raeer

(iv) Interest is defined as the amount payable by a production unit to the owners of financial
assets in theproduction unit.

SUTST I UG 3hls GaRT 3cUIGe Shls H fachd aREARIAT & #Alferenl &l ¢ T
& ® H qRAMST T =1 gl

(v) Profit is thereward to the entrepreneur for his contribution to the production of goods and
services. It has three components. (i) Corporate tax, (i) Dividend and (iii) Retained
earnings/ Undistributed Profits.

oM 3egAl A a3t AR QAR & IcUed # 3HS Qe & AU eI S arern
REPR &l 30h o "eoh §. (i) PR o, (i) omener 3R (i) SRR @ a1
HATS/ATAIRT T |

Profits = Corporation Tax + Dividends + Retained earnings

(vi) Mixed income of self-employed —Mixed income arises for productive services of self-
employed persons, whose income includes wages, rent, interest and profit and these
elements cannot be separated from each other.

FF-UPR Fr AT 3MT-FaASER arel SFiFadi T 3cdige darsi & fov @Afda 3w
3c9esT gIdT &, [T 3T & adeT, TR, sarer 3R ey enfder g § 3R 3o dcar i
U A O T AT foRaT ST FeheT &

NDP rc = Compensation of employees + Rent and royalty + Interest + Profit + Mixed income (if any)

There is another term used in factor payments. It is ‘operating surplus’. It is defined as the
sum of rent androyalty, interest and profits. In that case:
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RS AT H Uh AR g HT IUAET fohar SIIAr 81 Tg IRIET Tood &1 58 fomrar
3R TS, ST 3R FATS & AT & &9 A IR fhar a4 §1 39 AHS 7

NDP rc = Compensation of employees + Operating surplus + Mixed income of self employed

Once we estimate NDP FC, we can find NNP FC or national income, by adding NFIA to it.
Tsh I S §H UASIH UBHT &I 3lHT ol &, ol §HF SHH TAUBINSU Sigehi ToAUAUT UHHr
IT ASET 3T 97 Thd &

NNP gc = NDP gc + NFIA

Precautions to be taken while estimating national income using Income method
T qeufa FT ITANRT FIdh AT T FT HFHdT FQ TAT Gl oAl qrell FGUTAAT

0] Since transfers (Gifts, donatlons charities etc.) are not a reward for production activity it
should not be included in national income.

(i) Capital gain refers to the income from the sale of second-hand goods like old cars, old
house, machinery, buildings etc. are not included in national income as they do not add to
the current flow of goods and services in the economy.

(iii) Income arising from the sale of financial assets like shares, bonds, debentures,
government securities etc. will not be included as these transactions are not related to the
production of goods and services.

(iv) Imputed value of services provided by owners of production units will be included. Imputed
value of owner-occupied houses, interest on own capital, production for self-consumption,
etc. will be included as these are productive activities and add to the flow of goods and
services.

(v) Windfall gains (like income from lotteries, horse race, etc.) are not included as there is
no productive activity connected with them.

(i) I FAEROT (39BN, &, & 31fE) 3cieat afafafr & fov Ewr @g1 §, safav
U USET T H A Tl T =TT ATg U]

(if) GOMRTT &7 & ATcqd RIell FRT, [WaA &R, MY, il 3fe ST Ahs-83 aeq3it
fSshr & @ arell 3T & g, Reg T8 31y A enfAe 67 frar amar § #=ifs 9
TET 3R Fa1sH & FA aTe H AT F3 § Idegae

(iif) A, &3, 3R, TART Fiasiiaar 3 Sy o wufadl 1 f9hr @ 3cuea 3
enffer g7 T Sual FAifR I Aot aEg3t AR Fawst & 3cued § FefRa wE

(iv) 3cUTcel SIS & HATIh SaRT YTl @I IS JaA3HT 1 AT Hed AT fohar
SITUaT| AT & sheal el BRI & Hodlihd Hed, TTT HT Yoil T TS, TII-3THT
& forT 3cures, 3nfe o1 enffer fhar e F2ife I 3cures aifafafear § 3R awgait
3R Fanit & yarg # S gl
(v) TR o137 (SIE Sledy, gsals 3nfe & 31m) eMide wg1 § Fifeh 3alch aY Hig
3cdTees Aafafr & S g

(3) Expenditure Method =axr fafer
This method measures national income as sum total of final expenditures incurred by all the four
sectors of theeconomy in the form of consumption and investment. This sum equals GDPMP.
() Private final consumption expenditure (PFCE): This is the sum of final consumption
expenditureby households and private non-profit institutions serving households.
(i) Government final consumption expenditure (GFCE): This equals the imputed value
of services produced and provided by general government free to the people.
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(iii) Gross domestic capital formation (GDCF): This equals the expenditure incurred on
acquiring goods for investment by production units located within the domestic territory.
(iv) Net Exports (X-M): This is the difference between export and imports of goods and services.

g fafer srdcgarer & @t ar a3t garr 39seT AR gy & §7 # fw a0 ifaq a9 &
T & ®9 H TSI AT I ATYAT &) Ig AT SHESdvadr & e gl

() fst 3fasr 3user sug (fowdis): I8 IRaRT 3R IRaRT #1 dar F arer @6 R-
ATHSRT FEUTAT SaRT ATAH 3THART T &1 AT g

(i) T ifasr 3qshr sa (Shvwdls): I8 AT TSR c@nT &el & Jod H Scaried
3R gerer dr TS a3 F AT Hed & S B

(iii) e el goit fATor (SEfie®): a8 aie &1 & iy Feud 3cureet serrsal eanr faaer
& AT @A gred T W 6T 30 3 & 1T &

(iv) ey fAaTd (TFH-uA): g a3t 3R Famsit & @A 3R 3mard & g F1 AR Bl

Gross domestic capital formation = Gross domestic fixed capital formation + Change in stocks

GDPMP is calculated as:

GDPwmp =  Private final consumption expenditure (PFCE)
+ Government final consumption expenditure (GFCE)
+ Gross domestic capital formation (GDCF)
+ Net exports (X-M)

By making the usual adjustments we can arrive at national income:
AT FHATAISTT Hleh g7 TSI 3T W %:?.r qohd &

NNPrc = GDPmp — Consumption of fixed capital — Indirect Tax + Subsidies+ NFIA

Precautions to be taken while estimating national income using Expenditure method
g I G@RT TET 31T FT HFAST FIQ@ FAT aTell A= qrell qraenfAar
() Intermediate expenditure is already a part of final expenditures. So expenditure on
intermediate products is necessary to exclude from estimation.

(i) Expenditure on second hand goods should not be included as they have already been
accounted during the period of their production. However, any commission or brokerage
paid in such transactions are treated as final expenditure because it is a payment for the
services purchased.

(i) Expenditure on financial assets in the form of expenditure on buying shares, bonds,
debentures, government securities etc. will not be included as they are simply paper
claims. But any brokerage or service charged or paid in buying financial assets is treated
as expenditure on buying services.

(iv) Imputed expenditure on own account output like self-consumed output by farmers etc. and
imputed rent of self-occupied house must be counted as final expenditure and hence
included.

(v) A transfer payment is unilateral transfer against which no goods or service is rendered. For
example: payment of gifts charities, donations, scholarships, taxes, old age pension,
unemployment allowances etc. Such an expenditure is _not concerned with production
activity hence not included.

(i) FEgadt g gg @ & A <aF &1 Tk Rem g1 sl Hegadt 3curel W g i AT
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¥ SIET HLT AT B

(i) Ahs g3 &I W gl dlel TF @l AR g1 fohar S =@rfew Fifeh 3otepr S@m 3etsh
3cUles T A & aR1T uger & R o1 gt § grellich, WH oleleet & el fhu 1w fondlr of
HHTRIT AT Pl I JHTAH TT AT ST g Fhifeh Jg WA a1 Jaw3it & v egerare g

(iii) R, &8, SR, W gfasifaar 3nfe Tlied W =79 & &0 A fady aREufial w =ag
ifAer A& fohar Suem &Fifh 3 e FETET a9 g1 dfdrd o aREuRia & @l # e v
T ATl T 1T fonely o SiehYsT a1 Qar 1 Fasit A @led W 7T & & A AR ST gl

(iv) fRam=l gaRT E9-3919T fhU 9T 3curea 31fe S8 9T & @A & 3cdled W I 3R -
Feol dlel 8X HT ARG formar 3ifas eo9 & 0 J @1ar s anfge 3R safew anfae foear Smer
EUY

(V) TUTATAROT HITATT TeheRWT GEACROT ¢ Toleeh fa%ets IS WA AT JaT YaleT =gl i el gl
3EgY0T & AU 3UER ale, ale, B, Y, JEUTaEUT URleT, SR 8y 3Tfe T $qaTclleT| QT =g
3culest IAfafer & H&ftd g § Safav 38 eMAeT =181 fohar arm gl

[ Difference between Nominal GDP (or GDP at Current Prices) and Real GDP (or GDP at
Constant Prices): * S/l SISl (A1 Alsfel hiAdGl XSS 3R dredides SISy (31 &R

Fdl WSS & ST 3303

Nominal
GDP

Real
GDP

It refers to the market value of all final
goodsand services produced within the
domestic territory of a country in ayear
and measured at current year prices.

% T ay 7 fhdl 37 & o] &1 &
MR Seurfed @t 3ifae aeqgsit 3R
AT & SR Hed H Tl Sl
¢ AR A a¥ & HAGT WA

ST &l

Nominal GDP =} Current Year Quantity
(Q1) x Current Year Price (P1)

It refers to the market value of all final
goods and services produced within the
domestic territory of a country in a year
and measured at the base year prices.

Tg Teh a¥ H fhEl S & M &7 &
MR seurfed @l sifas aeqgsit 3k
aT3il & SR Hed A Hafdld Hdl &
3R IR a¥ & HAAGT W AT SATAT
gl

Real GDP = } Current Year Quantity
(Q1) x Base Year Price (P0)

The value of Nominal GDP changes
when either the physical output or
prices changes or both changes
simultaneously.

AlAsTel SHSIAT &l Hed dd SGodl &
J9 a1 ar #ifds Icuea I HEd
Jeoldl £ AT a1l Ueh ATy dcold &l

The value of Real GDP changes when
only the volume of physical output
changes.

aredfdeh SIS &1 Hed a9 agoidl &
I shad Fifdes 3T & AT
gcerdl g

It is a not a good measure of economic
growth of a country as it is affected by
both change in physical output as well
as price.

Ig el o 7 e gefer & sreoT
AT el & it Jg Hifdsd 3curea &
UMY HAT et F gRadaT @

It is a better measure of economic
growth of acountry as it is affected by
change in physicaloutput only.

ey 2 @f&lﬁ?aﬁ aE|
% arzfr%r %Wﬁ
ﬁt;ram%?re’l?n%l
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geTfad giar &l

It is not useful for making periodic It is a better measure to make
comparisons periodic comparisons.

I§ TAT-HAT W Jolol el & fow TAT-FAT W JT AT Th SgcR
39T AGT § 391 gl

0 Determination of Nominal GDP _and Real GDP: Nominal GDP and Real GDP can be
determined in thefollowing manner

AfAdad AN 3R aeafas AN &1 AuRor: AT S 3R aafds S &
freRor Aefaf@a alies & fRar o1 gt §

Real GDP = Nominal GDP x 100
Price Index

Or, Nominal GDP = Real GDP x Price Index
100

[1 GDP Deflator: It is used to eliminate the effect of price changes and determine the real
change in physical output.

SEd RBree: s 3TANT Ao dRade & 9d A WcA ael AR #Hifdes 3cueer
aredfds IRade FuiRa wer & o fhar amar g

GDP Deflator = Nominal GDP x 100 =  P1Qix 100 (where 1 refers to current year
(Por) Real GDP > PoQ1 and Orefers to base year)
Or, Current Price Index = National Income at Current Prices x100
(GDP Deflator) National Income at Constant Prices

GDP_and Welfare: GDP (Real GDP) is used as an index of welfare of the people. Welfare
means sense of material well-being among the people. Higher GDP is generally taken as greater
welfare of the people. However, GDP may notbe taken as a satisfactory measure of economic
welfare due to certain limitations. These are:

SIS 3R oo SIS (aredider SiSIdl) &1 3UANET WlE0 & Hedlol & oo & & H
AT STar §1 Feamor FT HT § AN & 9T #ifAE Fearor Hr HigaT| T SEr Fr o JR
W AN & 9§k HedoT & & H A1 ST g1 grelifeh, $& WA & wROT SN @ 3ien

HIIUT I dlVoladeh 3UTT gl ATAT ST bl gl T &

1. Does not include the rate of growth of population: Real GDP indicates overall
performance of the country. But Real GDP does not consider the changes in the
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population of a country. If rate of growth of population is higher than the rate of growth of
real GDP, then it will decrease the per capita availability of goods and services, which will
adversely affect the economic welfare.

2. Does not reflect distribution of GDP: GDP does not take into account the changes in
inequalities in the distribution of income. Though GDP is rising but If rich becoming richer
and poor becoming poorer, then it may lead to decline in welfare.

3. Does not include non-economic or non-monetary exchanges: There are many goods
and services which contribute to economic welfare but are not included in the GDP as no
price is attached to them, although they contribute to economic welfare. example: services
of housewives and other family members (leisure time activities) etc. These are non-
monetary exchanges

Does not include externalities: Externalities refers to benefits or harms accompanying
the productionprocess for which no payment is made or received. They are excluded from
the estimation of GDP. There are two types of externalities:

a) Positive externalities - They are not included in GDP although they result in increase
in welfare. For example, construction of flyovers or highways reduces transport cost
and journey time.

b) Negative externalities- These are the negative effects which accompany the
production process and decrease the welfare of the people for which they are not
penalized. For example: environmental pollution caused by industrial plants.

4. Composition of GDP: Extent of economic welfare depends on the types of goods and
services produced and not simply how much is produced. Some of products contribute
more to the welfare of the people like food, clothes etc. whereas other products like police
services and military services etc. may comparatively contribute less.

1. sHA FAHEA A Jeflr g MAT AR B: IEATH Hbel Tel 3cUG & & FAT Y&
&I g2ifar §1 afa areafas ShErdr fonelr S dr e & aRads W fFar a8 &
¢l Ife ST 1 gefer X aredideh Hehol B[ 3cUIG T Fof &X & 3T &, ar 3848
9fd egfFd a3t 3R Qa3 & 3ustar # AT e, TEd PR weamor W
EIGCEICEICREECH

2. MEdt & fFaver & ufafdfea @@t sar ST 37 F R/AaRor #F 37 ATaET § agena
I €A H G T@AT g1 grellieh Hehel B0l 3cU1G 96 T@T &, dAfdhed 3R 31X 3R 3R
2T o @ § 3R e 3R 0« g ar o W@ &, O s89 Feaor # PRae 3 e gl

3. g8 d-anfdw a1 At snerer-verer anfe @@t &: S awqu iR daw § S e

el H A S § AftheT SIS # enfAer wgT § Fifeh 37 @Y g FHAT ST
el &, BTeiifeh d 3T{¥eh FHoAToT # ANE R &1 3GTe0n: 0T IR GRaR & 317
et fr qard (@ gag fr afafaf) sl ¥ ReAiRE snee-vee &
S FEga MfAS FET & SeFad Scutes Ufhar ¥ S o AT g @l Hefdia el
¢ o s faU &S sferare gt fohar Sirar & o1 wied wE fhar Ser g1 eSS &
3Tehole] & FTET IW@T T &. SEAdIV & YR T gl g

%) HFRIHAF FEIAC - So6 Hehol Bel 3cUG H nfAer &0 frar Sram §, grelif seeh
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IRUTHAEEET HodoT H Jeftl gl &1 3ae0T & AT, Fells3iiay a1 ToaAmEi & e &

IRaga oeTd 3R AT T THT HF & ST B

&) AFRICAF FEIAV- A I ARRcHS T § ST 3cueat ufehar & a1y gia § 3R ol &
FAIUT Hl HH Id o olFh o0 3o¢ Ged el AT AT gl 36T & ToT:
3fefaren FIAT & SHROT glel aTell IATaRoT Gy oT|
4. G WX 379G BN WG IS dweaor Hr WAT Scuried aw g3t HR Fansi &
YR W @R acdl & 7 & dhael fhdem 3cdieet fhar Siar &1 T 3cqie oW &
deaoT H 3t Aerer &7 § S i, wus e Siafeh 3T 3cdie S gfer dart
3R A7 FAC MG Jeelersh §T § FH INET & Hahd

(1 lmportant Conversions

- depreciation

a) Gross P ™Net
+ depreciation
— NFIA
b) National < ~ Domestic
+ NFIA
—NIT R
c) Market price <« —Factor cost
+ NIT

Three methods of measuring National Income

Value Added Method

GVAMP of Primary Sector
+ GVAMP of Secondary
Sector
+ GVAMP of Tertiary Sector

l

Gross Domestic
Product atMarket Price
(GDPMP)

- Depreciation

NVA MP or NDPMP
- NIT

l

NDP FC
+ NFIA

l

NNP FC

Income Method
Compensation of
Employees

+ Operating surplus

+ Mixed Income of Self
Employed

NDP FC
+ NFIA

NNP FC

Expenditure Method

Pvt. Final Consumption
Expenditure

+Gouvt. Final Consumption
Expenditure

+Gross  Domestic  Capital
Formation

+ Net Exports

!

GDPMP
— Depreciation

NDPMP
—NIT

l

NDP FC
+ NFIA

i




NNP FC

Important formulas for solving numericals

a)
b)

c)
d)
€)
f)
9)

h)
i)

)
K)

)

Value Added = Value of Output — Intermediate Consumption

Value of Output = Total Sales + Changes in Stocks (If the entire output is not sold)

Value of Output = Sales (If the entire output is sold)

Total Sales = Domestic Sales + Exports

Changes in Stocks = Closing stock - Opening Stock

Value of Output = Price x Quantity of output

Net Domestic Capital Formation = Net Domestic Fixed Capital Formation + Changes in
stocks

Gross Domestic Capital Formation = Gross Domestic Fixed Capital Formation + Changes
in stocks

Compensation of Employees = Wages and Salaries in Cash and Kind + Employer’'s
contribution tosocial security schemes

Operating Surplus = Rent +Royalty+ Interest +Profits

Profits = Corporation Tax + Dividends + Undistributed Profits/ Retained Earnings/ Corporate
Savings

Net Exports = Exports — Imports
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ASSINGMENTS

Some Numericals :

1. When Nominal GDP is Rs. 840 crores and Price Index is 120, then the Real
GDP will be (CBSE 2020) ( Ans. RGDP =NGDP/PI * 100 = 700)

(a) Rs.700 crores (b) Rs.900 crores (c) Rs.800 crores (d) Rs.500 crores

2. When Nominal GDP is Rs. 850 crores and price Index is 170, Real GDP will

be (2020) (Ans. RGDP =NGDP/PI * 100 = 500)
3. Calculate Net value added at factor cost from the following data.
S.No | Items Rs. In lakh
I Purchases of raw materials 300
li Import duty 20
lii Excise duty 30
Iv Net addition to stock 50
Vv Value of output 500
Vi Depreciation 10

Ans:- Net value added at factor cost = Value of output - Purchases of raw materials
— Depreciation - Import duty - Excise duty

= Rs. 500 — 300 - 10 — 20 — 30 lakh = Rs. 140 Laks
Net value added at factor cost = Rs. 140 Laks

4. Calculate ‘sales’ from the following data:

ITEMS Rs in lakh
A Intermediate cost 240
B consumption of fixed capital 40
C Change in stock (-)60
D Indirect tax 30
E Net value added at factor cost 300

Ans. Sales= Net value added at FC- changes in stock + intermediate costs + consumption of fixed
capital + Net Indirect tax

= Rs. 300 — (-) 60 + 240 + 40 +( 30 — 0) = Rs. 670 lakh

Sales = Rs. 670 lakh

5. From the following data calculate National Income from a) Income method b)
Expenditure Method

S.no Items Rs(in crore)
1 Private final consumption expenditure 2,000
2 Net Domestic capital formation 400

33



3 Change in stock 50
4 Compensation of employees 1,900
5 Rent 200
6 Interest 150
7 Operating surplus 720
8 Net indirect tax 400
9 Contribution by employers towards social security 100
schemes

10 Net Exports 20
11 Net Factor income from abroad (-)20
12 Government final consumption expenditure 600
13 Consumption of fixed capital 100
Ans: Income method

NNPFC = Compensation of employees + Operating surplus + Net Factor income
from abroad

=1900 + 720 + (-20) = 2620 — 20 = Rs 2600 Crore

Expenditure Method

NNPFC = Private final consumption expenditure+ Net Domestic capital formation+
Government final consumption expenditure+ Net Exports + Net Factor income from
abroad - Net indirect tax

NNPFC = 2000 +400 +600 +20 +(-20) — 400 = Rs 2600 crores

VERY SHORT QUESTIONS (1 MARK)

What is meant by circular flow of income?

What are the three phases of circular flow of income?

Out of factor income and transfer income which one is a unilateral concept?
What is the meaning of final goods?

What is meant by intermediate goods?

What is meant by consumption goods?

Define capital goods.

Give an example of a person who is staying abroad for a period more than one yearand
still he is treated as normal resident of India.

MULTIPLE CHOICE QUESTIONS (1 Mark)
9. Transfer payments refer to payments which are made:
(@) Without any exchange of goods and services.
(b) To workers on transfer from one job to another.
(c) As compensation to employees.
(d) None of these
10. Which one of the following items comes under consumption goods?
(a) Durable goods
(b) Semi-durable goods

NS A WNR
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(¢) Non-durable goods
(d) All of these.

11. Service of a teacher:
(a) Capital goods
(b) Consumption goods
(c) Intermediate goods / Services

(d) Can be Consumption goods and intermediate goods
12. In a circular flow of income, we have:
(a) Production (b) Distribution
(c) Disposition (d) All of them
13.  Who is considered as agents of factor of production,
() Households
(b) Government
(c) Rest of the world
(d) All of these
14.  Which among the following are the features of capitalist economy?
(a) Private ownership of Land and Capital.
(b) Profit is the only motive.
(c) Free Play of market forces of demand and supply.
(d) All of these
15. Flow of Goods & services and factors of production across different sectors in a barter

economy is known as:

(a) Circular flow (b) Real flow
(c) Monetary Flow (d) Capital Flow
GIVE REASONS (1 MARK)
Giving reasons, classify the following into intermediate goods or final goods.

1 Machines purchased by a dealer of machines.

2 A car purchased by a household.

3 Furniture purchased by a school.

4. Chalks, dusters, etc. purchased by a school.

5. Computers installed in an office.

6 Mobile sets purchased by a mobile dealer.

7 Expenditure on maintenance of an office building.
8 Expenditure on improvement of a machine in a factory.
9 Purchase of furniture by a firm.

10. Expenditure on maintenance by a firm.

11. Paper purchased by a publisher.

12.  Milk purchased by households.

13.  Purchase of rice by a grocery shop.

14.  Coal used by manufacturing firms.

15. Coal used by consumer households.

Giving reasons state whether the following are included or excluded in/ffrom domestic
territory.

1. An Indian Company in America
2. Microsoft Office in India
3. Company in India owned by an American



© o NSWNA

Office of Tata in New York

Branch of Foreign Bank in India

Indian Embassy in China

Branch of Punjab National Bank in America

Russian Embassy in India

Reliance Industries rented its building to Microsoft in America.

Classify the following into durable, non-durable, semi-durable or services Stating proper

reason
10. Refrigerator

11. Clothes

12. Edible oil

13.  Tuition given by a teacher

14.  Visit of a physician

15. Washing soaps

Classify the following into consumer, intermediate or capital goods.

16. Milk used by a manufacturer of sweets.

17. Cycle purchased by a consumer household

18.  Textile machinery

19. Construction of a house

20. Bread and butter used by a consumer household.

21.  Services of a private doctor purchased by a consumer household.

22.  Fertilizer used by a farmer.

23. Passenger bus service used by a consumer household.

Giving reasons, classify the following into normal resident of India or not.
24. Indian officials working in the Indian Embassy in USA.

25. A Japanese tourist who stays in India for 2 months.

26. Indians going to Pakistan for watching the cricket match.

27.  Indians working in the UNO office, located in America for less than 1 year.
28. Indian employees working in WHO, located in India.

29.  Foreign tourists visiting India for a month to see the Taj Mahal.

TRUE OR FALSE

Giving reasons, state whether the following statements are true or false.

LONILAWNR

Macroeconomics deals with the problems of a consumer.

Money flow is also known as physical flow.

In a two-sector economy, total production is always equal to total consumption.
Circular flow of income takes place in case of open economy and close economy.
Capital formation is a flow.

Foreign remittances are a stock concept.

National Income of a country is a stock concept.

Bread is always a consumer good.

Television is a capital good.
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10. Services of a teacher is a consumption good.

11. Books in a library are intermediate goods.

12. Use of raw material is a consumption good.

13.  Can purchase of a new car be categorized as an intermediate good.

14. A good can be an intermediate goods in one case and a final goods in another case.
15. The concept of normal resident applies to individuals only.

16. Infinal goods, no value is to be added.

17. Transfer income is a part of factor income.

SHORT ANSWER-TYPE QUESTIONS 3-4 Marks
1. Explain the basis of classifying goods into intermediate and final goods. Give suitable
examples.
Or

Distinguish between intermediate products and final products. Give examples.

2. Define consumption goods and what are its categories.

3. Define capital goods and its categories.

4. Distinguish between consumption goods and capital goods. Which of these arefinal goods?

HIGHER ORDER THINKING SKILLS

1. Explain that Domestic territory is bigger than the political frontiers of a country.

. “All Producer Goods are not Capital Goods”. Explain.

. “Machine purchased is always a final good.” Do you agree? Give reasons for youranswer.

. “Machine purchased is always a capital good.” Do you agree? Give reasons for your answer.

. Compensation to flood victims is a good social security measure by the government. Butwhy is it
not included in the estimation of national income?

6. The concept of domestic territory helps to estimate ‘Domestic Product’. Defend or refute.

7. The concept of Normal Resident helps to estimate ‘National Product’. Defend or refute.

abrh WN
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Unit 2: Money and Banking

MONEY — ITS MEANING

Anything which acts as a medium of exchange,measure of value and store of value is called money.

Example — A rupee in India is money, as it is a commonly accepted medium of exchange .

Functions of Money

1. Medium of Exchange

Money has genral acceptability so, everybody is ready to accept payments in money. Thus

money acts as a medium of exchange.

2. Measure of Value

The value of all Goods and Services is expressed in terms of money.So in terms of money we

can maitain account of all economic transactions.
3. Store of Value

Money is an asset and can be stored for future. We can save money as cash and as bank

deposits. It is easily portable from one place to another.
4. Standard for deferred payments

Deferred payments refer to payments made in future. Money as a standard of deferred

payments has facilitated market transactions of buying , selling, borrowing ect.
SUPPLY OF MONEY

Money supply refers to the total quantity of money held by people in the economy at the given point

of time. It is a stock concept as it is measured at a point of time.

COMPONENTS :- according to M1 measurement, money supply includes the following components

:M;=C+ DD+0OD

C: It refers to currency held by the public .It includes coins as well as paper notes.

DD :Net Demand deposits of the people with the commercial bank. Demand deposits are the deposits

which can be withdrawn on demand by the depositors from banks

OD : Demand deposits with RBI of public financial institutions like NABARD, deposits with RBI
of foreign central bank and demand deposits of international financial institutions like world bank,

IMF etc.

High powered money:- the currency issued by central bank (RBI) can be held by the

public or by the commercial banks.

MONEY CREATION OR CREDIT CREATION - Money creation by the
commercial banks is determined by (1) The amount of the initial deposit and (2) The
Legal Reserve Ratio (LRR) — It is the minimum ratio of deposit legally required to
be kept as cash by the banks. LRR includes Cash Reserve Ratio — It is the minimum

proportion of cash reserves which is kept by commercial banks with the central bank
against its total deposits; and Statutory Liquidity Ratio — It is that proportion of the
total deposits which a commercial bank has to keep with itself in the form of liquid

assets (i.e. cash, gold and unencumbered approved securities). It is assumed that all the
money that goes out of banks is redeposit into the banks.
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PROCESS - Let the LRR be 10% and there is a fresh deposit of Rs.1,000. As
required the banks keep 10% i.e. Rs 100 as cash. Suppose the banks lend the
remaining Rs 900 those who borrow use this case money for making payments as

assumed those who receive payments put the money back into the banks in this
way banks receive fresh deposits of Rs 900. The banks again keeps 10% i.e. Rs 90
as cash and lend Rs 810 which is also 90% of the last deposit the money again
comes back to the banks’ lending to a fresh deposit of Rs 810. The money goes on
multiplying in this way and ultimately total money creation is Rs 10000.

Deposit Cash Reserve Loans
10%
Round -1 1,000 100 900
Round -2 900 90 810
Round -3 810 81 729
Total 10000 1000 9000

Money Multiplier or Credit Multiplier — It is the Number of times commercial bank
can create credit of per unit of cash reserves. Money Multiplier = 1/LRR

Money Creation = Initial Deposit /LRR,
CENTRAL BANK

The central Bank is the apex institution of a country’s monetary system.

Controls the entire banking system of the country. Reserve bank of India (RBI) is
the central bank of India.

FUNCTIONS OF THE CENTRAL BANK

Bank of Issue:- Central bank is of a country has the monopoly right of issuing notes,
which ensures Uniformity in Note Issue.

Banker to the Government:- Central bank is a banker, agent and financial advisor to the
government

* As abanker to the government, it manages accounts of the government.

* As an agent to the government, it buys and sells securities on behalf of the
government.

* As an advisor to the government, it frames to policy to regulate the money market.

* It gives loan to the government.
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Bankers’ Bank :- As a Bankers’ Bank it has almost the same relation with other banks
in the country as a commercial bank has with its customers.

1.As a banker’s bank :_
e (Custodian of cash reserves.

* Clearing house function.

* It provides additional Fund those Bank temporary difficulties.
2. As a supervisor:-

* Periodic inspection of banks.

* Central Bank supervises, regulates and controls the commercial banks.
* _Credit Control — Central bank plays an important role during the times of

economic fluctuations. It influences the money supply Through Bank Rate,
Open Market Operations, Cash reserve Ratio, Statutory Liquidity ratio and
Margin Requirements etc.

Instruments of credit control.

* Bank Rate It refers to the rate of interest at which the central bank lends money
to commercial banks for long period. Central Bank increases the bank rate
during inflation (excess demand) and reduces the same in times of deflation
(deficient demand).

Repo Rate — It is the rate at which the central bank (RBI) offers short period
loans to the commercial banks by buying the government securities in the open
market. It is increased to control inflation.

Reverse Repo Rate — The rate at which RBI accepts deposits from the
commercial banks(thorough government securities). It is increased to control
inflation. Cash Reserve Ratio (CRR) - It refers to
the minimum percentage of a bank’s total demand deposits to be Capt with the RBI.
Reserve Bank increases CRR during inflation and decreases the same during

deflation.
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. SLR is increased during inflation or excess demand and decreased
during deflation or deficient demand. Margin Requirements - It is the

difference between the amount of loan and market value of the security offered
by the borrower against the loan. Margin requirements are increased during
inflation and decreased during deflation.

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

the Central Bank from/ to the public and commercial banks. It sells government
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securities during inflation/excess demand and buys the securities during
deflation/deficient demand.

ASSERTION & REASON

Alternatives:
(@) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct explanation ofAssertion (A)
(b) Both Assertion (A) and Reason (R) are true and Reason (R) is not the correct explanation ofAssertion (A)
(c) Assertion (A) is true but Reason (R) is false.
(d) Assertion (A) is false but Reason (R) is true.

Q1.ASSERTION (A): High powered money is money produced by the RBI and the government.
REASON (R): It consists of two things Currency held by public and Cash and Vault reserve with the
banks.

Ans: (a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct explanation of
Assertion (A)

Q2.ASSERTION (A): Supply of money is a stock variable

REASON (R): Supply of money is measured over a period of time, usually a fiscal year.
Ans: (c¢) Assertion (A) is true but Reason (R) is false.

Q3.ASSERTION (A): Money Supply is a flow concept.

REASON (R):Money Supply is measured at a particular point of time.

Ans: (d) Assertion (A) is false but Reason (R) is true.

Q4.ASSERTION (A): Money supply does not include money held by Government and Commercial
Banks.

REASON (R): Government and Commercial Banks are themselves the supplier of money.

Ans: (a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct explanation of
Assertion (A)

Statement Based Questions

Alternatives:
a) Both the statement are true
(b) Both the statement are false
(c) Statement 1 is true and Statement 2 is false(d) Statement 2 is true and
Statement 1 is false

Q1. Statement 1: Fiduciary money is the money issued by order of the government

Statement 2: Fiat money is the money backed with mutual trust between the payer and payee
Q2. Statement 1: Full bodies money refers to money in terms of coins whose commaodity value
is equal to the money value as and when these are issued.

Statement 2: Credit money is the money of which money value is more than commodity value.

Q3. Statement 1: Credit creation inversely related to the LRR

Statement 2: Encouraging borrowing by households and businesses will adversely affect the
economy as the deposits with the commercial banks will reduce.

Ansl. (b) Both the statement are false
Ans 2. a) Both the statement are true
Ans3. (¢) Statement 1 is true and Statement 2 is false

CBSE BOARD EXAM.1 MARKS QUESTION
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Q1. The ratio of total deposit that a commercial bank has to keep with RBI is called (2017)

(a) Statutory liquidity ratio (c) Cash reserve ratio (Ansc)
(b)Deposit ratio (d) Legal reserve ratio

Q2. Demand deposits include : (2017)
(a) Saving account deposit and fixed deposits
(b) Saving account deposit and current account deposits (Ans.b)
(c) current account deposits and fixed deposits
(d) All types of deposits

Q3. Repo rate is the rate at which : (2017)

(a) Commercial bank purchase government securities from the central bank
(b) Commercial bank can taken loans from the central bank

(c) Commercial bank can keep their deposits with central bank

(d) Short- term loans are given by commercial bank (Ans b)

Q4. Credit creation by commercial banks is determined by: (2018)

(a) Cash reserve ratio (c) Initial deposits
(b) Statutory liquidity ratio  (d) All the above (Ans. d)

Q5. If legal reserve ratio is 20%, the value of money multiplier would be : (2019)

(a) 2 (b) 3
(c)5 (d)4 (Ans c)
Q6. To reduce credit availability in the economy, the central bank may . (2020)
(a) Buy securities in the open market (c) Reduce reserve ratio
(b) Sell securities in the open market (d) Reduce repo rate (Ans. b)

Q7. State, whether the following statement is true or false: (2020)
“All financial Institutions are banking institution” (2020) (Ans. False)
Q8. State, whether the following statement is true or false: (2020)

“Margin requirement is raised by the central bank to increase money supply” (False)

CASE STUDY

CASE STUDY ( CBSE EXAM TERM- 1, 2021-22)
Question no 1 to 6 are to be answered on the basis of the following:

Money plays crucial role in the smooth functioning of the economy. Money supply is considered as a

very important tool to control other macro economic variables

Central bank and commercial bank are the two main sources of money supply. Measurement of

money supply is an important task performed by the central bank .
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Statement of Money Supply

S.No Items Outstanding on 10 Sept.2021 Rs.
in crores

1 Currency With Public 28,43,296
2 Demand Deposit with Banks 18,88,130
3 Time Deposit with Banks 1,46,21,448
4 Other Deposit with world Bank 46,722

Q1. The value of money supply in the economy is Rs. .crores

(a). 13078148 (b). 193399596

(c).4778148 (d) 4731426

Q2. Money Supply is a Variable, measured at a point of time,

(a). Stock (b) Flow

(c). Both Stock and Flow (d). Neither Stock, nor Flow

Q3. Demand Deposit are .
(a). Chequable deposits  (b) Non- Chequable deposits (¢ ) Fixed deposit (d)  Recurring
deposits .

Q4. Suppose Primary deposit are Rs. 2000 crores and reserve deposit ratio is 10%. The money
created by commercial banks would be Rs. crores in the economy.
(a). 10,000 (b) 20,000 (c) 2,000 (d) 1,000
Q5. Assertion : Money supply includes money held by all financial institutions.
Reason : Money held by government does not come into circulation.
(@) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct explanation ofAssertion (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.

Qeé. releases data on money supply in India
(a). Government of India (b) RBI
(c ) Commercial Banks (d) State Bank of India
Ans.1.D, Ans.2. A, Ans 3. A
Ans.4 B Ans 5.D Ans.6. B

MULTIPLE CHOICE QUESTIONS (MCQ) WITH ANSWERS

Q1. Banks are able to create many times more than initial deposit through

(a) Secondary deposits (b) Advancing loans (¢ ) Accepting deposits (d) Providing
overdraft facility
Q2. Which of the following is the quantitative measure of credit control?

(a)Coins (b) Currency
(c ) Cash Reserve Ratio  (d) Demand deposits in banks
Q3. Which of the following is the quality measure of credit control?
(a)Margin requirement (b) Cash Reserve Ratio
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(c) Bank rate (d) Open market
operations
Q4. Which of the following statements is correct ?

(@) 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

Q5 is the rate of interest charger by the Central Bank on loans given to commercial
banks.
(a) Repo rate (b) CRR

(c ) Statutory liquidity Ratio (d) Reserve Repo Rate

Q6. In order to reduce credit in the country, Reserve Bank of India
(a) Reduces Repo Rate  (b)Buys securities in the open market
(c) Sells securities in the open market  (d) Reduces CRR
Q7.. is the rate of interest at which banks park their surplus fund with RBI.
(a) Cash Reserve Ratio (b) Reverse Repo Rate
(c)Bank Rate (d) Legal Reserve Rate
Q8. Initial deposits made by the people from their own resources are called
(a)Time deposits (b)Secondary deposits
(c)Primary deposits (d) None of these
Q9. To reduce the supply of money in the economy, the Central Bank (a)Raises CRR
(b)Lowers the Repo rate (c)Lowers the margin (d)Buys Govt.
securities from the market
Q10.. Which of the following conditions need to be fulfilled by a financial Institution to
become a bank?

(a) Advancing loans (b) Accepting deposits
(c¢) Both (i) and (ii) (d) Neither (i) nor (ii)
Answer
key

1/A/2 C 3 A 4/ A 5 A

6 C 7B 8 C 9 A 10 C

SHORT AND LONG ANSWER TYPE QUESTION (3.4 and 6 Marks)
Q1. State the components of money supply.

Ans. COMPONENTS :- according to M1 measurement, money supply includes the following
components :M; = C + DD+OD

C: It refers to currency held by the public .It includes coins as well as paper notes.
DD : Demand deposits of the people with the commercial bank
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OD :Other deposits with RBI of public financial institutions like NABARD, deposits with RBI of
foreign central bank and demand deposits of international financial institutions like world bank,
IMF.

Q>2. Explain the ‘Standard for deferred payments’ Function of the Money

Ans. (a) Deferred payments refer to payments made in future .

(b) Money as a standard of deferred payments has facilitated market transactions of buying ,
selling, borrowing ect.

(c) As a long money maintains a constant value through Money makes possible the credit
transactions.

(d) Money is durable and homogeneous.

Q3. Explain the ‘Store of Value’ Function of the Money. Ans. Store of
Value

a. Now with money , savings are done in terms of money.

b. Money is an asset and can be stored in future .

€. Money helps people to transfer their purchasing power from present use to future use.
d. Money is an asset and can be stored in future.
€

It is commonly accepted measure of value

Q4. Explain banker to the Government function of the central bank’

Ans. Bankers to the Government:- Central bank is a banker, agent and financial
Advisor to the government

* As a banker to the government, it manages accounts of the government.
* As an agent to the government, it buys and sells securities on behalf of the government.
* As an advisor to the government, it frames to policy to regulate the money market. » It gives
loan to the government.
Q5.Explain how repo rate can be helpful in controlling credit creation
Ans. Repo Rate Policy — It is the rate at which the central bank (RBI) offers
short period loans to the commercial banks by buying the government
securities in the open market.

At the time of Inflation Repo rate Increased and if deflationary condition Repo rate
Decreased.

Q6. Explain how margin requirements are helpful in controlling credit creation.
Ans. Margin Requirements - It is the difference between the amount of loan and

market value of the security offered by the borrower against the loan. Margin
requirements are increased during inflation and decreased during deflation.

At the time of Inflation Margin requirements Increased and if deflationary condition
Margin requirements Decreased.
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Q7. Define money multiplier. What role does it play in determining the credit creation power of the
banking system? Use a numerical example.(CBSE 2019)

Ans. Money Multiplier or Deposit Multiplier — It measures the amount of money

that the banks are able to create in the form of deposits with every unit if money it
keeps as reserves

Money Creation = Initial Deposit x 1/LRR,

Money Multiplier = 1/LRR

Money Creation = Initial Deposit X Money Multiplier
Money Multiplier = 1/ (20/100), 1/0.20 =5

Money Creation = Initial Deposit x Money Multiplier
Money Creation = 1,000 x 5 = 5,000

Credit creation inversely related to the LRR
Examplel: Initial deposit is Rs. 1000 and LRR= 20%, then

Deposit LRR Loans
20%
Round -1 1,000 200 800
Round -2 800 160 640
Round -3 640 128 512
Total 5,000 1,000 4,000

Q8. Discuss the function of central bank as a Banker, Agent and Advisor to the government.
(CBSE 2020)

Ans. Central Bank as a Banker, Agent and Advisor to the government

Bankers to the Government:- Central bank is a banker, agent and financial advisor to the
government

* As a banker to the government, it manages accounts of the government.
* As an agent to the government, it buys and sells securities on behalf of the
government.

* As an advisor to the government, it frames to policy to regulate the money market.
It gives loan to the government.

Q9. Explain the “ bank of issue” function of central bank.( CBSE 2020)

Ans. Bank of Issue:- Central bank is of a country has the exclusive right (monopoly
right)of issuing notes.

1. Uniformity in Note Issue.

2. Exercise a better control over money supply.
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3. Saves the Economy from danger of over issue.
4. Monetary management.
5.1t builds up public faith in the currency system.
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UNIT — 3 Determinations of Income and Employment

Aggregate Demand: Aggregate Demand refers to total value of all final goods and services that
are planned to buy by all the sectors of the economy at a given level of income during a given
period. AD represents the total expenditure on goods and services in an economy during a given

period.

Components of Aggregate demand
Components of Aggregate demand:

(i)

(i)

(iii)

(iv)

Household (Private) consumption expenditure (C): It refers a household’s
expenditure on the consumption of goods and services. These goods can be durable,
semi-durable or non-durable.

Consumption of households depends upon their marginal propensity to consume (MPC)
& Disposable Income.

Investment expenditure (I): It comprises to the expenditure incurred by firms on the
purchase of capital goods like plants, machines, equipment etc. to increase the
production capacity.

Investment expenditure depends upon the relative values of marginal efficiency of
investment (MEI) & Rate of Interest (ROI).

Govt. consumption expenditure (G): It refers to expenditure incurred by the
government on the purchase of goods (consumer and capital) to satisfy the collective
wants of the society. For example—Roads, Bridges Public (parks, hospitals, education
institutions) etc.

Government expenditure depends upon the priorities of the government.

Net export (X — M): It is the difference between exports and imports. It reflects the net
demand for a domestic product by rest of the world.

Net exports depend upon many things like Foreign Exchange Rate, Comparative Prices
& Quality, Foreign Trade Policy, etc.

AD=C+1+G+(X=-M)
AD = C + | (In two sector economy)

BEHAVIOUR OF Aggregate Demand (AD): AD is measured in terms of aggregate
expenditure in the economy, Behaviour of AD is studied in term of the behaviour of aggregate
expenditure at different levels of income (Y).

AD Schedule: - This table showing AD corresponding to different levels of Y in the economy.
AD is positively related to Y.

Y (INCOME) Aggregate Demand (AD)
0 150
100 200
200 250
300 300
400 350
500 400

OBSERVATION: - 1. There is always some minimum level of expenditure in the economy
even when Y=0. Thus, AD = 150 when Y = 0 called negative saving.
2. AD increases as Y increases. Thus, AD is positively related to Y.
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3. After a certain level of Y is reached, AD lags behind Y. Thus, when Y = 400, AD= 350. Thus,
happens because, at higher levels of Y, people start saving a part of their income.

AD Curve: -This a diagrammatic presentation of AD schedule showing AD corresponding to

different levels of Y in the economy.
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CONCEPT OF AGGREGATE SUPPLY (AS): AS (Y) refers to flow of goods and services as
planned by the producers during an accounting year. OR It refers to the total production of
commodities in the economy at a given point of time which is measured in terms of value added or
the total income generated.

It is assumed that in the short run the prices of goods do not change and the elasticity of
supply is infinite. At the given price level, output can be increased till all resources are fully
employed. So how much will be the aggregate output will primarily depend upon how much

is the aggregate demand in the economy.

Components of Aggregate Supply (AS): AS (Y) = C+S

C= Consumption S= Saving

AS Schedule: - this a table showing the behaviour of AS corresponding to diffent levels of income
in the economy.

Y (INCOME) Aggregate Supply (AS)
0 0
100 100
200 200
300 300
Diagrammatic 400 400 Presentation of AS
500 500
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The Diagram shows that aggregate supply (AS) an income (Y) are equal to each other.
Therefore, AS is indicated by a 45° line from the origin.
Propensity to consume: It is a schedule that shows consumption expenditure at different levels
of income in an economy. Consumption function (propensity to consume) is of two types:
(A) Average propensity to consume (APC)
(B) Marginal propensity to consume (MPC)
Average propensity to Consume (APC): It refers to the ratio between total consumption(C) and
total income(Y) at given level of income in the economy.
APC=C/Y
Important Points about APC:
1. APC can never be zero: because even at zero level of national income, there is
autonomous consumption.
2. APC =1, at the break-even point, consumption is equal to national income.
3. APC is more than 1: If consumption is more than national income before the break-even
point, APC > 1.
4. APC is less than 1: beyond the break-even point. Consumption is less than national
income.
5. APC falls with increase in income.

Marginal Propensity to Consume (MPC): Marginal propensity to consume refers to the ratio of
change in consumption expenditure to change in income.
MPC = Change in Consumption (A C) / Change in Income (AY)
MPC = (A C) /(AY)

Important Points about MPC:

1. Value of MPC varies between O and 1.

2. MPC is the slope of consumption curve and remains constant throughout in the short run.

3. Value of APC > MPC.

4. If the entire additional income is consumed, then AC = AY, making MPC = 1.
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5. However, if entire additional income is saved, then AC = 0, making MPC = 0.

PROPENSITY TO SAVE: Saving function refers to the functional relationship between saving and
national income.
S=1(Y)

Where S = saving, Y = National Income and f = Functional relationship.
Propensity to save is of two types.

(A) Average Propensity to Save (APS)

(B) Marginal propensity to Save (MPS)
Average Propensity to Save (APS): Average propensity to save refers to the ratio of savings to
the corresponding level of income.
Average Propensity to Save (APS) = Saving / Income

APS = S/Y

Important Points about APS:

1. APS can never be 1 or more than 1: As saving can never be equal to or more than income.

2. APS can be zero: At breakeven point C =Y, hence S=0

3. APS can be negative: At income levels which are lower than the break-even point, APS can

be Negative when consumption exceeds income.

4. APS rises with increase in income.
Marginal Propensity to Save (MPS): Marginal propensity to save refers to the ratio of change in
savings to change in total income.
Marginal Propensity to Save (MPS) = Change in Saving/ Change in Income

MPS= AS /AY

Important Point about MPS:
MPS is the slope of saving curve.
MPS varies between 0 and 1.
MPS = 1 if the entire additional income is saved. In such a case, AS = AY, then MPS =1
MPS = 0 If the entire additional income is consumed. In such a case, AS =0, then MPS =0
MPS remains constant throughout in short run.

arwnE

Relationship between APC and APS: The sum of APC and APS is equal to one.

APC + APS =1
It can be proved as under Y = C + S Dividing both sides by Y, we get APC + APS = 1 because
income is either used for consumption or for saving.
Relationship between MPC and MPS: The sum of MPC and MPS is equal to one.

MPC+MPS =1
It can be proved as under: MPC + MPS =1 We know AY = AC + AS Dividing both sides by AY, we
get MPC + MPS = 1 because total increment in income is either used for consumption or for
saving.
Consumption function: Consumption function expresses functional relationship between
aggregate consumption and national income. Thus, consumption (C) is a function of income (Y).

C=1f(Y)

Where, C = Consumption; f= Function; Y = Disposable income
Consumption at a point of time can be measured with the equation:

C=c+bY
Where, C= Consumption, c= Autonomous Consumption Y= National Income
Saving function: Saving function expresses functional relationship between aggregate Saving
and national income.
Thus, saving (S) is a function of income (Y).

S =f(Y)
Where, S = Saving; f = Function; Y = Disposable income.
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According to Keynes, as income increases consumption expenditure also increases but increase
in consumption is smaller than the increase in income. This is called Keynes’ Psychological law of
Consumption. According to Keynes, propensity to consume of the people remains stable in the
short period.

Break-even point: Break-even point refers to that point in the level of income at which
consumption is just equal to income. In other words, whole of income is spent on consumption and
there is no saving. Below this level of income, consumption is greater than income but above this
level, income is greater than consumption.

DETERMINATION OF EQUILIBRIUM INCOME AND OUTPUT (GDP)
Two approaches to study the determination of equilibrium income and
output.
(1) Consumption plus Investment Approach (AS=AD approach)
(2) Savings and Investment approach (S=I approach)
AD & AS Approach (Consumption plus Investment Approach)
Equilibrium level of income and output is that level of income or output at which ex-ante
Aggregate demand becomes equal to ex- ante Aggregate supply’.
AS=AD
It is also called ‘Effective demand’. Since AS=Y, therefore the economy is in equilibrium if
Y =AD
or
Y= C+l.
Effective demand: - Refers to that level of AD where AS = AD. Thus, effective demand always
corresponds to the equilibrium level of income in the economy. It is called effective as it is this
level of AD which determines the equilibrium between AS and AD. As just coincides with AD.
Because AS is assumed to be perfectly elastic.

INCOME | CONSUMPTION | SAVING (Y- | INVESTMENT | AD(C+l) | AS(C+S)
(Y) (©) C) ()
(S)

0 40 -40 60 100 0
100 120 -20 60 180 100
200 200 0 60 260 200
300 280 20 60 340 300
400 340 60 60 400 400
500 420 80 60 480 500
600 500 100 60 560 600

It is clear from the above schedule that, equilibrium is struck when AS =AD =400.
Equilibrium of income of income =400.
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In the diagram, AD function shows different levels of AD. But it is only at point E that
AS = AD.
ADJUSTMENT MECHANISM:
(i) AD > AS (Ex-ante AD > AS Ex-ante AS)
(i)  AD < AS (Ex-ante AD < AS Ex-ante AS)
AD > AS (Ex-ante AD > AS Ex-ante AS): -_If AD > AS, flow of goods and service in the economy
tends to be less than their demand. As result:
(i) The existing stocks of the producers would be sold out and
(i)  The producer would suffer the loss of unfulfiled demand
(ili)  To rebuild the desired stocks and avoid the loss of unfulfilled demand.
(iv)  The producer would plan greater production. (v) AS would increase to become equal
to AD.
AD < AS (Ex-ante AD < AS Ex-ante AS): - If AD < AS, flow of goods and service in the
economy tends to exceed their demand. As result:
(1) Some of the goods would remain unsold.
(i)  To clear unwanted stocks.
(ili)  The producer would plan a cut in production.
(iv)  Consequently, AS would reduce to become equal to AD.
Savings and Investment approach (S=l approach or Planned S = Planned 1)
An economy is in equilibrium at a point where ex- ante or planned saving is equal to planned
investment.
This is because in equilibrium:

AS = AD Y= C+S and
AD= C+l

C+S =C+l

S=l

as C is common on both side of the equation) (Alternative Approach)

INCOME | CONSUMPTION | SAVING(Y-C) | INVESTMENT
(¥) (©) (S) (1)

0 50 -50 100

100 100 0 100
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200 150 50 100
300 200 100 100
400 250 150 100
500 300 200 100
600 350 250 100

Equilibrium is struck when:
S =1 =100 and equilibrium income = 300 at the level AS =AD (300each)
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Equilibrium is struck at point E where S and | lines intersect each. EM is the equilibrium
level of income.
ADJUSTMENT MECHANISM:
(i) S > | (Planned Saving > Planned Investment)
(i) S <I(Planned Saving < Planned Investment)
S > | (Planned Saving > Planned Investment): - In such situation, the following changes will
occur.
(1) Stock of the producer would be more than desired limit.
(i) Profits will start shrinking.
(ili)  Planned output for the subsequent year will fall.
(iv)  Level of income and employment will tend to shrink to the point where S=I.
(V) The economy will come back to the state of equilibrium.
S < | (Planned Saving < Planned Investment): In such situation, the following changes will
occur.
(1) Existing stock of the producers will not be enough to cope with the level of AD.
(i) Profits will not be maximum because the desired level of stock is not available.
(ili)  Producers will plan higher level of output for the subsequent years.
(iv)  Level of income and employment will rise to drive the economy to the point of
equilibrium.
INVESTMENT MULTIPLIER AND ITS MECHANISM
Investment multiplier is the ratio of a change in income (AY) to a given change in investment
(Al.
K= (AY)/ (Al)
Here: K = Multiplier
AY = Change in income
Al = Change in investment
RELATIONSHIP BETWEEN MULTIPLIER AND MPC: - There is direct relationship
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between investment multiplier and MPC. Higher the MPC, greater is the size of multiplier
and vice versa. In fact, multiplier is often estimated with reference to MPC, as under:
K=1/1-MPC
(K= 1/MPS)
This equation establishes a direct relationship between MPC and K.

WORKING OF MULTIPLIER: Example Assuming that increase in investment is Rs.
1,000 crore and MPC is 0.9. Explain the working of multiplier.
Multiplier is the ratio of a change in income (AY) to a given change in investment (Al).

K= (AY)/ (Al)
Round | Al AY Change in consumption | Saving
[MPC(AY)]

1 1,000 1,000 900 (0.9 x 1,000) 100

2 810 (0.9 x 900) 90

3 729 (0.9 x 810) 81

4 656.1 (0.9 x 720) 72.9
Al=1,000 | AY=10,000 | 9,000 1,000
Al=1,000 | AY=10,000 | 9,000 1,000

K=1/1-MPC

=1/1-09=1/0.1=10

Given that Al = 1,000, K= 10

AY =10 x 1,000 = Rs

10,000 crore.
Investment: Investment refers to the expenditure incurred on creation of new capital assets.
The investment expenditure is classified under two heads:
Induced Investment: Induced investment refers to the investment which depends on the profit
expectations and is directly influenced by income level.
Autonomous Investment: Autonomous investment refers to the investment which is not
affected by changes in the Level of income and is not induced solely by profit motive. It is
income inelastic.

PROBLEM OF DEFICENT DEMAND AND EXCESS DEMAND
SOME BASIC CONCEPTS: -
Full Employment Equilibrium: - Refers to the situation in the economy when AS=AD or
S=I along with fuller utilization of resources. There is no excess capacity or
unemployment in the economy.
Underemployment Equilibrium: - Refers to the situation in the economy when AS=AD
or S=I but without fuller utilization of resources. Accordingly, there is unutilised capacity or
excess capacity in the economy even in a state of equilibrium.

55



v Full Em
[ Equilibrium  AS = AD (Line of Raference)

Point of Under-

—t N

Unemployment equilibrium level of income = OL, while full employment equilibrium level of
income = OL1.

Voluntary unemployment: - When some people are not willing to work at all, or not willing
to work at the existing wage rate.

Involuntary unemployment: - When some people are not getting work, even when they
are willing to work at the existing wage rate. The economy fails to create enough jobs
because planned output is lower than the potential output.

Frictional Unemployment: - Frictional unemployment is the unemployment associated with
the changing of jobs in dynamic economy.

Structural unemployment: - Structural unemployment is the unemployment which is
associated with structural changes in the economy, like change in technology.

Situation of Full Employment: - Full employment does not mean a situation of zero
unemployment. Owing to constantly changing supply — demand parameters in the
economy, there always exists some frictional and structural unemployment.

Problems of Deficient Demand and Deflationary Gap
Problems of Deficient Demand and Deflationary gap: - ‘Deficient demand (Deflationary gap)
refers to situation when Aggregate Demand is less than Aggregate Supply (AD < AS)
corresponding to full employment level in the economy’
Measurement of Deficient Demand: - There is deflationary gap in the economy.
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* AD1 line shows the required level of AD for full employment in the economy.
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(C+N1 line shows the required level of AD for full employment in the economy.
(C+I) 0O line shows planned AD which is lower than the full employment AD.
The vertical difference between (C+l)1 and (C+I)0 = FG.
FG is Deflationary gap.
Causes of Deficient Demand (Deflationary gap): In a sector closed economy, deficiency of
AD occurs largely due to:



(1)
(i)
(iii)
(iv)
(v)
(vi)

Reduction in Private Consumption Expenditure(C).
Reduction in Private Investment Expenditure (I).
Reduction in Government Expenditure (G).
Decline in Exports (X).

Rise in Import (M).

Increase in Tax Rates.

Consequences of Deficient Demand: - Deficient AD leads to four critical situations in the
economy, as under.

(1)

(i)
(iii)
(iv)

Underemployment Equilibrium
Deflationary Gap

Loss of Profits

Undesired stocks

PROBLEM OF EXCESS DEMAND (INFLATIONARY GAP
Excess demand (Inflationary gap) refers to situation when Aggregate Demand is more than
Aggregate Supply (AD > AS) corresponding to full employment level in the economy’.
Measurement of Excess Demand Diagrammatic illustration: - There is Inflationary gap in the

economy.
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AD (Full employment) line shows the required level AD for full employment in the

economy.
AD1 line shows planned AD which is higher than the full employment AD.

The vertical difference between AD1 and AD =EF =Excess Demand.
Inflation Gap = Excess Demand
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*  (C+1)0 (Full employment) line shows the required level AD for full employment in
the economy.
* (C+N1 line shows planned AD which is higher than the full employment AD.
* The vertical difference between (C+1)0 and (C+I)1 =GF =Inflationary gap
* Inflation Gap = Excess Demand
Causes of Excess Demand (Inflationary gap): In a sector closed economy, excess of AD occurs
largely due to:
Increase in Private Consumption Expenditure(C). (ii)
Increase in Private Investment Expenditure (1).
(iii)  Increase in Government Expenditure (G).
(iv)  Increase in Exports (X).
(v) Decrease in Import (M).
(vi) A cutintax rates leaving higher disposable income.
Consequences of Excess Demand: - Excess AD leads to three critical situations in the
economy, as under.
(i) Inflationary Gap
(i)  Static GDP
(ili)  Excess demand and Wage- Price Spiral
Measures to correct Excess demand (Inflationary gap) & Deficient demand (Deflationary
gap).
The measures can be classified into two measures viz.
1. Fiscal measures/policy; 2. Monetary measures/policy

Fiscal Measures to correct Excess demand Deficient demand
(Inflationary gap) (Deflationary gap)

1.Government Expenditure Reduce Increase

2. Taxes Increase Reduce

3.Public borrowing (Public Debt) | Increased (steps up) Reduced its borrowing

4.Borrowing from RBI Reduce Increase

Monetary Measures to correct | Excess demand Deficient demand
(Inflationary gap) (Deflationary gap)

Quantitative Methods

1.Bank rate and Repo rate Increase Decrease

2.Reverse Repo rate Increase Decrease
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3.0pen Market Operation Selling securities Purchase of securities

4. Cash Reserve Ratio (CRR) Increase Decrease

5.Statutory Liquidity Ratio (SLR) | Increase Decrease

Qualitative Measures:

6. Margin Requirements Raised (Increased) Reduce

7. Moral Suasion & Direct Action | Selective and strict | Liberal in lending
lending

8. Rationing of Credit Restricts the availability | Enhance the availability
of credit. of credit.

Measures to correct Excess (Inflationary gap)

Fiscal measures: These measures are formulated & implemented by the
Government to control Excess demand / inflationary gap. The following tools are used
to control & combat the Excess demand / inflationary situation.

1.

Public (Government) Expenditure: Excess demand / inflationary situation When
AD> AS corresponding to full employment level in the economy. During this situation
general price level to rise, causing a rise in the rate of interest fall in investment and
fall GDP.

Correction of Excess demand / inflationary situation:

2.

0] Cut (Reduce)government expenditure.

(i) Cause an overall cut in aggregate demand.

(i)  So that excess aggregate demand is corrected.

(iv)  Excess demand / inflationary gap situation eliminated.

Taxes: - Taxes are a compulsory payment made to government by the household.

Correction of Excess demand / inflationary situation:

() By increasing the tax burden on households.

(i) The government reduces their disposable income.

(i)  Accordingly, AD is reduced and Excess demand / inflationary situation
managed.

Public borrowing (Public Debt): By borrowing from the public, the government

steps up public borrowing. In the situation of Excess demand / inflationary gap AD

needs to be reduced.

Correction of Excess demand / inflationary situation:

() The government steps up public borrowing by offering attractive rate of
interest.

(i) This reduces liquidity with the people.

(i)  Accordingly, aggregate expenditure also reduces and Excess demand /
inflationary situation managed.

Borrowing from RBI (The Central Bank): Borrowing by the government from the

RBI.

Correction of Excess demand / inflationary situation:

0] Reduced amount of borrowing by government.

(i) The amount of liquidity in the economy also reduced

(i)  As desired to correct and Excess demand / inflationary situation.

Monetary Measures:
These measures are adopted by the Central Bank of a country to control Excess demand /
inflationary gap. There are two methods or instruments of monetary policy.

1.

(i)

Quantitative Methods or General methods: - which refer to the control of
quantity of Money supply through credit control. The following instruments are
used in Quantitative method:

Bank Rate and Repo Rate Policy: It refers to the rate of interest charged by the
Central Bank on the loans & advances given to the Commercial Banks. The Bank
Rate and Repo rate is determined by the Central Bank itself.
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(ii)

(i)

(iv)

v)

Correction of Excess demand / inflationary situation:

(a) The RBI (CB) Raised the bank rate and Repo rate.

(b) Which leads to rise in rate of interest.

(c) This leads to raise the savings & reduce the demand for loans

(d) There is a fall in purchasing power & further fall in AD and correct and Excess
demand / inflationary situation.

Reverse repo rate: This induces the commercial bank to park their surplus funds with
the RBI for short period of time.

To Correction situation of Excess demand / inflationary gap:

(a)Reverse repo rate is increased.

(b) As a follow-up action, the commercial bank will be increase their deposits with the
RBI (CB)

(c) This, in turn, will reduce their ability to land money.

(d) Consequently, consumption and investment expenditure will be reduced.

(e) Implying a reduction in AD correct and Excess demand / inflationary situation.
Open Market Operations: It refers to the process to sale & purchase of securities by
the RBI (CB) in the economy.

Correction of Excess demand / inflationary situation

(&) The RBI sells the bonds & securities in the market which is purchased by the
banks, individuals, and other financial institutions of the economy.

(b) This helps in wiping out the excess of money supply from the society. (c)There is a
fall in purchasing power of the people.

(d) Consequently, the AD falls, this helps in reducing the price level and correct and
Excess demand / inflationary situation.

Cash Reserve Ratio: It is indicating some percentage of demand deposits of the
commercial banks to be kept as cash reserves with RBI. The CRR is an important tool
which is used to correct the Excess demand / inflationary situation:

(a) As the rise in CRR leads to fall in the lending capacity of the banks.

(b) Leads to fall in the lending capacity of the banks.

(c) This results in fall in money supply & further fall in AD.

(d) The fall in AD leads to fall in price level and correct and Excess demand /
inflationary situation.

Statutory Liquidity Ratio (SLR): SLR refers to liquid assets of the commercial banks
which they are required to maintain as a minimum percentage of their total deposits.
The SLR is an important tool which is used to correct the Excess demand /
inflationary situation:

(a) As the rise in SLR leads to fall in the lending capacity of the banks.

(b) Leads to fall in the lending capacity of the banks.

(c) This results in fall in money supply & further fall in AD.

(d) The fall in AD leads to fall in price level and correct and Excess demand /
inflationary situation.

2. QUALITAVTIVE METHOD

(i)

(i)

Margin Requirements: The margin requirements refers to the difference between
current value of the security offered for loans and the value of Loans granted. In case
the Excess demand / inflationary situation: (a) As the rise in the margin requirement
(b) Leads to restrict the availability of credit. (c) This results in fall in money supply &
further fall in AD. (d) The fall in AD leads to fall in price level and correct and Excess
demand / inflationary situation.

Moral Suasion & Direct Action: It refers to pressure exercised by the central bank
on the commercial bank. In case the Excess demand / inflationary situation:(a)
Restricts and selective availability of credit. (b) This results in fall in money supply &
further fall in AD. (c) The fall in AD leads to fall in price level and correct Excess
demand / inflationary situation.
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(iii) Rationing of Credit: It refers to fixation of credit quotas for different business
activates. In case the Excess demand / inflationary situation: (a) restrict the availability
of credit. (b) Accordingly, AD is lowered (c) Correct Excess demand / inflationary
situation.

Measures to correct Deficient demand (Deflationary gap)
1. Fiscal measures: These measures are formulated & implemented by the
Government to control Deficient demand (Deflationary gap). The following tools
are used to control & combat Deficient demand (Deflationary gap) situation.
(i) Public (Government) Expenditure: Deficient demand (Deflationary gap) situation
When AD< AS corresponding to full employment level in the economy.
Correction of Deficient demand / Deflationary situation:
(a) Government expenditure is Increased
(b) Cause an overall Increased in aggregate demand.
(c) So that less aggregate demand is corrected.
(d) Deficient demand (Deflationary gap) situation eliminated.
(i) Taxes: Taxes are a compulsory payment made to government by the household.
Correction of Deficient demand (Deflationary gap) situation:
(a) By Lowering (Reduced) the tax burden on households.
(b) The government increases their disposable income.
(c) Accordingly, AD is raised and Deficient demand (Deflationary gap) situation managed.
(iii) Public borrowing (Public Debt): By borrowing from the public, the government create
public debt in the situation of Deficient demand (Deflationary gap) AD needs to be
increased.
Correction of Deficient demand (Deflationary gap) situation:
(a) The government reduces its borrowing from the public.
(b) So that people with greater liquidity.
(c) Accordingly, aggregate expenditure remains high and Deficient demand
(Deflationary gap) situation managed.
(iv) Borrowing from RBI (The Central Bank):_Borrowing by the government from the RBI
Correction of Deficient demand (Deflationary gap situation:
(a) Increased amount of borrowing by government.
(b) Higher borrowing releases greater liquidity in the economy
(c) As required to correct Deficient demand (Deflationary gap) situation.

2. Monetary Measures: These measures are adopted by the Central Bank of a country to
control Deficient demand (Deflationary gap. There are two methods or instruments of
monetary policy.

(A)Quantitative Methods or General methods: Which refer to the control of quantity of Money
supply through credit control. The following instruments are used in Quantitative method:

(1) Bank Rate and Repo Rate Policy: It refers to the rate of interest charged by the
Central Bank on the loans & advances given to the Commercial Banks. The Bank Rate
and Repo rate is determined by the Central Bank itself.

Correction of Deficient demand (Deflationary gap situation:
(a) The RBI (CB) Reduced the bank rate and Repo rate.
(b) Which leads to reduce in rate of interest.
(c) This leads to reduce the savings & raised the demand for loans
(d) There is increase in purchasing power & further raised in AD and correct and
Deficient demand (Deflationary gap) situation.
(2) Reverse repo rate: This induces the commercial bank to park their surplus funds
with the RBI for short period of time.
To Correction situation Deficient demand (Deflationary gap):
(Reverse repo rate is Decrease.
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(i) As a follow-up action, the commercial bank will be reduce their deposits with the
RBI (CB)
(iii) This, in turn, will increase their ability to land money.
(iv) Consequently, consumption and investment expenditure will be increased (v)
Implying a increased in AD correct and Deficient demand (Deflationary gap) situation.

(3) Open Market Operations: It refers to the process to sale & purchase of securities by

the RBI (CB) in the economy.

Correction Deficient demand (Deflationary gap) situation

(1) The RBI purchase the bonds & securities in the market which is sale by the banks,

individuals and other financial institutions of the economy.

(i) This helps to inject liquidity into the system

(i)  There is a increased in purchasing power of the people.

(iv)  Consequently, the AD increased, this helps in Deficient demand (Deflationary gap)

situation

(4) Cash Reserve Ratio: It is indicating some percentage of demand deposits of the

commercial banks to be kept as cash reserves with RBI. The CRR is an important tool

which is used to correct the Deficient demand (Deflationary gap) situation:

(i) Asthe Decrease in CRR leads to rise

(il) Leads to rise in the lending capacity of the banks.

(iii) This results in rise in money supply & further rise in AD.

(iv) The rise in AD leads correct and Deficient demand (Deflationary gap) situation.

(5) Statutory Liquidity Ratio (SLR): SLR refers to liquid assets of the commercial banks

which they are required to maintain as a minimum percentage of their total deposits. The

SLR is an important tool which is used to correct the Excess demand / inflationary

situation:

(i) As the Decrease in SLR leads to rise

(il) Leads to rise in the lending capacity of the banks.

(iii) This results in rise in money supply & further rise in AD.

(iv) The rise in AD leads correct and Deficient demand (Deflationary gap) situation.

QUALITAVTIVE METHOD

1. Margin Requirements: - The margin requirements refer to the difference between current
value of the security offered for loans and the value of Loans granted. In case the Deficient
demand / deflationary situation:

(@)  As the fall (lowered) in the margin requirement

(b) Leads to raise the availability of credit.

(c) This results in rise in money supply & further rise in AD.

(d)  Therise in AD leads to correct and Deficient demand (Deflationary gap) situation

2. Moral Suasion & Direct Action: - It refers to pressure exercised by the central bank on
the commercial bank. In case the Deficient demand / deflationary situation:

(@) Liberal availability of credit.

(b)  This results in rise in money supply & further rise in AD.

(©) The rise in AD leads correct and Deficient demand (Deflationary gap) situation.

3. Rationing of Credit: It refers to fixation of credit quotas for different business
activates. In case the Deficient demand / deflationary situation:

(@) Enhance the availability of credit.

(b)  Accordingly, AD is increased

(c)  This results in rise in money supply & further rise in AD.

(d) The rise in AD leads correct and deficient demand (Deflationary gap) situation.
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UNIT -4
GOVERNMENT BUDGET AND THE ECONOMY

Government Budget:- A government budget is an annual statement of estimated

receipts expenditure of the government during a financial year.
The financial year begins (LApril to 31 March)

TYPES OF BUDGET
(A). Balanced (B) Surplus (C) Deficit Budget

A) Balanced budget: A balanced budget is a budget in which government receipts are equal to
government expenditures.

Balanced budget: Government Receipt = Government Expenditure

Merits of a balanced budget
1) A balanced budget shows that the government is not making any wasteful expenditures.
2) A balanced budget shows financial stability, it means the absence of inflation and deflation in an

economy.

Demerits of a balanced budget :

1) A balanced budget doesn’t give any solution to the problem of unemployment. Especially
when unemployment is due to a lack of aggregate demand. It happened in most of the
European countries during the 1930s.

2) A balanced budget is not useful for the less developed countries. For the growth of these
economies, huge investment expenditure is required to be done by the government which
leads to a deficit budget.

B) Surplus budget: This is a budget in which government receipts are greater than government
expenditure.
Surplus budget: Government Receipt > Government Expenditure

Merits of surplus budget:
1) A surplus budget is useful when the economy faces inflation due to excess of AD (aggregate
demand).
2) A surplus budget reduces the inflationary gap by reducing the level of AD.
3) The surplus budget increases the revenue collection of the government.
4) Inasurplus budget government expenditure reduces.

Demerits of surplus budget :
1) The surplus budget is not useful during the period of deflation.
2) If continuous surplus budget is adopted by the government, it reduces the AD in an economy
which causes unemployment in the economy.

C) Deficit budget: This is a budget in which government expenditures are greater than
government receipts.
Deficit budget : Government Receipt < Government Expenditure
Merits of deficit budget :
a. Deficit budget is a key instrument to correct the situation of deflation/depression.
In the situation of depression, the level of the instrument is low therefore, the output is also low (it
means unemployment exists in the economy). Deficit budget can solve the problem of depression
and unemployment in the ways.
i. By increasing the government expenditure.
ii. By reducing the government income, by lowering the taxes.
Demerits of deficit budget :
1) Deficit budget is not desired during periods of inflation.
2) Itis a period when the AD exceeds at full employment.
3) Deficit budgets increase the inflationary gap.
OBJECTIVES OF GOVERNMENT BUDGET
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(1) Allocation/Reallocation of resources:- The govt. makes a proper allocation of resources through
its budgetary policy so asto make a balance between the goals of profit maximization & social
welfare. The government may influence the allocationof resources through :

(8) Taxation Policy:-Imposition of heavy tax Production of goods which are injurious to health like:
Cigarettes,Liquor, Tobacco etc. is discouraged through heavy taxation. Subsidies and Tax concessions
On the other hand production of socially usefulgoods like: Khadi is encouraged through

subsidies.

(b) Expenditure Policy:- There are many non-profitable economic activity which are not undertaken by
the private sector either due to lack of profits or due to huge investmentexpenditure involved e.g.
water supply, sanitation minting law and order national defiance etc. are called public goods.
Therefore, government can directly produce thesegoods and services in the public interest in order
to create social welfare.

(2) Redistribution of Income or Reduction in Income inequalities: The budget of the government
shows its comprehensive exercise on the taxation and subsidies .The government uses fiscal
instruments of taxation and subsides with the view to improving the distribution of income and
wealth in economy :

(a) Taxation policy:- (i) The Redistribution of income and wealth is to be achieved
through progressive income tax. (ii) Inwhich higher the income ,higher the tax rate
. (iii) The government puts the higher rate of taxation on income of the rich
people.(iv) Lower rate of taxation on lower income groups.(v) this will reduce the
inequalities of income (vi) Giving to the poor.

(b) Expenditure policy (Transfer payment and subsides):- (i) Providing free services
like education and health to the poor. (ii) Providing essential items of food grains
almost free the families living BPL. (iii) Free LPG gas connections and subsidized
LPG gas to the BPL.

(3) Economic Growth (GDP Growth) :- GDP growth is the central objective of the government
budgetary policy.

(a) Taxation Policy and Subsides:- (i) If government provides tax rebates and other budgetary
incentives , it will stimulate saving and investment in the economy and thus, economic growth.(ii) Tax
concessions aim at reducing cost and thus, makingprofit.

(b) Expenditure Policy:- (i) Spending on infrastructure in the economy to promotes the
production activities across different sector (ii) Government expenditure is a major factor that generates

demand (iii) By inducing private investment expenditurethrough tax rebates and subsidies.
(c )Economic Stability :- Economic stability menace of large- scale fluctuations in general

price level in the economy . Government can exercise control over price fluctuations through
its taxation policy and expenditure policy.

(d) Under Inflationary Situations:- Inflationary situation emerge due to AD > AS .During period of
inflation government: (i) Increase taxes to discourage demand. And (ii) Reducing its on expenditure
(iii) This will decrease AD to correct inflationary situation.

e)_Under Deflationary Situations:- During periods of recession ( AD < AS) government : (i) Reduce
taxes to encourage demand and (ii) Increase its onexpenditure. (iii) Government can also use
subsidies to encourage spending by people.(iv) This will raise the level of AD to correct deflationary
situation.
(4) Balanced Reqional Growth :- The budgetary policy places priority on the development of

backward region in the country . This is achieved through :

[0)] Liberal tax laws for the backward region in the country.
(ii) Establishment of special economic zones (SEZ) in the backward regions.
(5) Employment Opportunities:- Budgetary policy focuses on the generation of

[op)
ol




employment opportunities through:
() Investment in public enterprises.

(i) Budgetary provisions are made for employment schemes like MGNREGA.

(i)  Offering employment to the poorer sections of the society.

STRUCTURE OF THE BUDGET

(OR)

COMPONENTS OF THE BUDGET

Government Budget

Revenue ‘apltal

Budget Budgcl
Revenue Revene Capital Capital
Recelpts Expenditure Recelpts |  [Lxpenditure

Tax | [Non tax| [Plan Revenue| [ Nn-plan Reverme| [Plan Capital
Kevenue| |Revenue| | Expenditure || Expenditure | |Expenditure

Non-plan Capital
lixpenditre
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Two broad components of the government budget are:

() Budget Receipts:- (a) Revenue receipts (b) Capital receipts.

(i) Budget Expenditure: - (a) Revenue expenditure (b) Capital expenditure.

Budget Receipt: - ‘Budget receipts refer to estimated money receipt of the government
from all sources during the fiscal year’. Budget receipts are classified as:

(1) Revenue receipts (2) Capital receipts.

(1) Revenue Receipts: - ‘Revenue receipts are receipts that neither create any liability nor
reduce any asset’ (neither, nor)For the government. Tax revenue or non-tax revenue are
revenue receipts as they neither create any liability nor reduce any asset.

The following two characteristics: (i) These receipts do not create any corresponding
liability for the government.

(i1) ‘These receipts do not cause any reduction in assets of the government’

Example: Tax receipts: - Income tax Corporation tax, Gift tax, Excise duty, Customs duty,
GST.

Non-tax receipts:- Fees, Fines, Grants/Donations, Income from public enterprises.

Tax Receipts:- ‘A tax is a compulsory payment to the government by the households, firms
or another institution unit’.

Types of Taxes:-

(i) Progressive and Regressive tax
(i) Value-added and Specific tax
(iii) Direct and Indirect tax

(1) Progressive and Regressive tax
Progressive Tax: - Tax increases with an increases in income
Regressive tax:- A tax is said to be regressive when it causes a greater real burden on the
poor than the rich.

(i)  Value added tax and Specific tax.
Value added tax:- Which is imposed on value added at the various stage of production it is
difference between value of output and intermediate consumption.
Specific tax:- Tax is levied on a commodity on the basis of its units, size or weight.

(iii) Direct and Indirect tax

Direct Tax:- © A direct tax is really paid by the person on whom is legally imposed’

Indirect tax:-¢ An indirect tax is imposed on one person but paid partly or wholly by
another’.

(2) Capital Receipts :- ‘Capital receipts are those receipts of the government which either
create a liability for the government (for example - borrowings) or cause reduction in its
asset (for example disinvestment of PSU)’.
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The following two characteristics :- (i) These receipts create a liability for the
government.For example, loans by the government are a liability.

(i)  These receipts cause reduction in the assets of the government. For example,
money received by the government by selling its shares would cause a reduction in
the assets of the government.

Capital Receipts:-

() Recovery of loans:- The central government offers loans to the state government
to cope with financial crises. When these loans are recovered, assets are
government reduced.

(i) Borrowings and other liabilities: - Borrowing creates liability.

(i) Other receipts (Disinvestment):- ‘Disinvestment occurs when the government
sells off its shares of public sector enterprises to private sector’. Its involves
transfer of ownership of public sector entrepreneurs, to private entrepreneurs. It
causes reduction of assets of the government.

Budget Expenditure
‘Budget expenditure refers to estimated expenditure of the governmentduring the fiscal
year’

Budget Expenditure is classified as:

(1) Revenue Expenditure (2) Capital expenditure

(1)) Revenue Expenditure :- Estimated expenditure of the government in a fiscal year
whichdoes not create assets or causes a reduction in liabilities.( neither creates an asset nor
reducesa liability) for example interest payment, subsidies, grants given to

states even if some of these may be for creation of assets.

The following two characteristics
()] It does not create any asset for the government. For example: expenditure by
thegovernment on old-age pensions, salaries, scholarships.
(I It does not cause any reduction in liability of the government. For example —
Grants to the state government tp cope with natural calamities.

Identify As Revenue or Capital receipt

Loan from the IMF CR
Grants received from World bank. RR
Profit tax RR
Sale of shares held by government in Maruti Udyog Itd. CR
Borrowing from public. CR
Bus fare RR
Fee of government hospital. RR
Public debt. Loan from the IMF CR



10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.

1.

O© 00 NO Ol WD

( SELF PRACTICE )

Grants received from World bank.

Profit tax

Sale of shares held by government in Maruti Udyog Itd.

Borrowing from public.

Bus fare

Fee of Government hospital

Public debt.

Deposits of people in public provident fund

National savings certificate.

Recovery of loans from the government of Delhi

Deposits of people in public provident fund and National saving certificates.
Recovery of loans from the government of Delhi by Government of India.

(2) Capital expenditure:- Capital expenditure refer to the estimated expenditure of the
government in a fiscal year which creates assets or causes a reduction in liabilities (that
either creates asset or reduces a liability) for example construction of school building etc,
or reduces a liability for example repayment of loan.

The following two characteristics

() It creates assets for the government. For example- Expenditure on land and
building, Expenditure on machinery and equipment, purchase.

(i) It causes reduction in liabilities of the government. For example- Repayment
ofloans.

Identify the following as Revenue or Capital Expenditure

Salary paid to government employment RE
. Purchase of a machine from Korea. CE
. Repayment of loan taken from IMF. CE
. Interest paid on national debt. RE
. Expenditure on construction of dams. CE
. Social security benefits paid to retired government employees. RE
. Construction of school buildings. CE
. Expenditure incurred on the training of teachers of ‘Sarva Shiksha Abhiyan .RE
. Expenditure on collection of taxes. RE

Developmental and Non-developmental expenditure
Expenditure of the government on essential general services like defence, administration
etc, is treated as non-developmental expenditure. Expenditure of the government on
agricultural, industrial development, on economic and social infrastructure, scientific
research etc, is treated as developmental expenditure.
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Plan and Non-plan Expenditure

Plan expenditure: - That expenditure which relates to specified plans and programs,
assistance of the central government to the state government like expenditure on the
construction of roads, bridges and hospitals.

Non-Plan Expenditure: - Broadly, all expenditure other than plan expenditure. It
includesexpenditure on such services as of law and order, defense and subsidies.

BALANCED & UNBALANCED BUDGET
Balanced Budget : It is a budget in which estimated receipts equal estimated expenditure.
Balance budget :- Government Receipts = Government
UNBALANCED BUDGET:- (i) Surplus Budget : It is a budget in which estimated
receipts exceed estimated expenditure. Estimated government receipts > estimated

government expenditure.
(ii) Deficit Budget: It is a budget in which estimated receipts fall short of estimated
expenditure. Estimated government expenditure > estimated government receipts.

Budget Deficit
Budget deficit refers to a situation when budget expenditure of the government are

greaterthan the budget receipts.

Budget Deficit = Total expenditure  (Revenue expenditure + Capital expenditure)
—Total receipts ((Revenue receipts + Capital receipts)

Types of Budget Deficit: (i) Revenue Deficit (ii) Fiscal deficit (iii) primary
deficit.

(1)Revenue Deficit:- ‘Revenue deficit refers to the excess of revenue
expenditure over revenue receipts’. It is the difference between the (Plan revenue
expenditure and Non-Plan revenue expenditure) and (Tax revenue + Non-tax revenue).
Revenue Deficit = Revenue expenditure — Revenue
receipts( RD= RE — RR, when RE > RR)

(2) Eiscal deficit:- Fiscal deficit refers to the excess of total expenditure
overTotal Receipts excluding borrowings.
Fiscal Deficit = total Expenditure (Revenue expenditure + Capital expenditure) — Total
Receipts (Revenue receipts + Capital receipts) other than Borrowings.
FD = BE — Brother than Borrowings, when BE > BR other than borrowing.
Gross Fiscal Deficit:- Shows estimated borrowing by the government to cope with its
expenditures during the year often its expressed as a percentage of GDP.
Gross Fiscal Deficit = Borrowing from RBI + Borrowing from abroad + Net borrowing
at home.
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Implications:- (i) A large fiscal deficit means large amount of borrowings. (ii) Fiscal
deficit equals borrowing of government.(iii) Inflation (iv) National Debt (v) Erosion of

government credibility.

(3)Primary deficit: - Primary deficit is the deference between fiscal deficit and

interest.

Primary Deficit = Fiscal Deficit — Interest Payments.PD = FD - IP_

DIFFERENCES BETWEEN THE FOLLOWING

Difference between Capital Expenditure and Revenue Expenditure

Capital Expenditure

Revenue Expenditure

1.It creates assets for the government.
Eg. Construction of roads, dams,
buildings

school

1.1t does not create assets for the government.
Eg. Student’s scholarship, Old age
pensions, subsidies

2. It reduces the liability of the government.
Eg. Repayment of loan

2. It does not reduce the liability of the
government.
Eg. Interest payment on the loan.

Difference between Capital Receipt and Revenue Receipt

Capital Receipt

Revenue Receipt

1.It create liability for the government.
Eg. Loan by the government

1.1t do not create liability for the government.
Eg. Income Tax

2.1t reduce assets of the government.
Eg. Selling of the government property, selling
of the shares of Hindustan Petrolium.

2.1t do not reduce assets of the government.
Eg. Income Tax

Difference between direct taxes and indirect taxes

Direct Taxes

Indirect Taxes

1.The burden of direct tax cannot be shifted.

1.The burden of indirect tax can be shifted.

2.Imposition and incidence lies on the same
Person

2.Imposition and incidence lie on different
person

3.Imposed on income and wealth of people.
Eg. Income tax , wealth tax

3.Imposed on goods and services.
Eg. Sales tax, Service tax

4.It is progressive in nature

4.It is regressive in nature.

Competency-based guestions

1. identify which of the following statements is true

oo oo

Ans: d

Fiscal deficit is the difference between plant revenue expenditure and plant revenue receipt
Fiscal deficit is the difference between total planned expenditure and total planned receipts
Primary deficit is the difference between total planned receipts and interest payments
Fiscal deficit is the sum of primary deficit and interest payment

. Dividends received from public sector undertakings are part of the government's ...................

2
a Non-tax revenue receipts
b. Tax receipts
o Capital receipts
d Capital expenditure
Ans: a
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3. Which of the following is a capital receipt in the government budget?
Income tax
Interest received.
Sale of shares of a public sector undertaking to x limited ( private company)
Dividend from a public sector undertaking
Ans: c

oo oo

4. Primary deficit in a government budget will be zero when ..........
a Revenue deficit is zero

b. Net interest payment are zero

C Fiscal deficit is zero

d Fiscal deficit is equal to interest payment

5. Which of the following is not true about the fiscal deficit?

a. Represents the borrowing of the government.

b. Is the difference between total expenditure and total receipts of the government?
c. Is the difference between total expenditure and total receipts other than borrowing
d. Increases the future liability of the government

Ans: b

6. Disinvestment of equity in public sector undertakingisa.................... Policy instrument.
a. Monetary

b. Fiscal

c. Bothaandb

d. Neitheranorb

Ans:d

7. Which one of the following statements is true?

a. Loans from imf is a revenue receipt

b. Higher revenue deficit necessarily lead to higher fiscal deficit

c. Borrowings bi a government represents a situation of fiscal deficit

d. Revenue deficit is the excess of capital receipts over the revenue receipts
Ans: c

8. Which of the following sources of receipts in the government budget increases its liabilities. (choose
the correct alternative.)

a. Direct taxes

b. Recovery of loans

C. Borrowings

d. Dividend from public sector undertakings
Ans: c

9. The government budget of a hypothetical economy presents the following information which of the
following value represents budgetary deficit? ( all figures are in rupee crore)
a. Capital receipts= 30000
b. Capital expenditure= 35000
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C. Revenue receipts = 20000
d. Interest payments= 10,000
e. Borrowings= 20000
Options-

i) 12000

ii) 10,000

iii) 20000

iv) none of the above

Ans: b

10. Fiscal deficit equals ( choose the correct alternative)

a. Interest payments

b. Borrowings

c. Interest payments less borrowing
d. Borrowings less interest payments
Ans: b

11.Read the extract from the economic survey 2020- 21 and answer the questions that follow on the basis
of the same.

The government will continue on its path of fiscal consolidation and intends to reach a fiscal deficit of
below 4.5 % of gross domestic product by 2025- 2026, Finance Minister Nirmala Sitharaman said in her
budget speech.

The government expects a fairly steady decline over the years. “w e hope to achieve the consolidation
first by increasing the buoyancy of tax revenue through improved compliance and secondly by increased
receipts from monetization of assets including public sector enterprises and land.” Sitaraman said as
she pegged the physical deficit for the current fiscal year at 89.5 percent of GDP in the revised estimate.
The Centre has estimated the deficit to be at 6.8 % if the GDP next year and the gross borrowing from
the market next year would be around rupee 12 lakh crore.

) PP deficit includes interest payment by the government on past loans. ( fill in the blanks with
the correct answer) ( fiscal/ revenue/ primary)
ii) primary deficit in a government budget will be zero when .......... ( choose the correct alternative)
a. Revenue deficit is zero
b. Net interest payments are zero
C. Fiscal deficit is zero
d. Fiscal deficit is equal to interest payment
iii) disinvestment is ....... Receipt of the government. ( fill in the blanks with the correct answer)

(capital/ revenue)
Ans: i) fiscal ii) b iii) capital

12. In the government of India's budget for the year 2020-21, the finance minister proposed to raise the
excise duty on cigarettes. He also proposed to increase income tax on individuals earning more than one
crore per annum. ldentify and explain the types of taxes proposed by the finance minister. Was the
objective only to earn revenue for the government? What possible welfare objectives could the
government be considering?

Ans. Excise duty is an indirect tax. Indirect tax is a tax the burden of which falls on one person and the
liability to pay falls on some other person. Income tax is a direct tax as the burden of such a tax and its
liability falls on a single The objectives other than revenue behind imposing such taxes are welfare and
reduction in inequalities of income and wealth. Raising excise duty on cigarettes makes them more
expensive and hence consumption is discouraged. When the price of cigarettes rises its demand falls as less

73



is consumed. Raising tax levels on high-income earners aims at reducing inequalities of income and wealth.
The revenue generated through taxes is used for the upliftment of the weaker sections of the society

13.Read the following extract carefully and answer the questions that follow:

.Union finance minister Arun Jaitley presented the central government annual budget for 2018-19 in
the Parliament on February 1 2018. It was the fifth and last budget amid subdued economic growth,
challenging fiscal situation and farm distress.

Budget 2018-19 reflects the government firm commitment to substantially boost investment in
agriculture social sector digital payments infrastructure and employment generation on the one hand
and simultaneously stick to the path of fiscal rectitude by aiming for reduction of fiscal deficit by 0.2 %
of GDP over RE 2017-18 this is substantiated by increase in expenditure of 224463 crores over RE 2017-
18 while simultaneously keeping the fiscal deficit at 3.3 % of GDP.

- T budget it helps to lower the level of aggregate demand in the economy.( surplus/
deficit)
b. Primary deficit is equal to
i) deficit less interest payment
iiyrevenue deficit less borrowings
iii) borrowings less interest
paymeniv)borrowings less fiscal
deficit
C. If, in an economy, the estimated receipts of a government during a year are less than the
estimated expenditure, the budget would be called .... Budget (surplus or deficit)
d. Identify which of the statements is true?

i) fiscal deficit is difference between land revenue expenditure and planned revenue receipt
i) fiscal deficit is difference between total planned expenditure and total planned receipt
iii) primary deficit is difference between total planned receipt and interest payment

iv) fiscal deficit is the sum of primary deficit and interest payment.

Ans: a) surplus b) (A) c) deficit d) d.

CBSE BOARD 01 MARKS QUASTION

Q1. Borrowing is government budget is: (2015)
(@) Revenue deficit
(b) Fiscal deficit
(c) Primary deficit
(d) Deficit in taxes (ans. ‘B’ Fiscal deficit)
Q2. The non-tax revenue in the following is : (2015)
(a) Export duty
(b) Dividends
(c) Import duty
(d) Excise (ans. ¢ B’ Dividends)
Q3. Primary deficit in government budget is : (2015)
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(@) Revenue expenditure — Revenue receipts
(b) Total deficit — Total Receipts
(c) Revenue deficit — Interest Payment
(d) Fiscal deficit - Interest Payment (Ans. D)
Q4.Direct tax is called direct because it is collected directly from : (2015)
(@) The producers on goods produced
(b) The buyers of goods
(c) The sellers on goods sold
(d) The income earners (Ans. D)
Q5. Primary deficit in government budget equals : (2015, 2016)
(@) Interest payments
(b) Borrowings less Interest Payment (Ans. B)
(c Interest Payment less
borrowing(d)None of the above

Q6. Which one of these is a revenue expenditure? (2015)
(@) Purchase of shares
(b) Subsidies (Ans. B)

(c) Loans advanced
(d) Expenditure on acquisition of land
Q7.Fiscal deficit equals : (2016)
(@) Interest payments
(b) Interest Payment less borrowing Ans.B
(c) Borrowings
(d) (d) Borrowings less Interest Payment
Q8. Disinvestment by the government means : (2016)
(@) Selling of its fixed capital assets
(b) Selling of its buildings
(c) Selling of shares of public enterprises held by it (Ans. C)
(d) (d) All of its buildings
Q9. Primary deficit in a government budget will zero, when
(@) Revenue deficit is zero
(b) Fiscal deficit is zero
(c) Net interest payments are zero

(d) Fiscal deficit is equal to interest payment (Ans.D)
Q10. Dividends received from public sector undertaking are a part of the government’s (2019)
(a) Non-tax revenue receipts (Ans. A)

(b) Capital receipts
(c) Tax receipts
(d) Capital receipts

( CBSE Term-1 2022)
Q1. Statement -1: A government budget is an accounting statement showing actual receipts and expenditures of the
government during a fiscal year.
Statement -2: Two components of the government budget are the revenue budget and the Capital budget.
Alternatives: ) (a). Both statements are true.
(b) Both the statements are false.
(c). Statement 1 is true, but Statement 2 is false (d.) Statement 2 is true, but Statement 1 is false
Ans. (d.) Statement 2 is true, but Statement 1 is false
Q2. Fiscal deficit in the government budget indicates.
(a) Excess of capital expenditure over capital receipts (excluding borrowings)

(b) Excess of revenue expenditure over revenue receipts
(c) Borrowing requirement of statement government only

(d) Excess of total expenditure over revenue receipts and non-debt-creating capital receipts
Ans. d) Excess of total expenditure over revenue receipts and non-debt-creating capital receipts
Q3. Government of India has recently implemented various measures (like cash transfers to senior citizens and widows)
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The government is trying to achieve the objective of using such measures.
(a) Reallocation of resources

(b) Redistribution of income
(c) Regional equality

(d) Economic instability.
Ans. b) Redistribution of income
Q4. From the following items in Column | and Coleman Il choose the correct pair: (CBSE Term-1 2022)

Column | Column 11
A Direct Taxes I Goods and Services Tax
B Indirect Tax li Income Tax
C Revenue Receipts lii Disinvestment
D Capital Expenditure Iv Construction of a school
A-l (b) B —ii (c) C—iii (d) D-iv
Ans. (d) D-

Q5. The expenditure on education by the government is expressed as a percentage of
(a) Goods & Service Tax (b) Disinvestment (c). Gross Domestic Product (GDP) (d) Fiscal Deficit
Ans. (c). Gross Domestic Product (GDP)
Q6. On the basis of the following data, calculate the value of revenue deficit :

S. No ltems Amount (in Rs. Crores)
1 Tax Receipts 2542

2 Revenue Expenditure 1927

3 Direct Tax 670

4 Non- Tax Receipts 303

Alternatives:
(a)Rs. 1845 crores (b) Rs.82 crore( c). Rs. 100 crore (d) Rs.588 crore
Ans. (b) Rs.82 crore

ASSERTION & REASON

(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.

Q1. ASSERTION (A):GST is an indirect tax.

REASON (R): All indirect taxes are imposed on the production and sale of goods and services

Ans: (b) Both Assertion (A) and Reason (R) are true and Reason (R) is not the correct explanation of Assertion
(A)

Q2.ASSERTION (A) : Interest paid on National Debt is a revenue expenditure. REASON (R):Revenue expenditure
refer to those expenditure which neither create any liability nor causes any reduction in the assets of the government.
Ans: (c) Assertion (A) is true but Reason (R) is false.

Q3/ASSERTION (A): Capital receipts of the government leads to decrease in assets or increase in liabilities.
REASON (R): Tax and non tax receipts are the two sources of capital receipts.

Ans: (c) Assertion (A) is true but Reason (R) is false.

Q4. ASSERTION (A): Fiscal deficit is greater than budgetary deficit.
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REASON (R): Fiscal deficit is the borrowing from the RBI plus other liabilities of the Government to meets it's
expenditure.

Ans: (d) Assertion (A) is false but Reason (R) is true.

Q5.ASSERTION (A): Tax payments to the government do not provide any direct benefit to the tax payer.
REASON (R): Government spends tax receipts for common benefit of the society.

Ans: (a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct explanation of Assertion (A)

True- False Alternatives Statement

Alternatives:
a) Both the statement are true
(b) Both the statement are false

(c) Statement 1 is true and Statement 2 is false
(d) Statement 2 is true and Statement 1 is false

Q1. Statement 1: ‘Revenue deficit refers to the excess of revenue expenditure over
revenue receipts’
Statement 2: Fiscal deficit refers to the excess of total expenditure over Total Receipts including borrowings
Ans.1 (c) Statement 1 is true and Statement 2 is false

Q2. Statement 1: Surplus Budget is a budget in which estimated receipts exceed estimated expenditure
Statement 2: Deficit Budget is a budget in which estimated receipts fall short of estimated expenditure.

Ans2. a) Both the statement are true
Q3. Statement 1: Capital Expenditure is Estimated expenditure of the government in a fiscal year which does not create
assets or causes a reduction in liabilities.
Statement 2 : Revenue expenditure is expenditure refer to the estimated expenditure of the government in a fiscal year
which creates assets or causes a reduction in liabilities

Ans3. (b) Both the statement are false

CASE STUDY 1

India’s fiscal deficit touched 115% of the budgeted target in the first half of 2020-21 as the Covid-19 pandemic continued
to hurt government’s receipts while expenditure remained close to the same level of last year. The gap between revenue
and expenditure stood at Rs

9.14 lakh crore during April-September, according to data on the website of the Controller General of Accounts.
Questions:

Q1. What do you mean by Fiscal Deficit? Explan.

: CASE STUDY-2

Fiscal deficit can prove inflationary if deficit is financed by printing of new currency as it will increase the money supply
and purchasing power in the economy. It will further worsen the situation if new money is used to finance the current
consumption expenditure of the government. However ,if the increase in money supply leads to increased supply of
goods and services or new money is used for infrastructural activities or other capital projects, then fiscal deficit will not
prove to be inflationary.

Questions:

1. Explaion Fiscal deficit .

2. In a government budget revenue deficit is Rupees 50,000 crores and borrowings are

MULTIPLE CHOICE QUESTIONS (MCQ) WITH ANSWERS
1.A government budget is an annual statement of during a fiscal year.
(A) Estimate receipts and expenditure ANS -A

(B) Actual receipts and expenditure
(C) Revenue receipts and expenditure

77



(D) Capital receipts and expenditures

2. Which one of the following is not an objective of government budget?
(A) Reduction of poverty and unemployment

(B) Reallocation of resources

(C) Economic growth

(D) Maintaining law and order ANS- D
3. Direct taxes are

(A) Imposed on every member of the society

(B) Helpful in reducing inequalities of income ANS-B
(C) Inflationary in nature
(D) Helpful in reducing consumption of harmful commodities

4. The receipts of the government which create liabilities or reduce assets are called
(A) Capital receipts

(B) Revenue receipts

(C) escheat

(D) Fees and fines

5. Which of the following is not an indirect tax?
(A) Sales tax
(B) Corporate tax ANS-B
(C) Value added tax
(D) Excise duty

6. Which of the following is a characteristics feature of tax?
(A) Penalty for breaking traffic rules

(B) Compulsory or legal payment ANS-B
(C) Payment for special payment
(D) Direct payment for purchase of goods

7. Fiscal deficit —interest payment =

(A) Revenue deficit

(B) Budget deficit

(C) Primary deficit ANS-C
(D) None of these

8. Borrowings are equivalent to

(A) Primary deficit

(B) Fiscal deficit ANS-B
(C) Revenue deficit

(D) None of these

9. What is repayment of loan? Choose one option.
(A) Capital receipt

(B) Revenue receipt

(C) Capital expenditure ANS-C
(D) Revenue expenditure

10. Loans to state government are a part of
(A) Capital expenditure ANS-A

(B) Revenue expenditure
(C) Revenue receipt



(D) Capital receipt

SHORT AND LONG ANSWER QUESTION (3,4 and 6 Marks)

Q1. Explain any one object of the government budget.
Ans. Allocation/Reallocation of resources: - The govt. makes a proper allocation of resources through its budgetary
policy so as to make a balance between the goals of profit maximization & social welfare. The government may influence
the allocation of resources through:
(A) Taxation Policy: -
The imposition of a heavy tax on the Production of goods that are injurious to health like Cigarettes, Liquor, Tobacco
etc. is discouraged through heavy taxation.

Subsidies and Tax concessions: On the other hand, production of socially useful goods like Khadi is encouraged
through subsidies.

(B) Expenditure Policy: -
There are many non-profitable economic activities which are not undertaken by the private sector either due to lack of
profits or due to huge investment expenditure involved e.g. water supply, sanitation minting law and order national
defiance etc. are called public goods. Therefore, government can directly produce these goods and services in public
interest to create social welfare.

Q2. Distinguish between revenue expenditure and capital expenditure in the government budget. Give an example of
each.

(OR)

How is capital expenditure different from revenue expenditure? Discuss briefly. (CBSE 2019)
ANS-

Capital Expenditure Revenue Expenditure

1.It creates assets for the government. 1.It does not create assets for the government.

Eg. Construction of roads, dams, Eg. Student’s scholarship, Old age

school buildings pensions, subsidies
2. It reduces the liability of the government. 2. It does not reduce the liability of the government.
Eg. Repayment of loan Eg. Interest payment on the loan.

Q3. Explain how the government budget can be helpful in bringing economic stabilization in the economy (CBSE2017)
Ans. Economic Stability: - Economic stability means large-scale fluctuations in the general price level in the economy.
Government can exercise control over price fluctuations through its taxation policy and expenditure policy.

Under Inflationary Situations: - Inflationary situation emerge due to AD > AS. During periods of inflation government:
(i) Increase taxes to discourage demand. And (ii) Reducing its expenditure (iii) This will decrease AD to correct
inflationary situation.

Under Deflationary Situations:- During periods of recession ( AD < AS) government : (i) Reduces taxes to encourage
demand and (ii) Increases its expenditure. (iii) The government can also use subsidies to encourage spending by people.
iv) This will raise the level of AD to correct deflationary situation

Q4. Given the following data estimate the values of (i) Revenue deficit and (ii)Fiscal deficit . (CBSE 2019)
Items Rs.in crore
Tax revenue 1,000
Non-tax revenue 150
Net borrowing by government 780
Disinvestment proceeds 50
Revenue expenditure 1,500
Capital expenditure 480

Ans. Revenue deficit = Revenue expenditure — Revenue Receipts (tax revenue + non-tax revenue)
= Rs.1500 crore — (Rs.1000crore + 150 crore) = Rs. 350 crore
Fiscal deficit = Net borrowing by the government
= Rs. 780 crore

79



Q5. Explain the basis of classifying taxes into direct and indirect taxes. Give examples. (CBSE 2017)

ANS-

Direct Taxes

Indirect Taxes

1. The burden of direct tax cannot be shifted.

1. The burden of indirect tax can be shifted.

2. Imposition and incidence lies on the same
Person

2. Imposition and incidence lie in a different
person

3. Imposed on income and wealth of people.
Eg. Income tax, wealth tax

3. Imposed on goods and services.
Eg. Sales tax, Service tax

4.1t is progressive in nature

4.1t is regressive in nature.

Q6. Given reasons, classify the following into revenue receipts and capital receipts:
(i) Recovery of loans ( CAPITAL RECEIPT)
(ii) Profit of public sector undertaking— (REVENUE RECEIPT)
(iii) Borrowings. (CAPITAL RECEIPT)
Ans. Recovery of loans: - (i) Recovery of loans is a capital receipt . It leads to reduction in assets of the government.
(ii.) Profit of public sector undertaking: Profit of public sector undertaking are revenue receipts because they neither

create any liability nor reduce any asset’ (neither, nor)For the government .
(iii.) Borrowings and other liabilities: - Borrowing are capital receipts because they create liability for the government.

(CBSE 2017)

Q7. What is government budget? Explain its major components. (CBSE 2018)
Ans. Government Budget :- A government budget is an annual statement of estimated receipts expenditure of the
government during a financial year.
STRUCTURE OF THE BUDGET (OR) COMPONENTS OF THE BUDGET
Two broad components of the government budget are:

(i.)Budget Receipts:-  (a) Revenue receipts (b) Capital receipts.

ii.) Budget Expenditure:- (a) Revenue expenditure  (b) Capital expenditure.
Budget Receipt: - ‘Budget receipts refer to estimated money receipt of the government. from all sources during the fiscal
year.
Budget receipts are classified as:

(i.)Revenue receipts (ii) Capital receipts.
Budget Expenditure ‘Budget expenditure refers to the estimated expenditure of the government during the fiscal year
Budget Expenditure is classified as:
(i.) Revenue Expenditure (ii) Capital expenditure

Q8. Explain (a) allocation of resources, (CBSE 2018, 2020) and (b) economic stability as objectives of government
budget. (CBSE 2018)

Ans. (a) Allocation/Reallocation of resources:- The govt. makes a proper allocation of resources through its budgetary policy

S0 as to make a balance between the goals of profit maximization & social welfare. The government may influence the

allocation of resources through: A.TAXATION POLICY

Imposition of heavy tax Production of goods that are injurious to health like Cigarettes, Liquor, Tobacco etc. is discouraged

through heavy taxation.

Subsidies and Tax concessions: On the other hand production of socially useful goods like Khadi is encouraged through

subsidies.

Expenditure Policy:- There are many non-profitable economic activities that are not undertaken by the private sector either due

to lack of profits or due to huge investment expenditure involved e.g. water supply, sanitation minting law and order national

defiance, etc. are called public goods. Therefore, the government can directly produce these goods and services in the public

interest in order to create social welfare.

(b.) Economic Stability: - Economic stability menace of large-scale fluctuations in the general price level in the economy.

Government can exercise control over price fluctuations through its taxation policy and expenditure policy.

Under Inflationary Situations: - Inflationary situation emerge due to AD > AS. During periods of inflation government: (i)

Increase taxes to discourage demand. And (ii) Reducing its expenditure (iii) This will decrease AD to correct the inflationary

situation.

Under Deflationary Situations: - During periods of recession ( AD < AS) government : (i) Reduces taxes to encourage demand

and (ii) Increase its on expenditure. (iii) The government can also use subsidies to encourage spending by people.(iv) This will
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raise the level of AD to correct the deflationary situation.
Q9. Do ‘disinvestment’ and ‘loan proceeds from abroad’ constitute revenue receipts of the government? Give reason. (2019)
Ans. Disinvestment: No, disinvestments is treated as capital receipts, because it lead to a reduction in assets of the
government.
Loan proceeds from abroad: NO, loan proceeds from abroad are treated as capital receipts, because it creates liability of the
government.
Q10. State whether the following statements are true or false. Support your answer with a reason. (CBSE 2019)
(a) Taxation is an effective tool to reduce the inequalities of income
(OR)
‘Taxation is an effective tool to reduce the inequalities of income’. Justify the given statement with valid reasons. (2020)

(b) Revenue deficit increases when the government fails to recover loans forwarded to different nations.

Ans. (a) Taxation is an effective tool to reduce the inequalities of income: True, to correct inequality of income Indian
government focuses on the equitable distribution of income and pursues the policy of progressive taxation: Tax increases with
an increase in income.

(b.) Revenue deficit increases when government fails to recover loans forwarded to different nations: False, Recovery of
loans is a capital receipt. It leads to reduction in assets of the government. It duos not affect the revenue receipts

Q11. Given the following data estimate the values of (i) Revenue deficit and (ii)Fiscal deficit . (CBSE 2020)

Items Rs.in crore
| Tax revenue 1,000
li Revenue expenditure 3,821
lii Non-tax revenue 2,000
Iv Recovery of loans 135
\Y Capital expenditure 574
Vi Disinvestment 100
Vii Interest payment 1,013

Ans. Revenue deficit = Revenue expenditure — Revenue Receipts ( tax revenue + non- tax revenue) = Rs.3821 crore —
(Rs.1000crore + 2000 crore) = Rs. 821 crore
Fiscal deficit = total expenditure (Revenue expenditure + Capital expenditure) — Total Receipts (Revenue receipts + Capital
receipts) other than borrowings
= 3,821 crore + 574 crore — (1000 crore + 2000 crore) — (135 crore + 100 crore)
= 3821 crore + 574 crore — 3000 crore — 235 crore
= Rs. 4,395 crore — Rs. 3,235 crore
= Rs. 1,160 crore
(i) Revenue deficit Rs. 821 crore (ii)Fiscal deficit Rs. 3,235 crore

Q12. Given the following data estimate the values of (i) Revenue deficit and (ii)Fiscal deficit . (CBSE 2020)

Items Rs.in crore
I Non-tax revenue 2,300
li Tax revenue 1,000
lii Recovery of loans 145
Iv Revenue expenditure 3,500
\Y Capital expenditure 580
Vi Disinvestment 300
Vii Interest payment 1,013

Ans. Revenue deficit = Revenue expenditure — Revenue Receipts ( tax revenue + non- tax revenue) = Rs.3,500 crore —
(Rs.1000 crore + 2,300 crore) = Rs. 200 crore

Fiscal deficit = total expenditure (Revenue expenditure + Capital expenditure) — Total Receipts (Revenue receipts + Capital
receipts) other than borrowings
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= 3,500 crore + 580 crore — (1000 crore + 2,300 crore) — (145 crore + 300 crore)
= 3,500 crore + 580 crore — 3,300 crore — 445 crore
= Rs. 4,080 crore — Rs. 3,745 crore
= Rs. 335 crore
(i) Revenue deficit Rs. 200 crore (ii)Fiscal deficit Rs. 335 crore

FOR
SLOW ACHIEVERS TO GET MINIMUN PASS MARKS

AND
BRIGHT LEARNERS TO SCORE HIGH MARKS
GOVERNMENT BUDGET AND ECONOMY

Q. What is budget?
Ans: It refers to estimated receipts and expenditure of the government during the fiscal year.

Q. What are the main objectives of budgets? Explain it.

A. 1._Redistribution of income and wealth:-The government uses fiscal instruments of taxation and subsidies with a view to
improve the distribution of income and wealth in the economy.

2._Reallocation of resources:-The government through its budgetary policy directs the allocation of resources in such a
manner that there is a balance between the goals of profit maximization and social welfare.

3._Economic stability: - The government through its budgetary policy tries to prevent business fluctuations and maintain
economics stability.

4 Management of public enterprises: -The government through its budgetary policy tries to increase the rate of growth
through public enterprises. Often it is encouraged in the areas of natural monopolies in order to increase the social welfare.

Q. Explain the main components or structure of budget.
Ans: The main components of a budget are as under follows:-

1. Budget receipts: It refers to estimated money receipts of the government from all sources during the fiscal year. It is
classified into two parts:-

(A)Revenue receipts: It refers to those money receipts which neither create a liability nor lead to reduction in assets of the
government. Example -Tax & Non tax receipts.

It is classified into two parts:-

(i) Tax receipts: A tax receipts is a compulsory payment to the government by the households or firms together. Example-
Income tax, Corporation tax, Gift tax, Estate duty, Custom Duty. Sales tax etc.

(i)Nontax receipts: These are those receipts which are received from sources other than tax receipts. Example-Fees, Fines and
Penalties, License and permits, Gifts and grants/donations, Escheat, Special assessment, Income from public enterprises etc.
(B) Capital Receipts: Capital receipts are those money receipts which either create liability or cause reduction in the assets of
the government.

Components of capital receipts:-

(i) Recovery of loans —It causes reduction in assets

(if)Borrowings (from - the public, RBI, rest of the world) and other liabilities — Create liability

(iii)Other receipts (like disinvestments) — Disinvestment occurs when the government sells off its shares of public sector
enterprises to private sector. It causes Reduction in the assets.

2. Budget Expenditure: - It refers to estimated expenditure of the Government on its development and non-development
programmers or on its plan and non plan Programmes during the fiscal year.

It is classified into two parts. -

(A) Revenue Expenditure: - It refers to estimated expenditure of the government which neither creates assets nor causes a
reduction in liabilities of the govt. E.g.: Scholarship, old age pension, interest payment, expenditure on defence, subsidies,
grants given by central govt to state govt & union territories etc.

(B) Capital expenditure: - It refers to the estimated expenditure of the government in a fiscal year which either creates assets
or causes a reduction in liability of the govt. etc. E.g.: Expenditure on land & building, machinery and equipment, purchase of
shares, loans by central govt to state govt or state corporation.

Q. What is a tax?
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Ans: — A tax is a compulsory payment to the government by the households or firms together.

Q. Define (.1) Budget deficit (ii) Revenue deficit (iii) Fiscal deficit (iv) Primary deficit.

Ans: - (1) Budget deficit: - It refers to a situation when budget expenditures of the govt. are more than the Budget receipts.
Budget deficit = BE or TE (RE + CE) - BR or TR (RR +CR) or TE > TR.

(if) Revenue deficit: - Revenue deficit is the excess of revenue expenditure over revenue receipts. RD=RE -RR OR when
RE>RR

(iii) Eiscal deficit: -Fiscal deficit is the excess of total expenditure (revenue + capital) over total receipts (revenue + capital)
other than borrowing.

FD=TE or BE (RE+CE) — TR or BR (RR + CR) other than borrowings. OR TE (RE + CE)>TR (RR + CR) other than
borrowings.

(iv) Primary deficit: — It is the different between fiscal deficit and interest payment.

Primary Deficit = FD - Interest Payment.

(v) Surplus Budget: — It is a budget in which Government receipts are greater Government expenditures.

i.e. SB=GR >GE (TR > TE)

(vi) Deficit budget: - It is a budget in which government expenditure are more than government receipts.i.e. DB= GE>GR
(TE>TR)

(vi) Balanced budget: - It is a budget in which government expenditure are equal to government receipts.i.e. DB= GE>GR
(TE>TR)

Q. What problem can fiscal deficit create or what are the implications of fiscal deficit? Explain it.

A. Fiscal deficit is estimated to know about the external borrowings by the government. It implies greater borrowings by the
govt. from the Reserve Bank of India. It increases circular of money and causes Inflation.

Government also borrows from west of the world. It increases our dependence on other countries. Foreign borrowing is often
associated with economic slavery.

Borrowing implies accumulation of financial burdens for the future generations. It is for the future generations to repay loans
as well as the interest there on. Further payment of interest increase revenue expenditure of the govt. causing an increase in its
revenue deficit. Thus a vicious circle sets in where in deficits multiply borrowing. In view of this alarming situation, fiscal
deficit must not be encouraged. Otherwise, it will lead to Debt-trap.

Q. What are the implications of revenue deficit? Explain it.

A. High revenue deficit gives a warning to the government either to cut its expenditure or increase its tax/non-tax receipts.

Q. What are the implications of Primary deficit? Explain it.

A. While fiscal deficit shows borrowing requirement of the government inclusive of interest payment, Primary deficit shows
borrowing requirement of the government exclusive of interest payment.

Payment of interest highlights the extent to which we are in already in a debt trap.

Q. Distinguish between Direct and Indirect Tax.
A. Tax receipts are classified into two categories: - Direct Tax and Indirect Tax.

DIRECT TAX INDIRECT TAX

1 It is to be borne by the person whom it is | 1. Itis imposed on commodities.

imposed.

2 The burden of direct tax cannot be shifted. 2. The burden of indirect tax can be shifted.
E.g. Income tax, wealth tax, corporate tax, gift | E.g. custom duty, estate duty, sales tax.
fax.
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UNIT 5
BALANCE OF PAYMENTS

Balance of payments (BoP): Meaning
“Balance of payments is an accounting statement that provides a systematic record of all the
monetary or economic transactions, between Residents of a country and the rest of the world

during a period of time, generally one year.”

Monetary or Economic Transactions

Visible Items (Merchandise trade ) Export and imports of goods
Invisible Items Export and imports of services
Unilateral Transfers (Unrequited Includes gifts, personal remittances
transfers) and other one way transactions
Capital Transfers Capital receipts through borrowing or

sale of assets and Capital payments
through capital repayments or
purchase of assets

>

>

>

Balance of payments accounting uses the ‘Double Entry System’ for recording the
transactions with the rest of the world. Like a typical business account, BOP account also has
two sides:

(i) Credit side: All inflows or sources of foreign exchange are recorded on the credit side.

(i) Debit side: All outflows or uses of foreign exchange are recorded on debit side.

In the accounting sense, BOP is always balanced like Trial Balance as it is prepared as per
double entry system. However, in economic sense, BOP need not be always equal. It means,
BOP can be:

Balanced BOP: receipts of foreign exchange = payments of foreign exchange.

Surplus BOP: receipts of foreign exchange > payments of foreign exchange.

Deficit BOP: receipts of foreign exchange < payments of foreign exchange.

Balance of Trade (BoT)

Balance of trade (BOT) refers to difference between the amounts of exports and imports of
visible items (goods).

Balance of Trade = Exports of goods - Imports of goods

Exports are entered as credit (positive) items in the BOP account, while imports are entered as
debit (negative) items.

BOT is just a part of BOP account and plays a crucial role in deciding the overall situation of
BOP of a country.

BOT is also known as 'Balance of Visible Trade’ or "Trade Balance’.
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» Balance on BOT can also be surplus (positive) or deficit (negative).

Surplus BOT: exports of goods > imports of goods
Deficit BOT: imports of goods > exports of goods

Components or Structure of Balance of Payments

BoP account includes: A. Current account B. Capital account C. Official reserves account

A. Current Account

Current account records receipt and payment of foreign exchange on account of such
transactions which do not impacts asset — liability status of a country in relation to rest of the
world. Current account transactions do not give rise to ‘future claims’.

Components

(i) Visible Items or Merchandise Transactions : A major part of transactions in foreign trade
is in the form of export and import of goods (visible items). Payment for import of goods is
written on the negative side (debit items) and receipt from exports is shown on the positive side
(credit items).

> Balance of these visible exports and imports is known as balance of trade (or trade
balance).Trade Balance can be of two types:
e Trade Deficit: It refers to the excess of the payments for imports of visible items over
the value of receipts of exports of visible items.
e Trade Surplus: It refers to the excess of the receipts of exports of visible items over the
value of payments for imports of visible items.

(i) Invisible items: In the invisible account, there are three broad categories namely:

(@) Non-factor Services: Non- factor services includes Insurance, Travel, Transportation
Banking and Shipping and miscellaneous services. Payments are either received or made to
the other countries for use of these services. Payments for these services are recorded on the
negative side and receipts on the positive side.

(b) Current Transfers (Unilateral transfers): Unilateral transfers include gifts, donations,
personal remittances and other ‘one-way’ transactions. These refer to those receipts and
payments, which do not involve any value in exchange. Receipt of unilateral transfers from rest
of the world is shown on the credit side and unilateral transfers to rest of the world on the debit
side.

(c)iIncome: Under income, two types of transactions are recorded namely, compensation of
employees and investment income. Investment income covers receipts and payments of
dividends and profits on foreign investment, and receipts and payments of interest and other
income.

Balance Related to Current Account
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The net value of credit and debit balance is the balance on current account.
e Current Account Surplus (CAS) arises when credit items are more than debit items. It
indicates net inflow of foreign exchange. CAS signifies that the nation is a lender to the
rest of the world.

e Current Account Deficit (CAD) arises when debit items are more than credit
items,i.e.when foreign exchange receipts in the current account fall short of foreign
exchange payments, it leads to current account deficit. It indicates net outflow of foreign
exchange CAD signifies that the nation is a borrower from rest of the world.

i. Trade Balance or Merchandise Balance
= Export - Imports

ii. Goods and Services Balance

= Trade Balance + Balance on account of non-factor services

iii. Invisible Balance

= Balance on account of non-factor services+ balance on Income + balance on
current transfers

iv. Current Account Balance

= Trade Balance+ Invisible Balance

B. Capital Account

Capital account of BOP records all those transactions, between the residents of a country and
the rest of the world, which cause a change in the assets or liabilities of the residents of the
country or its government. It is related to Future claims and liabilities of financial nature.

Export and import of capital goods, like plant and machinery

Should such transactions be . included in the capital account? 'No'. Export and import of all
types of goods (consumer goods or capital goods) is recorded as ‘'merchandise’ or 'visible trade’
in the current account of BoP.

Capital account is concerned with financial transfers. So, it does not have direct effect on
income, output and employment of the country.

Components

Principal components of capital account are:

(i) Borrowing : Borrowing is split as: (a) External commercial borrowing: external commercial
borrowing is available at the market rate of interest (in the international money market) (b)
External assistance Components of Capital Account : external assistance is available at the
concessional rate of interest.

Borrowings from rest of the world are recorded on the positive (credit) side. Borrowings of rest
of the world or lending to abroad are recorded as negative or debit item.

(ii) Foreign Investment : Foreign Investment is split as (a) Portfolio Investment : Relates to
foreign institutional investment (FII). It is investment by rest of the world in shares and bonds of
the domestic companies. (b) Foreign Direct Investment (FDI): Relates to ownership of
enterprises (in the domestic economy) by rest of the world. Example: Walmart stores in India
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Other Component of capital account are :

(i) NRI Deposits:- NRI deposits is also a significant constituent of capital account. Only such
NRI deposits are to be considered which are made in the domestic economy. Thus, non-
resident Indian should make deposit in India.

(iv) Banking Capital (other than NRI deposits): Banking capital Transactions includes
movement in the external financial assets and liabilities of those banks (commercial banks
converting their foreign assets into liquidity) which are authorized to deal in the foreign
exchange.

(v) Short- term Trade Credit:- Short- term Trade Credit arises on account of purchases in the
International market without making immediate payment. Repayment of short term debt to rest
of the world leads to outflow of foreign exchange to rest of the world.

Balance related to Capital Account : Balance related to Capital Account is estimated as the
net of positive and negative values.

Errors and Omissions: In addition to current account and capital account, there is one more
element in BOP, known as ‘Errors and Omissions’. It is the balancing item, which reflects the
inability to record all international transactions accurately.

Overall Balance: In the Indian BoP accounting system , overall balance is estimated as the
sum total of (i) current account balance , (ii) capital account balance, and (iii) errors and

omissions (accounting for statistical discrepancies) .

C. Official Reserves Account (Indicating Reserves of Forex with the RBI)

The overall balance is finally reflected in the Official Reserves Account of the RBI . Because,
RBI is the custodian of forex reserves of the country, and all forex transactions in the country
are routed through the RBI .

Sometimes , Official Reserves Account is shown as a part of the capital account BoP,
rather than a separate account. If official reserves are shown as a part of the capital

account BoP, then BoP always balances .

This item in BoP accounts always shows change in official reserves (increase or decrease). It
never shows total official reserves.

If overall balance is positive , it causes increase in official reserves ; if overall balance is
negative , it causes decrease in official reserves .

Increase in official reserves is indicated by a '-' negative sign, while the decrease is indicated by
a '+' positive sign .This is only then that the BoP account would reflect a perfect balance (= O).

» BoOP always balances when official reserves account is a part of capital account.
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» In case, Official Reserves are not shown as a part of the capital account, the Official
Reserves Account is separately presented and classified as "Below the Line". In such
situations, the current and capital accounts together may show a surplus or deficit BoP.

Equilibrium and Disequilibrium in Balance of Payments

Equilibrium _in_the BOP :- In a state of BoP equilibrium inward flow of foreign exchange (on
account of current account and capital account transactions) is exactly equal to the outward flow
of foreign exchange and there is no change in official reserves (of foreign exchange and gold)
with the central bank of the country.

current account balance + capital account balance =Zero, and there is no movement
(increase/decrease )of the official reserves.

Disequilibrium _in_the BOP:- Disequilibrium in BoP occurs when the sum total of current
account balance and capital account balance is not zero instead it is either some positive
number or some negative number. It causes the movement of official reserves.

Current account balance + capital account balance is NOT equal to zero and it causes the
movement of official reserves

Balance of Payments Surplus:- current account balance + capital account balance is some
positive number pointing to net inward flow of foreign exchange and leading to an increase in
official reserves.

Balance of Payments Deficit: current account balance + capital account balance is some
negative number pointing to net outward flow of foreign exchange and leading to a decrease in
official reserves.

Autonomous and Accommodating Items of BoP: Items in the BOP account can be also
classified into two categories viz. Autonomous or above the line items and Accommodating or
below the line items

Autonomous ltems Accommodating ltems

Meaning Autonomous items refer to Accommodating items refers to
those international economic the transactions that are
transactions which take place undertaken to cover deficit or

due to some economic motive surplus in autonomous
such as profit maximization. transactions.
Effect on Autonomous items are cause Accommodating items are
BoP of BOP imbalance (BoP compensating capital
account surplus or deficit) transactions which are meant to

» BoP  surplus: autonomous correct BoP imbalance.
receipts > autonomous

payment
> BoP deficit: autonomous
receipts< autonomous
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payment

Autonomous transactions are
independent of the state of
BoP account

Current Autonomous transactions take Accommodating transaction take
and place on both current and place only on capital account

capital capital accounts Accommodating items relate
account only to the movement of

official reserves with a view to
correcting BoP imbalances.

Alternate These items are also known as These items are also known as
names above the line items below the line items

Example Merchandise  exports and Borrowing from IMF or foreign
imports of goods, receipts and monetary authorities to cover
repayments of long term loans BOP  deficit and foreign
by private individuals. exchange reserves.

FOREIGN EXCHANGE RATE

Definition: Foreign exchange rate is the price at which one currency can be converted into
another.

It represents the rate at which domestic currency can be exchanged for a foreign currency. It is
also called 'external value of the domestic currency'.

Example: If one U.S dollar exchanges for 70 Indian rupees or $ 1=" 70, then the rate of
exchange or the value of rupees 1is ....

1 Rs=1/70 U.S. Dollar
1 Rupees = 0.0143 U.S. dollar.

Types of Foreigh Exchange Rate

1) Flexible Exchange Rate: (also called floating rate of exchange or free exchange rate)

Flexible exchange rate is that rate which is determined by forces of demand and supply of different
currencies in the foreign exchange market.

« The value of currency is allowed to fluctuate freely according to changes in demand and supply of
foreign exchange.

» There is no official (Government) intervention in the foreign exchange market.

Merits of flexible exchange rate system
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a) It eliminates the problem of overvaluation or undervaluation of currencies, Deficit or surplus in
balance of payments is automatically corrected under this system.

b) It frees the government from problem of balance of payments.

c) There is no need for the government to hold any reserves.

d) It enhances the efficiency in the economy by achieving optimum resource allocation.

Demerits of flexible exchange rate system

a)lt creates situations of instability and uncertainty. Wide fluctuations in exchange rate are
possible. This hampers foreign trade and capital movements between countries.

b) It encourages speculation which may lead to larger uncertainties and fluctuations.

c) The uncertainty caused by currency fluctuations can discourage international trade and
investment.

2. Fixed Exchange Rate

Fixed exchange rate is the rate which is officially fixed and maintained by the government or
monetary authority and not determined by market forces.

The government may set it at a level higher or lower than the equilibrium exchange rate as
determined by the market forces of demand and supply.

To maintain the fixed rate of exchange at a particular level government needs to keep a large stock
of foreign exchange.

Merits of fixed exchange rate:

() It ensures stability in exchange rate which encourages foreign trade

(ii) It contributes to the coordination of macro policies of countries in an interdependent world
economy

(i) Fixed exchange rate ensures that major economic disturbances in the member countries do not
occur,

(iv) It prevents capital outflow

(v) Fixed exchange rates are more conducive to expansion of world trade because it prevents risk
and uncertainty in transactions

(vi) It prevents speculation in foreign exchange market.

Demerits of fixed exchange rate:

(i) Fear of devaluation. In a situation of excess demand, central bank uses its reserves to maintain
foreign exchange rate. But when reserves are exhausted and excess demand still persists,
government is compelled to devalue domestic currency. If speculators believe that exchange rate
cannot be held for long, they buy foreign exchange in massive amount causing deficit in balance of
payment. This may lead to larger devaluation. This is the main flaw or demerit of fixed exchange
rate system

(ii) Benefits of free markets are deprived
(iif) There is always possibility of under-valuation or over-valuation.
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Gold Standard System of Exchange Rate- An Old Variant of Fixed Exchange Rate
System
Fixed exchange rate is not determined by the forces of demand and supply in the market.
Such a rate of exchange has been associated with Gold Standard System during 1880-
1914.
According to this system , gold was taken as the common unit of parity between currencies
of different countries. According to this system, value of every currency is determined in
terms of gold.
Accordingly, ratio between gold values of the two countries was fixed as exchange
rate between those currencies.
For example, if UK £ (Pound ) =4gm of gold and US $ (Dollar) =2 gm gold; then

1UK £ (Pound ) =2 US $ (Dollar)
Exchange ratio between UK £ and US $ =1:2 (two US Dollars would exchange for 1 UK
Pound.)
This system of exchange was also known as ‘Mint Par Value of Exchange or Mint
Parity’. Mint value of a currency implied gold value of that currency.

Bretton Woods System of Exchange Rate or Adjustable Peg System of Exchange
Rate

The Bretton Woods Conference held in 1944 set up the International Monetary Fund
(IMF) and the World Bank and re-established a system of fixed exchange rates.

Bretton Woods System (even when it was a fixed system of exchange rate) allowed some
adjustments. So, it was called ‘adjustable peg system of exchange rate'. According to this
system,

(i) Different currencies were pegged ( or related) to one currency, that is US dollar. (ii)
US dollar was assigned gold value at a fixed price. (iii) Value of one currency in terms of
US dollar ultimately implied value of that currency in terms of gold. (iv) Gold continued
to be the ultimate unit of parity between any two currencies. (v) Adjustment in the parity
value of a currency was possible but only if allowed by IMF {International Monetary

3. Managed Floating Rate

Managed Floating Rate is the rate which is determined by market forces and central bank

influences the exchange rate through intervention in the foreign exchange market.

Managed Floating Rate is a hybrid of a fixed exchange rate ( the managed part) and a flexible

exchange rate (the float part).

In this system, central bank intervenes in the foreign exchange market to restrict the
fluctuations in the exchange rate within certain limits. The aim is to keep exchange rate close
to desired target values. For this, central bank maintains reserves of foreign exchange to

ensure that the exchange rate stays within the targeted value.

It is also known as ‘Dirty Floating’.
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Depreciation vs. Devaluation

Depreciation of the (domestic) currency occurs when the value of the domestic currency
reduces in the international money market because of the market forces of supply and
demand under flexible exchange rate system. The government plays no role whatsoever.

1

1
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1

1

1

1

1
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i Devaluation of the (domestic) currency occurs when the value of the domestic currency
. deliberately reduced by government by raising the exchange rate fixed exchange rate
1
1 system . The market forces of supply and demand plays no role whatsoever.
1
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Common effects of Depreciation & Devaluation

e Increase in Exports
e Decrease in Imports
e Increase in National Income
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Appreciation vs. Revaluation

Appreciation of the (domestic) currency occurs when the value of domestic currency
rises in international money market because of the market forces of supply and demand
under flexible exchange rate system. The government plays no role whatsoever.

Revaluation of the (domestic) currency occurs when the value of domestic currency is
deliberately raised by the government by lowering the exchange rate under fixed
exchange rate system .The market forces of supply and demand plays no role
whatsoever.

Common effects of Appreciation & Revaluation

e Increase in Imports
e Decrease in Exports
e Decrease in National Income

Determination of Flexible Exchange Rate
(Determination of Exchange Rate in a Free Market )

Demand for and supply of foreign exchange, are two basic determinants of flexible exchange
rate.

A. Demand for foreign exchange: The demand (or outflow) of foreign exchange comes from
those people who need it to make payment in foreign currency. It is demanded by the domestic
residents for the following reasons:

a. Imports of Goods and Services: Foreign Exchange is demanded to make the payment for
imports of goods and services.
b. Tourism: Foreign exchange is needed to meet expenditure incurred in foreign tours.
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c. Remittances or Unilateral Transfers sent abroad: Foreign exchange is required for making
unilateral transfers like sending gifts to other countries.

d. Purchase of Assets in Foreign Countries: It is demanded to make payment for purchase of
assets, like land, shares, bonds, etc. in the foreign countries.

e. Speculation: Demand for foreign exchange arises when people want to make gains -from
appreciation of currency.

Reasons for ‘Rise in Demand’ For Foreign Currency

a. When price of a foreign currency falls, imports from that foreign country become cheaper. So,
imports increase and hence, the demand for foreign currency rises.
For example, if price of 1 US dollar falls from Rs 50 to Rs 45, then imports from USA will
increase as American goods will become relatively cheaper. It will raise the demand for US
dollars.

b. When a foreign currency becomes cheaper in terms of the domestic currency, it promotes
tourism to that country. As a result, demand for foreign currency rises.

c. When price of a foreign currency falls, its demand rises as more people want to make gains
from speculative activities.
Demand Curve of Foreign Exchange: Demand curve of foreign exchange slope downwards
due to inverse relationship between demand for foreign exchange and foreign exchange rate.

! S et brortd The negatively sloped demand curve (DD)
2 shows that more foreign exchange (OQ1) is
demanded at a low rate of exchange (OR1),
whereas, demand for US dollars falls to 0Q2

when the exchange rate rises to OR2.

p

N

p ]

Rate of Foreign Exchange
(Price of Dollar In torms of 7)

o
> X

o Q. Q,
Demand for Foreign Exchange
(in Doliars)

B. Supply of Foreign Exchange : The supply (inflow) of foreign exchange comes from those
people who receive it due to following reasons.

a. Exports of Goods and Services: Supply of foreign exchange comes through exports of

goods and services
b. Foreign Investment: The amount, which foreigners invest in the home country, increases the

supply of foreign exchange

c. Remittances (Unilateral transfers) from abroad: Supply of foreign exchange increases in
the form of gifts and other remittances from abroad.

d. Speculation: Supply of foreign exchange comes from those who want to speculate on the

value of foreign exchange.

Reasons for ‘Rise in Supply’ of Foreign Currency
a. When price of a foreign currency rises, domestic goods become relatively cheaper. It induces
the foreign country to increase their imports from the domestic country. As a result, supply of

foreign currency rises.
For example, if price of 1 US dollar rises from Rs 45 to Rs 50, then exports to USA will

increase as Indian goods will become relatively cheaper. It will raise the supply of US dollars.
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b. When price of a foreign currency rises, supply of foreign currency rises as people want to
make gains from speculative activities.

Supply Curve of Foreign Exchange : Supply curve of foreign exchange slope upwards due
to positive relationship between supply of foreign exchange and foreign exchange rate.

2 - s il The positively sloped supply curve (SS)
g"g 5 shows that supply of foreign exchange
”2;? 5 [ r—— ¢ rises from OQ1 to OQ2 when the
§§ 5 exchange rate rises from OR, to OR2
gt A
(- o 5

o Q, 6, %

Supply of Foreign Exchange
(in Doltars)

Determination of exchange rate : The equilibrium exchange rate is determined at a level
where demand for foreign exchange is equal to the supply of foreign exchange.
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Demand and Supply of Foreign quantity is determined at OQ.

Exchange (in Dollars)

Any Exchange Rate (Other Than OR) Is Not the Equilibrium Exchange Rate

@ If the exchange rate rises to OR2, then demand for foreign exchange will fall to OQ2 and
supply will rise to OQI. It will be a situation of excess supply. As a result, exchange rate will
fall till it again reaches the equilibrium level of OR.

@ If exchange rate falls to OR1, then demand will rise to OQ1 and supply will fall to OQ2. It will
be a case of excess demand. It Will push up the exchange rate till it reaches OR.

Changes in Exchange Rate : The equilibrium exchange rate will be disturbed if some changes
occur in the demand or supply of foreign exchange

A. Due to Change in Demand :.

Increase in Demand: An increase in demand for foreign exchange will shift the demand curve
towards right from DD to D1D1. In Fig., there is an excess demand of QQ1 at the original
exchange rate of OR. As a result, the exchange rate rises to OR1. It shows that per unit price
of US Dollar (in terms of rupees) has increased, i.e. domestic currency has depreciated.
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Change in Demand

Rate of Foreign Exchange

(Price of Dollar in terms of ¥)

O2 Q Q,
Demand and supply of
Foreign Exchange
(in Dollars)

Decrease in Demand: A decrease in demand will shift the demand curve towards left from
DD to D2D2. It leads to deficit demand of QQ2 at the original exchange rate of OR. As a
result, exchange rate will fall till it reaches OR2. Now, per unit price of US Dollar (in terms
of rupees) has decreased, i.e. domestic currency has appreciated.

B. Due to Change in Supply: Change in supply may be either an ‘Increase in Supply’ or
‘Decrease in Supply’.

Increase in Supply: If supply of foreign exchange increases, it will lead to a rightward shift in
supply curve from SS to S1S1 as shown in Fig. Now, at the original exchange rate of OR,

there is an excess supply , of QQ1 As a result, the new exchange rate moves down to OR1.
This implies that per unit price of US Dollar (in terms of rupees) has reduced , i.e.

domestic currency has appreciated.

Change in Supply .S

Rate of Foreign Exchange
(Price of Dollar in terms of 7)
b

Demand and Supply of
Foreign Exchange
(in Dollars)

Decrease in Supply : A decrease in supply will shift the supply curve towards left from SS to
S2S2. It leads to deficit supply of QQ2 at the original exchange rate of OR. This will increase
the exchange rate till it reaches OR2. So, per unit price of US Dollar (in terms of rupees)
has increased and, thus, the domestic currency has depreciated.

Questions:
1. Name the broad categories of transactions recorded in the capital account of the balance of
payment accounts.
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2. Name the broad categories of transaction recorded in the current account of the balance of
payments account.

3. In which sub-account and on which side of balance of payments account, will foreign
investment in India be recorded? Give reason. What will be the effect of foreign investment
in India on exchange rate? Explain.

4. Distinguish between autonomous items and accommodating items.

5. Differentiate between the concepts of ‘demand for domestic goods and services' and
‘domestic demand for goods and services'.

6. Distinguish between Current Account Deficit and Current Account Surplus.
7. Distinguish between trade deficit and current account deficit.

8. 'Recently Indian rupee has depreciated significantly. This has lead to distress for Indian
importers'. Defend or refute the given statement with valid reasons.

9. Explain the relationship between fall in price of US dollar and its demand.
10. Define 'Trade surplus' .How is it different from 'Current Account Surplus' ?
11.Why does demand for foreign currency fall and supply rises when it's price rises? Explain.
12.Discuss briefly the meaning of :
i.  Fixed Exchange rate
ii. Flexible Exchange Rate

iii. Managed Floating Exchange rate

13.Trade deficit must exist if a country is facing a situation of current account deficit defend or
refute the statement, with valid arguments.

14."US dollar has recorded a jump of 0.75 paise per dollar in the last one month, this situation
might bring smiles and sorrows to different types of traders (exporter and importers). Justify

the given statement.

15.Recently Government of India has doubled the import duty on gold. What impact is it likely
to have on foreign exchange rate and how?

16. Visits to foreign countries for sightseeing etc. by the people of India is on the rise. What will
be its likely impact on foreign exchange rate and how?

17.How does giving incentive for exports influence foreign exchange rate? Explain.
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18.“India is taking huge leaps in the index of Ease of Doing Business, as a result many MNCs
are shifting their production base to India.”. In the light of the above statement ,comment
upon the flow of foreign exchange and its likely impact on the Indian economy.

Reference:
e Garg Sandeep “Introductory Macroeconomics” Dhanpat Rai Publications Ltd.

e Jain T.R.,Ohri V.K. “Introductory Macroeconomics”VK Global Publications
Pvt.Ltd.
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Unit 6: Development experience (1947-90) and economic reforms
since 1991

KEY CONCEPTS:

1. Economy: Economy of a country includes all production, distribution or economic activities
that relate with people and determines the standard of living.

2. Indian Economy on the eve of independence: On the eve of independence, Indian
Economy was in a very bad condition due to the exploitative policies of British colonial rule.

3. India's National and Per Capita Income under Colonial Rule: There were no efforts from
the part of the colonial government to measure the national and per capita income of India.
Some individual attempts were made to measure such incomes but produced conflicting and
inconsistent results.

The contributions of VKRV Rao and Dadabhai Naoroji are considered very significant
in this context.

4. State/Features of Agriculture Sector: Agriculture was the main source of livelihood for
most of the people of India, and about 75% Of the country's population lived mostly in villages
and derived livelihood directly or indirectly from agriculture.

Indian agriculture at the time of independence was marked with the following features

(i) Low level of productivity

(if) High degree of vulnerability
5. State/Features of Industrial Sector: Britishers followed a policy of systematic de-
industrialisation by creating circumstances conducive to the decay of handicraft industry and not
taking any steps to promote modern industry and reduced India to a mere exporter of raw
material and importer of finished goods. The following points bring forward the state of the
industrial sector at the eve of independence:

(i) Decay Of handicraft industry

(ii) Slow growth of modern industry

6. State/Features of Foreign Trade: India has been an important trading nation, since
ancient times. But when the restrictive policies of commodity production, trade and tariff were
imposed by the colonial government, it adversely affected the structure, composition and
volume of India's foreign trade.

Following were the reasons behind the poor growth of foreign trade
(i) Exporter of primary products and importer of finished goods.

(if) Britain's monopoly control over foreign trade.

7. State of Occupational Structure: During the colonial period, the occupational structure of
India exhibited backwardness.

The agricultural sector accounted for the largest share of the workforce which remained at a
high of 70-75% Of the workforce and the manufacturing and service sectors accounted for only
10 and 15-20%, respectively.

8. State of Infrastructure: Infrastructure comprises of such industries which help in the
growth of other industries.

Under the colonial period, basic infrastructure such as railways, ports, water, air transport, post
and telegraphs were developed.
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9. Demographic Condition: Various details about the population of British India were first
collected through a census in 1881. Before 1921, India was in the first stage of demographic
transition. The second stage began after 1921.

10. Positive contribution of British rule — (i) Commercial Outlook of the Farmers (ii) Better
means of transportation, (iii) Control on famines, (iv) Shift to monetary economy, and (v)
Effective administration set up.

11. Economic System: It is defined as an arrangement by which the central problems of an
economy are solved.

The three basic central problems of an economic system are

(i) Choice of goods to be produced

(ii) Choice of technology of production

(iii) Distribution of goods and services

12. Types of Economic Systems:
(i) Socialist Economy: It is an economic system in which all economic decisions are
taken by the government.

In this system, the government decides what goods are to be produced in accordance with
the needs of society, how goods are to be produced and how they should be distributed.
Socialist economy promotes equitable distribution of income. However, it also suffers from
the drawbacks of a bureaucratic set-up in the form of red-tapism and corruption. In Cuba
and China, most of the economic activities are governed by the socialistic principles.
(i) Capitalist Economy: It depends upon the market forces of demand and supply.
In this type of economy, only those consumer goods will be produced that have good
demand in the market and yield profit to the producers. In this economy, the goods and
services produced are distributed among people not on
the basis of what people need but on the basis of
purchasing power.
Capitalist economy is also called laissez faire or free market economy. It exists in North
America, Japan, Australia, Western Europe, etc.
(ili) Mixed Economy: It is an economic system in which public sector and private sector
exist side by side. In this economy, the market will provide whatever goods and services it
can produce well and the government will provide essential goods and services which the
market fails to provide. India follows this economic system.
13. Economic Planning: It is a process by which a central authority of a country defines a set
of goals to be achieved within a specified period, sets out a plan to achieve those goals,
keeping in view the country’s resources.
14. Five Year Plans: In India, planning was launched as a five yearly exercise, therefore it
came to be popularly known as ‘five Year Plans’.
15. Common Goals Of Five Year Plans: All the Five Year Plans were formulated keeping the
below objectives in mind
(i) Growth (i) Modernisation
(ii) Self-reliance (iv) Equity
16. Agriculture: Equity in agriculture called for (a)land reforms which primarily refer to change
in the ownership of landholdings (b) Land ceiling which means fixing the maximum size of land
which could be owned by an individual.
Green revolution refers to the large increase in production of food grains resulting from the use
of high yielding variety (HYV) seeds especially for wheat and rice. The spread of green
revolution technology enabled India to achieve self-sufficiency in food grains, the price of food
grains declined, shifts from subsistence to commercial farming, increase in crop productivity.
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The portion of agricultural produce which is sold in the market by the farmers is called
marketed surplus.
The Debate Over Subsidies:
Points in favour of agricultural subsidy:
1) It provides an incentive for adoption of the new HYV technology by farmers in general
and small farmers in particular.
2) Eliminating subsidies will increase the inequality between rich and poor farmers.
17. Need for public sector:
1) Indian industrialists did not have the capital to undertake investment in industrial
ventures.
2) The market was not big enough to encourage industrialists to undertake major projects.
3) To develop the Indian economy on socialist lines led to the policy of the government
controlling the commanding heights of the economy.
18. Industrial Policy Resolution 1956 (IPR 1956):
Main features
Industries were classified into three categories:
The first category comprised industries which would be exclusively owned by the government;
the second category consisted of industries in which the private sector could supplement the
efforts of the public sector, the third category consisted of the remaining industries which were
to be in the private sector.
The private sector was kept under state control through a system of licenses. This was to
promote regional equality.
The production of a number of products was reserved for the small-scale industry
In 1955, the Village and Small-Scale Industries Committee, also called the Karve Committee,
noted the possibility of using small-scale industries for promoting rural development. In 1950 a
small -scale industrial unit was one which invested a maximum of rupees five lakh; at present
the maximum investment allowed is rupees one crore.
Small-scale industries are more labour intensive, has locational flexibility, requires less
investment.

ECONOMIC REFORMS SINCE 1991

Economic reforms refer to a set of economic policies directed to accelerate the pace of “growth
and development”.
NEED FOR NEW ECONOMIC POLICY:- 1. High fiscal deficit:- fiscal deficit estimated to be 5.4
per cent of GDP in 1981-82and its shot up to 8.4 per cent in 1990-91. It is led to a “Dept trap”
1. Adverse balance of payment: - BOP in 1980-81 was Rs. 2,214 crore and in 1990-
91it shotupto Rs. 17,367 crore. Borrowing from ROW 12% of GDP in 1980-81 shot up
23% of GDP in 1990-91 .
2. Fall in Foreign exchange reserves :- In 1990-91 , India Forex fell to such a low level
that was not adequate to pay for an import bill of even 10 days.
3.  Rise in price/ Inflation :- The rate of inflation was 16.7% in 1990-91 4. Poor
performance of public sector undertakings 6. Inefficient management.
ELEMENTS OF NEW ECONOMIC POLICY (LPG)
Three main elements of NEP: 1.Liberalisation 2.Privatisation 3.Globalisation.
LIBERALISATION
“Freedom of the economy from the direct controls imposed by the Government”
Reform under liberalization : 1. INDUSTRIAL SECTOR REFORMS :- (l) Abolition of industrial
licensing : Industrial licensing was abolished for almost all but product categories — alcohol,
cigarettes, hazardous chemicals, industrial explosives, electronics, aerospace and drugs and
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pharma-ceuticals. - (ii) Decrease in role of public sector:- The only industries which are now
reserved for the public sector are a part of defense equipment, atomic energy generation and
railway transport.  (iii) De-reservation of production by small scale industries:- Many goods
produced by small-scale industries have now been dereserved. (iv) Freedom to import capital
goods (v) Expansion of production capacity (vi) In many industries, the market has been
allowed to determine the prices.

2. FINANCIAL SECTOR REFORMS :- Financial sector includes (a) Banking and nonbanking
financial institutions (b) Stock exchange market (c) Foreign exchange market . The various
reforms are :- (i) Role of RBI :- The financial sector in India is regulated by the Reserve Bank of
India (RBI). All banks and other financial institutions in India are regulated through various norms
and regulations of the RBI. One of the major aims of financial sector reforms is to reduce the role
of RBI from regulator to facilitator of financial sector. This means that the financial sector may be
allowed to take

decisions on many matters without consulting the RBI .  (ii) establishment of private sector
banks :- The reform policies led to the establishment of private sector banks, Indian as well as
foreign.

(iii) Foreign investment :- Foreign investment limit in banks was raised to around 50 per cent. (iv)
Foreign Institutional Investors (Fll):- such as merchant bankers, mutual funds and pension
funds, are now allowed to invest in Indian financial markets.

3.FISCAL REFORM(Tax Reforms) :- Tax reforms are concerned with the reforms in the
government’s taxation and public expenditure policies, which are collectively known as its

fiscal policy. (i) Reduction in direct taxes: -Since 1991, there has been a continuous reduction in
the taxes on individual incomes as it was felt that high rates of income tax were an important
reason for tax evasion. It is now widely accepted that moderate rates of income tax encourage
savings and voluntary disclosure of income. (ii) Reform of indirect taxes (GST):Recently, the
Parliament passed a law, Goods and Services Tax Act 2016, to simplify and introduce a unified
indirect tax system in India. This law came into effect from July 2017.

This is expected to generate additional revenue for the government, reduce tax evasion and
create ‘one nation, one tax and one market’. (iii) simplification of tax- paying procedure

4. FOREIGN EXCHANGE REFORMS:- (I) Devaluation of rupee:- The first important reform in
the external sector was made in the foreign exchange market. In 1991, as an immediate
measure to resolve the balance of payments crisis, the rupee was devalued against foreign
currencies. This led to an increase in the inflow of foreign exchange. (ii) Foreign exchange
reforms:- markets determine exchange rates based on the demand and supply of foreign
exchange. (iii)Foreign trade policy:- Liberalisation of trade and investment regime was initiated to
increase international competitiveness of industrial production and also foreign investments and
technology into the economy. The aim was also to promote the efficiency of local industries and
adoption of modern technologies. The trade policy reforms aimed at (i) dismantling of
quantitative restrictions on imports and exports (ii) reduction of tariff rates and (iii) removal of
licensing procedures for imports.

Salient features of trade policy after liberalisation :- (i) Import quotas have been abolished

(if) Import licensing has been abolished (iii) Moderation of import duty )

PRIVATISATION

“Privatisation means partial or full ownership and management of public sector enterprises by
the private sector “It implies shedding of the ownership or management of a government

owned enterprise. It may happen in two ways: - 1.Outright of the Govt. enterprises to the private
entrepreneurs (OR) 2. Withdrawal of the Govt. ownership and management the mixed
enterprise . Disinvestment: Privatisation of the public sector enterprises by selling off part of the
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equity of PSEs to the public is known as disinvestment. The purpose of the sale, according to
the government, was mainly to improve financial discipline and facilitate modernisation.

NEED FOR PRIVATISATION :- Because of poor performance of PSUs note the following
observations in this regard : (i) Key role to the PSUs during 2" five year plan (ii) The IPR (1956)
clearly stated the significance of PSUs in process of growth and development (iii) It was on
account of the spread of PSUs that the Indian economy underwent a structural transformation
(iv) Mounting losses of PSUs became unsustainable (v) In 1991, the Govt. decided to phase out
public enterprises by selling its equity to the private enterprises (vi) In view of their efficient
performance Navratnas were to be retained as PSUs .

NAVRATNAS : Navratnas refer to nine such profit making companies , these nine industries :- (i)
IOC (ii) BPCL (iii) ONGC (iv) SAIL (v) BHEL (vi) IPCL (vii) VSNL (viii) NTPC (ix) HPCL
MAHARATNAS :- In 2009, the Govt. also started according maharatna status : (i) CIL (ii) IOC
(i) NTPC (iv) ONGC (v) SAIL (vi)BHEL (vii) GAIL (viii) BPCL MINIRATNAS :- Recently, yet
another status called Miniratna has been created to encourage PSUs to improve efficiency . 75
PSUs have been awarded Miniratna status.

POSITIVE AND NEGATIVE IMPACT OF PRIVATISATION :- POSITIVE IMPACT :-

1. Improve the efficiency of management 2.Financial discipline 3.Reduction of deficit
4.Competitiveness 5.Diversification of production 6. Increase in foreign direct investment (FDI)
NEGATIVE IMPACT:- 1. Neglect of social interest 2 Highly priced goods 3. Monopoly control 4.
Not achieving the objective of the full employment.

GLOBALISATION:“Globalisation is generally understood to mean integration of the economy of
the country with the world Economy” It is an outcome of the set of various policies that are aimed
at transforming the world towards greater interdependence and integration.

Outsourcing: In outsourcing, a company hires regular service from external sources, mostly
from other countries, which was previously provided internally or from within the country (like
legal advice, computer service, advertisement, security — each provided by respective
departments of the company. As a form of economic activity, outsourcing has intensified, in
recent times, because of the growth of fast modes of communication, particularly the growth of
Information Technology (IT). Many of the services such as voice-based business processes
(popularly known as BPO or call centres), record keeping, accountancy, banking services, music
recording, film editing, book transcription, clinical advice or even teaching are being outsourced
by companies in developed countries to India.

World Trade Organisation (WTO):- The WTO was founded in 1995 as the successor
organisation to the General Agreement on Trade and Tariff (GATT). GATT was established in
1948 with 23 countries as the global trade organization to administer all multilateral trade
agreements by providing equal opportunities to all countries in the international market for
trading purposes.

POLICY STRATEGIES UNDERTAKEN PROMOTINNG GLOBALISATION OF

THE INDIAN ECONOMY:- 1. Long term trade policy(Removal of controls on foreign trade) — (A
new 5 year foreign trade policy was announced, All restrictions and controls on foreign trade
have been removed) 2. Rise in equity limit of foreign investment (equity limit of foreign capital
has been raised from 40% and new range between 51to 100% ) 3. Convertibility of Indian rupee
(sale and purchase of foreign currency at the price determined by the market , convertibility of
Indian rupee has been allowed : export and import of goods & service ,Payment of interest) 4.
Reduction of tariffs (Tariff barriers have been withdrawal most of goods traded between India
and ROW )5. Devaluation of rupee (Devaluation of rupee in July 1991 by nearly 20%, to
encouraged export and discouraged import ) 6.Withdrawal of quantities restrictions.

INDIAN _ECONOMY_ DURING REFORMS: AN ASSESSMENT/AN APPRAISAL OF LPG
POLICE (ARGUMENTS IN FAVOUR/ MERITS OF ECONOMIC REFORMS/LPG
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1. Increase in growth rate of the economy:- The growth of GDP increased from 5.6 per
cent during 1980-91 to 8.2 per cent during 2007-12. During the reform period, the growth of
agriculture has declined. While the industrial sector reported fluctuation, the growth of the
service sector has gone up.
2. Increase foreign direct investment (FDI) and foreign institutional investment (Fll):has
increased from about US $100 million in 1990-91 to US $ 36 billion in 2016-17. There has been
an increase in the foreign exchange reserves from about US $ 6 billion in 1990-91 to about US $
321 billion in 2014-15. 3. A check on inflation 4. Growth and Employment: Though the GDP
growth rate has increased in the reform period, scholars point out that the reform-led growth has
not generated sufficient employment opportunities in the country.
DEMERITS OF LPG POLICY/ ECONOMIC REFORMS :- 1.Adverse effect on agriculture

2.Low level of industrial growth 3. Economic colonialism 4.Cultural erosion 5. Spread of
consumerism.
CONCLUSION (Critically Examine) of ECONOMIC REFORMS: - The process of globalisation
through Liberalisation and privatisation policies have produced positive, as well as, negative
results both for India and other countries.
1.Some scholars argue that globalisation should be seen as an opportunity in terms of greater
access to global markets, high technology and increased possibility of large industries of
developing countries to become important players in the international arena. 2. On the contrary,
the critics argue that globalisation is a strategy of the developed countries to expand their
markets in other countries. According to them, it has compromised the welfare and identity of
people belonging to poor countries.
DEMONETISATION :-“ Demonetisation refers to withdrawal of the status of ‘ legal tender’ to the
currency in circulation” ( Demonetisation notes of Rs. 500 & 1000 with
immediate effect on 08 Nov. 2016)
FINANCIAL INCLUSION: - 1. People could deposit Rs. 500 & 1000 banned notes in the banks
2. Millions of the people opened their bank accounts to deposit their cash transactions 3.As
those who were not used to banking, started participating in the organized financial system of
the country.
WAS DEMONETISATION A GOOD POLICY DECISION? / Impact on the money supply of
economy: - Its pros and cons 1. It was a good move because it induced people shift to the
digital mode of transactions 2. Its improved the degree of finical inclusion in the economy 3. It
moves as it unearthed the stock of black money in the economy 4. Reducing levels of corruption
5.1t well lead to money supply contraction in the form of cash DEMERITS:-1. It led to a severe
cash crunch in  our cash-sensitive economy 2. Fall in production activity 3.Fall (dent) in GDP
growth 3. Opportunities of employment were also deeply hurt .
GOODS AND SERVICE TAX :- GST which was implemented from 1% July 2017. “ GST is one
tax replacing all indirect taxes in the economy”. Also, it is a uniform tax across all part of country
‘one tax, one nation, one market’ TYPES OF GST IN INDIA: - 03 types CGST,

SGST, IGST( INTEGRATED G &S inter — state trade ) AND UTGST . GST SLAB: - 0% (zero) or
exempt category, It includes items of common man consumption (three items exempted from the
GST- Common salt, Health service, Educational services).

04 slabs GST :- (i) 5% GST category (This includes of mass consumption, such a medicines,
tea, sugar) (ii) 12% GST category (This includes computers, processed food) (iii)) 18% GST
category (This includes hair oil, toothpaste, soaps, pasta, cakes) (iv) 28% GST category, This is
the highest GST (This includes luxury items)

HOW GOOD IS ASYSTEM OF GST AS COMPARED TO OLD TAX SYSTEM? :-

GST is the ‘ single comprehensive indirect tax’ on supply of goods and services right from
manufacturer to the consumer. GST COMPARED TO THE OLD TAX SYSTEM
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ONE MARK QUESTIONS AND ANSWERS:
MCQ
1-The Indian economy on the eve of Independence was:

(a) Developed
(b) Underdeveloped
(c) Stagnant
(d) Both (b) and (c)
Answer(d) Both (b) and (c)
2- Farming which focuses on basic needs of the family is called:
(a) Stagnant farming
(b) Subsistence farming
(c) Commercial farming
(d) None of these.
Answer: (b) Subsistence farming
3- Decay of handicrafts was caused by:
(a) British tariff Policy
(b) Competition from machine-made products
(c) Change in the patterns of demand
(d) All of these.
Answer: (d)
4- On the eve of independence, India was net exporter of:
(a) Primary products
(b) Industrial products
(c) Capital goods
(d) All of these

Answer: (a)

5-Which sector was the major contributor to GDP of the country as well as the biggest employer

on the eve of independence?
(a) Agriculture
(b) Industry
(c) Services

(d) Manufacturing
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Answer: (a)
6-During colonial period, India’s demographic profile showed:
(a) High birth rate
(b) High death rate
(c) High infant mortality rate
(d) All of these.
Answer: (d)
7-What is meant by commercialisation of Agriculture?
(a) Production of crop for sale in the market
(b) Production of crop for self-consumption
(c) Production of crop for storage
(d) Production of crop for free distribution
Answer: (b)
8- When could a zamindars lose their rights?
(a) When the crops failed
(b) When the farmers do not sow the seeds
(c) When the dates for depositing specified sums of revenue failed
(d) When the crops weren’t harvested
Answer: (c)
9-When was the Tata Iron and Steel Company incorporated?
(a) 1910
(b) 1904
(c) 1913
(d) 1907
Answer: (d)
10-During British rule, more than half of India’s foreign trade was restricted to ............
(a) Britain
(b) China
(c) USA
(d) Japan
Answer: (a)

11-Which of the following was the cause of stagnation in the agricultural sector in the colonial
period?

(a) Land Settlement
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(b) Low Level of Technology
(c) Negligible Use of Fertilisers
(d) All of the Above
Answer: (d)
12- Which one of the following is the long-term objective of Indian economic planning?

(a) Human Capital Formation
(b) Eradication of Poverty

(c) Growth with social justice

(d) Development of Industries

Answer: (C)
13- NITI stands for

(a) National Institution for Transforming India

(b) National Institute for Transforming India

(c) National Institute for Transformation in India
(d) National Institution for Transformation in India

Answer: (a)
14- Is known as Architect of Indian Economic Planning.

(a) Dadabhai Naoroji
(b) VKRV Rao
(c) R.C Desai
(d) Dr. Mahalanobis

Answer: (d)
15- NABARD stands for and was set up in

(a) National Bank for agriculture, reconstruction and development,1962
(b) National Bank for agriculture, and rural development,1982
(c) National Bank for agriculture, reconstruction and development,1972
(d) National Bank for agriculture, and rural development, 1992

Answer: (b)
16- Which of the following does not highlight the achievement of Green Revolution?

(a) Shift from conventional to commercial farming

(b) Self sufficiency in food grain production

(c) Spread of green resolution in agriculture rich states only like Punjab Haryana, Maharashtra
etc.

(d) Substantial increase in crop productivity and production.

Answer: (c)
17- Industrial Policy resolution was introduced in the year.

(a) 1946
(b) 1948
(c) 1956
(d) 1958
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Answer: (c)

Matching/Chronological

1- Identify the correct sequence of alternatives given in Column Il by matching them with
respective items in Column I:

Column | Column Ii

(a) Zamindari system of

(i) One in which per capita income is
very low

(b) Stagnant economy (ii) The distribution of working

population across different sectors

of the economy

(d) Occupational structure (iii) It worked through the system of
middlemen

(iv) One which shows little or no growth
in national income

land revenue

(c) Backward economy

Answer: (a)-(ii), (0)-(iv), ()-(i), (d)-(i)

2- From the set of statements given in Column | and Column II, choose the correct pair of

statements:
Column | Column Il
(a) Fourth Five Year Plan 0] Self-sufficiency in foodgrain
(b) MRTP Act production
(c) Objective of planning (i) Protection of large-scale industry
(d) Full employment (i)  Equitable distribution
(iv) A situation of zero unemployment

Answer: (c) Obijective of planning - (iii) Equitable distribution

ASSERTION AND REASON BASED QUESTIONS

1.

Assertion (A): The main interest of the zamindars was only to collect rent regardless of the
economic condition of the farmers.

Reason (R): The zamindars also had reasons for having such attitude which was that the dates for
depositing specified sums of revenue were fixed, failing which the zamindars were to lose their
rights.

Alternatives:

(@) Both Assertion (A) and Reason (R) are true and the Reason (R) is the correct explanation
of Assertion (A)

(b) Both Assertion (A) and Reason (R) are true and the 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.

Answer: (a)
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2.

Assertion (A): There was a huge spread of water and air-borne diseases in the colonial period,
which took a huge toll on life.

Reason (R): The public health facilities were either not available to large portion of the population
and when it was available it was highly inadequate.

Alternatives:

€)) Both Assertion (A) and Reason (R) are true and the Reason (R) is the correct explanation
of Assertion (A)

(b) Both Assertion (A) and Reason (R) are true and the Reason (R) is not the correct
explanation of Assertion (A)

(©) Assertion (A) is true but Reason (R) is false.
(d)  Assertion (A) is false but Reason (R) is true.
Answer: (a)

3.

Assertion (A): The volume of India’s exports expanded but it did not benefit the Indian
people.

Reason (R): Due to the construction of railways there was commercialisation of Indian
agriculture.

Alternatives:

(a) Both Assertion (A) and Reason (R) are true and the Reason (R) is the correct explanation
of Assertion (A)

(b) Both Assertion (A) and Reason (R) are true and the 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.
Answer: (b)
4-
Assertion(A): India became self sufficient in food grain production.
Reason(R): India introduced import Substitution in food grain production.
(a) Both assertion and reason are true and reason is the correct explanation of
assertion.
(b) Both assertion and reason are true and reason is not the correct explanation
of assertion.
(c) Assertion is true but reason is false
(d) Assertion is false but reason is true

Answer: (b)
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5-

Assertion(A): Planning Commission was set up in the year 1950.
Reason(R): Indian economy on the eve of Independence was backward and stagnant.
There was a need of planning process.

(a) Both assertion and reason are true and reason is the correct explanation of
assertion.

(b) Both assertion and reason are true and reason is not the correct explanation
of assertion.

(c) Assertion is true but reason is false

(d) Assertion is false but reason is true

Answer: (a)

6-

ASSERTION (A):Foreign exchange reserves declined to a level that was not enough to pay for the
import bill of more than 2 weeks.

REASON (R): Liberalisation implies controls and restrictions on trade and industry.
(a) Both assertion and reason are true and reason is the correct explanation of
assertion.

(b) Both assertion and reason are true and reason is not the correct explanation

of assertion.

(c) Assertion is true but reason is false

(d) Assertion is false but reason is true

Ans: (c) Assertion (A) is true but Reason (R) is false.

CASE STUDY BASED QUESTIONS
CASE -1
Read the following case carefully and answer questions 1-4 on the basis of the same:

The Indian economy during British Colonial rule was primarily an agricultural economy.
Almost 85 percent of the country’s population lived in villages during that period and derived
its livelihood directly or indirectly from agriculture. Despite being the major source of
livelihood, the agriculture sector continued to experience stagnation and deterioration
during British rule. But , at the time of independence in 1947, India was a poor and
underdeveloped country. At that time, agriculture was in a poor condition and mineral
resources were not fully used. Most Indians could not afford to buy nutritious and balanced
diet. The vast majority of people in India led a miserable life. India was a ‘rich’ country
occupied by ‘poor’ people.
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India.

Rule.

Under the British Rule, India was primarily a/an .................... economy.
@) Developed

(b) Rural

(c) Agricultural

(d) Industrial

Indian farmers were forced to produce .................. under the British Rule.
(@) Cash crops

(b) Food grains

(©) Iron and steel

(d) Sugar

The . industry was severely affected due to partition  of
€) Cotton

(b)  Jute

(c) Silk

(d  Wool

The agricultural sector of India continued to experience............ During the British
@) Shifts

(b) Competition

(c) Growth

(d)  stagnation

Answer: 1-agricultural,2-cash crops,3-jute,4-stagnation.

CASE -2

Read the following case carefully and answer questions 1-3 on the basis of the same:

Important role being played by the small-scale sector in Indian economy would be clear from the
fact this sector presently accounts for around 40% of the gross turnover in the manufacturing

sector 6.9 % of the net domestic product and 34% of the country's exports. the second five-year
plan emphasized the role of small scale and village industries in this regard a special committee
was also set up which find the meaning and national Lane behind the development of small-scale

industries.

1- Which committee was set up for promotion and development of small-scale industries In

India?

(a) Tapas Mujumdar committee
(b) Karve committee
(c) Mahalanobis committee
(d) None of the above
2- Committee identified in previous question was set up in the year
(a) 1950
(b) 1955
(c) 1958
(d) 1954
3- Why development of small-scale industries was considered important?
(a) For development of infrastructure
(b) For generation of employment
(c) For regional and equity
(d) Bothb and c
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Answer: 1- Karve committee, 2- 1955, 3- Both b and ¢

SHORT ANSWER TWPE QUESTIONS OF 3/4 MARKS

Explain the objectives of British government for promoting the railway in India.

Ans.- 1-The railways were developed in India by the British to promote commercialization of
Indian agriculture. This adversely affected the self-sufficiency of the village economy in
India.

2-. Railways were introduced to protect and promote the British economic interests of
transforming India into supplier of raw materials and consumer of finished industrial
products from Britain.

Are self -Reliance and self-sufficiency the same? Explain.

Ans.- No. Self-reliance is the ability to meet one's own -development needs. An economy
must have enough resources or foreign exchange to purchase all inputs required for
production. If they are not available within the country. This is so because n economy can
be self-sufficient, i.e. produce everything within the country, as costs may be high. It may be
cheaper and better to purchase certain inputs from others countries, For this , an economy
needs to have enough foreign exchange. This is self-Reliance. So, while it is good to be
self- sufficient, it is not the best way to develop. It is more desirable to be self- reliant.
What is import substitution policy? Why it was introduced in India?

Ans.- Import substitution policy aimed at replacing or substituting imports with domestic
production. For example, instead if importing vehicles from abroad, the industries were
encouraged to produce them in India itself.

It was introduced in India because the government wanted to protect the domestic
industries from foreign competition. It was assumed that if domestic industries are
protected, they will learn to compete in the course of time.

How can India be described as a depleted economy on the eve of independence?
Ans.- India was left with a large debt, mostly owed to the British Empire. This debt had
increased over time because of the large expenditure that the British incurred in ruling over
India. They maintained the army and the administrative staff to rule over India. India had
also paid high taxes for import of raw material and other goods used in the making of roads,
railways and coaches. All this drained the Indian treasury.

LONG ANSWER TYPE QUESTIONS AND ANSWERS:

Explain the challenges for the Indian economy on the eve of Independence.

Ans.- . 1- Vicious cycle of poverty
2- Backward technology

3- Negligible industrial growth

4- conditions of living

5- Partition of India.

6- Unemployment and underemployment

7- Rural economy

111



8- Limited size of market

9- High growth rate of population
(Explanation required).

2- Why was the Green Revolution implemented?

Ans-

1- Low irrigation facility

2- Conventional and Traditional approach

3- Lack of Finance

4- Lack of Self-sufficiency

5- Marketing agriculture produce

6- Frequent occurrence of famines
(Explanation required).

3- While subsidies encourage farmers to use new technology, they are a huge burden
on government finances. Discuss the usefulness of subsidies in the light of this fact.
Ans- The following arguments are given in favour of subsidy:

a) Subsidy is generally provided to the poor farmers with the motive of reducing inequality of
income between rich and poor farmers.

b) Subsidy was basically an incentive for the farmers to adopt modern techniques and vital
inputs like fertilizers, HYV seeds etc. The subsidy was provided so that the farmers might
not hesitate to use modern techniques.

c) Subsidy is very important for marginal land holders and poor farmers who cannot avail
the essential farm inputs at the ongoing market rate.

The following arguments are given against subsidy:

a) Subsidies are also given to the farmers who do not need them. This often leads to
the misallocation of the scarce resources.

b) Itis generally argued that subsidy favours and benefits fertilizer industries more than
the farmers.

c) Subsidies may lead to the wastage of precious resources.

Hence, we can conclude that although subsidies are useful and necessary for
poor farmers they put an excessive burden on the scarce finances of the
government. Allocation of subsidies to the farmers who need it most is required.

4- Define privatisation. Explain the objectives of privatisation in India.
Ans. Privatization: is defined as the transfer of a function, activity or organization from the
public to the private sector.
Objectives of Privatisation:
1-Improving the government financial Composition: Raising funds from the sales of
enterprises or their assets; Making the enterprises raise internal resources and from capital
markets.
2-lmproving the performance of an enterprise: Increasing efficiency; requiring enterprises
to meet performance objectives; greater responsiveness to consumers, in terms of quantity,
quality, diversity or services; relief from public sector financial constraint; more managerial
autonomy.
Besides the above two broad objectives, privatization would help in reducing the burden on
public administration by reducing the size of the public sector, strengthening market forces
and competition within an economy and promoting wider share ownership among public.

5- Define disinvestment. Explain objectives and methods of disinvestment.
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Ans. DISINVESTMENT: is sale of a part of equity holdings held by the government in any
public sector undertaking to private investor.

Objectives of Disinvestment:

Disinvestment has been a major strategy by which the government has financed fiscal deficit.
Besides financing fiscal deficit, the economic motivation behind it is to improve efficiency of
PSUs.

Two main methods of disinvestment are:

(i)- Minority Sale: Under it, the general policy was to sell the shares of the PSUs maximum
upto 49% so that government ownership of the companies is maintained.

In this method, equity is offered to investors through domestic public issue.

(ii)-Strategic Sale: Under it, the government sells 50% or more shares of the PSUs.

The ownership of the company transfers from the government to the private sector.

In this method, government offloads above 51% in strategic sale.

6-Agriculture sector appears to be adversely affected by the reform process. Why?
Ans. Economic reforms initiated in 1991 did not have an impact on the agriculture industry.
Here are the reasons:

()- Public investment decreased in the agriculture sector after 1991, the Indian government
has reduced support for research and development in agriculture and supported services that
had a negative impact on agriculture.
(ii)- As subsidies were removed from fertilisers, the cost of production escalated which made
farming more expensive, it also affected poor farmers.
(iii)- By complying with WTO regulations, import duties on agricultural products were reduced
which made it difficult for poor farmers to compete against products of the international
market.
(iv)- Shifting focus on producing more cash crops and removal of subsidies exerted a double
impact which resulted in inflation making the cost of production more expensive
7-. Explain arguments in favour and against of New Economic reforms.
POLICE (ARGUMENTS IN FAVOUR/ MERITS OF ECONOMIC REFORMS/LPG
1. Increase in growth rate of the economy:- The growth of GDP increased from 5.6 per
cent during 1980-91 to 8.2 per cent during 2007—-12. During the reform period, the growth of
agriculture has declined. While the industrial sector reported fluctuation, the growth of the
service sector has gone up.
2. Increase foreign direct investment (FDI) and foreign institutional investment (Fll):has
increased from about US $100 million in 1990-91 to US $ 36 billion in 2016-17. There has
been an increase in the foreign exchange reserves from about US $ 6 billion in 1990-91 to
about US $ 321 billion in 2014-15.
3. Acheck on inflation
4. Growth and Employment: Though the GDP growth rate has increased in the reform
period, scholars point out that the reform-led growth has not generated sufficient employment
opportunities in the country.
DEMERITS OF LPG POLICY/ ECONOMIC REFORMS :- 1.Adverse effect on agriculture
2. Low level of industrial growth 3.Economic colonialism 4.Cultural erosion 5. Spread of
consumerism.
CONCLUSION (Critically Examine) of ECONOMIC REFORMS: -The process of globalisation
through liberalisation and privatisation policies have produced positive, as well as, negative
results both for India and other countries.
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1. Some scholars argue that globalisation should be seen as an opportunity in terms of
greater access to global markets, high technology and increased possibility of large industries of
developing countries to become important players in the international arena.

2. On the contrary, the critics argue that globalisation is a strategy of the developed
countriesto expand their markets in other countries. According to them, it has compromised the

welfare and identity of people belonging to poor countries.
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UNIT = 7 CURRENT CHALLENGES FACING INDIAN ECONOMY
HUMAN CAPITAL FORMATION IN INDIA

Key Concepts:

. Human capital refers to the stock of skill, ability, expertise, education and knowledge in a

nation at a point of time.

. Physical capital refers to assets which themselves have been manufactured and

are used for production of other goods and services.

o Human capital formation is the process of adding to the stock of human capital over a period of
time.

Sources of human capital formation:
Expenditure on education

Expenditure on health

On the job training

Study programmes for adults

Migration and expenditure on information

VVVVY?®

. Human Resource Development: It refers to the development of the set of individuals
that makes up the workforce of an organisation, business sector or economy.

o Role of human capital formation in economic growth:
»  Raises production

»  Change in emotional and physical environment of growth
»  Improves quality of life

»  Raises life expectancy

»  Innovative skills

»  Raises social justice and equality

o Problems facing human capital formation:

»  Rising population

»  High regional and gender inequality

»  Brain drain

» Insufficient man power planning

» Insufficient on the job training in agriculture

»  High poverty levels

»  Low academic standards.

o Interrelationship between human capital formation and economic growth:

»  Human capital formation raises the process of Economic Growth and economic growth
raises the process of human capital formation.
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OBJECTIVE TYPE QUESTIONS

1.  The ability to read and write is known as:
A. Education
B. Literacy
C. Human capital
D. Human development
Answer: B
2.  The stock of 'skill and expertise' at a point of time is known as:
A. Social infrastructure
B. Human capital
C. Physical capital
D. None of these
Answer: B
3. Which of the following is the problem of human capital formation in India?
A. Brain drain
B. Low academic standards
C. Rising population
D. Allofthese
Answer:D
4. Which of the following organisations is engaged in designing text material up to
the senior secondary level?
A. UGC
B. AICTE
C. ICMR
D. NCERT
Answer: D
5.  Theresponsibility of direction and control of higher education is with:
A. Government of India
B. Department of higher education
C. University grants commission
D. None of these
Answer: C
6. Who is responsible for the implementation of rules and regulation for technical
education in the country?
A. National council of educational research and training
B.  University grants commission
C. All India council of technical education
D. Indian council for medical research
Answer: C
7. Human capital formation leads to:
A.  Efficient utilisation of inputs
B. Increases in the stock of physical capital
C. Increase in GDP growth
D. Both(A)and (C) Answer: D
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8.  Overall literacy rate (Census 2011) in India is:
A T74%
B. 70%
C. 76%
D. 68%
Answer: A

9. Read the following statements carefully:

Statement 1: Physical capital helps in the formation of human capital.

Statement 2: Human capital helps in the formation of physical capital as physical capital is
passive in nature.

In the light of the given statements, choose the correct alternatives:

Statement 1 is true and statement 2 is false
Statement 2 is true and statement 1 is false
Both statements 1 and 2 are true

Both statements 1 and 2 are false

Answer: B

oowp

10. Male literacy rate in India according to census 2011:

A. 80%

B. 85%

C 82.1%

E None of these
Answer: C

11. Ms. Ramanpreet has started a new business venture, she intends to spend a huge
amount towards ‘on-the-job training’ of her workers before putting them to work. It
exhibits the right step in the direction of Human Capital Formation. Spot which of the

following does not directly contribute to the process of human capital formation by Ms.

Ramanpreet:

A. adds skills and expertise

B. improves efficiency

C. ensures gender equity

D. increases output productivity

Answer: C

12. Read the following statements - Assertion (A) and Reason (R):

Assertion (A) — Human capital treats human beings as a means to an end (increase in
productivity). Reason(R) — Human Capital Formation decreases by way of investments in
education and health. From the given alternatives choose the correct one:

Alternatives:

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.
Answer: C
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13. ‘Since independence, India has witnessed a considerable fall in the Infant Mortality Rate
in India’ Identify which of the following may not be one of the reasons for the fall in the Infant
Mortality Rate?

A. Improvement in health facilities over the years
B. Improvement in educational standards over the years
C. Fallin standard of living of the population of the nation over the years
D. Technological expansion over the years
Answer: C
14. InIndia'ICMR' stands for.........cccccocvvvveeeenennn.

Indian Council of Medicines and Research
Indian Council for Medical Regulation
Industrial Council of Medical Research
Indian Council for Medical Research
Answer: D

oDowp

15. The Education Commission (1964-1966) in India recommended that at least....... % of GDP
be spent on education so as to make a noticeable rate of growth in educational achievements.
A 2

Answer: 6
Select Indicators of Development in Education and Health Sectors

; Particvdars | 1951 | 1981 1 1991 | 2001 | 2016 !7:
Real Per Caplita Income (in Rs) 7.651 12.174 15.748 23.095 77.659
Crude Death 25.1 12.5 9.8 8.1 6.3
Rate (Per 1.000 Population)
Infant Mortality Rate 146 110 80 63 33
Life Expectancy Male 37.2 54.1 59.7 63.9 67
at Birth (in Years) T 1 1 T T

Female 36.2 54.7 60.9 66.9 70
| Literacy Rate (08 | 1667 | a3s7 | s221 | 6520 | 76 |

Source: Economic Survey for various years, Ministry of Finance National Statistical Office & Ministry
af Statistics and Progranune Implementation; Government of India

On the basis of above-mentioned information, answer the following question:

The Real Per Capita Income of India (as per the given data) has increased by (approximately)
between 1951 and 2016-17:

A. 915%
B. 1015 %
C. 815%
D. 715%
Answer: A
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17. Match the situations given in Column | with their respective implications given in Column II:
(Choose the correct alternative)

Column | Column I

A Migration i. | reduced in per capita economic
growth

B Low level of academic standards ii. | Imbalance between demand and
supply of human resource

C Population- High Growth rate iii. | Brain Drain

D | Lack of proper manpower planning iv. | Mismatch between required skill and
academic standards

A.  A-ii, B-iii, C-iv, D-i
B.  A-iii, B-iv, C-i, D-ii
C. A-i, B-ii, CHiii, D-iv
D. A-ii, B-iv, C-i, D-iii
Answer: B

18. Read the following statements - Assertion (A) and Reason (R):
Assertion (A) — Expenditure on migration is a source of human capital formation.
Reason(R) — Migration to other countries involves the cost from one place to another and the
higher cost of living in the migrated places.
From the given alternatives choose the correct one:
Alternatives:
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.
Answer: B

19. Read the following statements - Assertion (A) and Reason (R):
Assertion (A) — Education contributes to economic growth.
Reason(R) — Education confers higher earning capacity on

people. From the given alternatives choose the correct one:
Alternatives:

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.

Answer: A

20. Read the following statements - Assertion (A) and Reason (R):

Assertion (A) — Both education and health increase the income-generating capacity of an
individual. Reason(R) — The contribution of an educated and healthy person to economic growth
is more than that of an illiterate and unhealthy person.

From the given alternatives choose the correct one:
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Alternatives:

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.
Answer: A
SHORT ANSWER TYPE QUESTIONS (3/4 MARKS)
21. What are the different forms of health expenditure?
Answer: The different forms of health expenditure include expenditure on:
»  Preventive medicine — medical practices which are designed to avoid or avert diseases
»  Curative medicine — health care practices that are used to treat patients with the intent of

curing them, not just reducing their pain

>

Social medicine — medical practices concerned with the role of social factors in the

occurrence, prevention and treatment of disease

>
>

22.

Provision of clean drinking water
Good sanitation

“Higher income leads to high level of human capital.” Comment.

Answer: Higher income leads to development of high level of human capital and vice versa. In
other words, high level of human capital leads to growth of income. It is believed that even a
large population, which is trained and educated, can become an asset in accelerating economic
growth and ensuring social change in desired directions.

23.

State the problems of human capital formation in India.

Answer: The problems of human capital formation are:

VV VY

24.

High cost of human capital formation
Low levels of adult and agricultural education

Less priority to secondary education
Limited stock of human capital formation

Why is it important to promote education for women in India?

Answer: It is important to promote education for women in India due to the following reasons:

>
>
>

25.

It helps in improving women’s economic independence and their social status.
Women education has a favourable impact on fertility rate and women and child health care.
Educated woman can provide better guidance to her children.

List the benefits of education.

Answer: Following are the benefits of education:

>

>
>

It gives a better social standing and pride.

It enables wise decision-making.

It enhances social outlook and develops understanding to accept the changes taking place in
society.

It stimulates innovations and facilitates adaptation to new technologies.
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LONG ANSWER TYPE QUESTIONS (6 MARKS)
26. What initiatives have been taken by the government to provide equal access of
education to all? Discuss.
Answer: The following initiatives have been taken by the government to provide equal access of
education:
»  The Government of India enacted the ‘Right to Education Act’ in 2009 to make free
education a fundamental right of all children in the age group of 6-14 years.
»  Government of India has started levying a 2 per cent ‘education cess’ on all Union
taxes. The revenue earned from education cess is spent on elementary education.
»  The government sanctions a large outlay for the promotion of higher education.
»  New loan schemes for students to pursue higher education are introduced by government.

27. Differentiate between human capital and physical capital.

Answer: Following are the points of difference between human capital and physical capital:

Human Capital

Physical Capital

Owners of human capital should be present
in the place where it is used like driver of
the bus.

Owner of physical capital need not to
be present in the place where it is
used, like

bus.

Human capital is intangible. It is not sold in
the

market. Only its services are sold.

Physical capital is tangible and can be
sold in the market.

Human capital is inseparable from its owner.

Physical capital is separable from its
owner.

It is not completely mobile between
countries

because of different nationalities and
culture.

It is completely mobile between
countries

except for some trade restrictions.

It cannot be built through imports. It is built
through policy formulation by state and the
individuals.

It can be built through imports.

Depreciation takes place with ageing but
can be

reduced through investment in education,
health etc.

Continuous use of physical capital
leads to

depreciation and change in technology
makes a machine obsolete.

Human capital benefits both owner as well
as the society

Physical capital benefits only
the one who pays the price

for the product.
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28.

>

Explain the various sources of human capital.
Answer: Following are the sources of human capital:

Expenditure on Education: Investment in education is considered as one of the source of

human capital. Investment in education gives human beings additional skills to do the same job.
It converts human beings into human capital, which enhances the labour productivity.

>

Expenditure on Health: Health is another significant source of human capital. Expenditure

on health directly increases the supply of healthy labour force and hence, a source of human
capital formation. The various forms of health expenditure are:

>

Expenditure on On-the-job Training: Firms

incur expenditure on providing on-the-job

training to their workers. Training imparts technical skills and know-how among the workers while
working at the actual work site. The workers may be trained by either of the following two
methods: i) Training within the firm under the supervision of a skilled worker ii) Off-campus

tra

>

ining

Expenditure on Migration: People migrate in search of jobs that fetch them higher salaries

than what they may get in their native places. Migration involves transportation cost, higher cost
of living in the migrated place and psychic cost of living in an unknown socio-culture set-up.
However, the increased earnings at the new place outweigh the cost of migration.
Expenditure on acquiring Information: People need to incur expenditure in order to
acquire information related to equity markets, labour markets, education, health and other
related markets. The money spent on obtaining information related to any kind of markets is
a source of human capital formation.

>

29.

Differentiate between human capital and

human development.

An

swer: Following are the points of difference be

>tween human capital and physical capital:

Human Capital
Human capital considers education and
health as a means to increase labour
productivity.

Human Development
Human development is based on the
idea that education and health are
integral to human wellbeing because
these help him make other choices.

Human capital treats human beings as a
means to an end, the end is the increase in
productivity.

In human development perspective,
human beings are ends in
themselves.

Investment in education and health is
unproductive if it does not enhance
production of goods and services.

Investment in education and health
should be made even if such
investments do not result in better

To summarise, investment in education and
health is made to increase the labour

l[abour produciivity.
To summarise, investment in
education and health is made to

30.

productivity.

Explain how investment in education sti

improve quality of fife of anm individuat.

mulates economic growth. (or) Explain

the role of education in the development of a country.
Answer: Education is an important source of human capital formation. Investment in education
stimulates economic development in the following ways:

>

Raises production. Knowledgeable and ski

lled workers can make better use of
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resources at their disposal. It will increase production in the economy. An educated and
trained person can apply his knowledge and skill at farm, factory and office to increase
production.

»  Raises efficiency and productivity. Investment in education increases efficiency and
productivity, and hence yields higher income to the people.

»  Brings positive changes in outlook and attitudes. Knowledgeable and skilled people
have modern outlook and attitudes, that they make rational choice in respect of places and
jobs.

»  Improves quality of life. Education improves quality of life as it provides better job, high
income and improves health. It results in better standard of living.
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RURAL DEVELOPMENT

In India, majority of the poor people live in rural areas. Around 22% of our total population still lives
below the poverty line.

Agriculture, with maximum share of rural economy, has grown at a meagre rate of 2.7% in the last
fifty years. During 2007-12, agriculture output has grown at 3.2%.

The share of agriculture sector to GDP was on a decline and there has been increase in the share
of industrial and service sector. However, the population dependent on agricultural sector did not
show any significant change.

Inadequate infrastructure, lack of alternate employment opportunities in the industry or service
sector, increasing casualisation of employment etc. further obstructed the process of rural
development.

So, real progress of India is possible only when rural areas and rural people are developed, so that
overall growth of India could be achieved.

MEANING OF RURAL DEVELOPMENT

Rural Development refers to continuous and comprehensive socio-economic process, attempting
to improve all aspects of rural life.

In India, agriculture is the major source of livelihood in the rural sector, with more than two-third of
India's population depending on it. So, development in agriculture will contribute to the betterment
of rural areas and rural people. However, the term rural development includes not only agricultural
development, but it involves all those aspects, which improves quality of life of people. It aims at
improving the economic and social conditions of people living in villages.

PROCESS OF RURAL DEVELOPMENT

Some of the areas, which are challenging and need fresh initiatives for development in India
include:

Development of Human Resources: The quality of the human resource needs to be improved.
Development of Infrastructure-Improvement in electricity, irrigation, credit, marketing and transport
facilities.

Land Reforms

Alleviation of Poverty: Around 22% of total population is still below the poverty line. So, there is a
serious need for taking serious steps for alleviation of and bringing significant improvement in
living conditions.

RURAL CREDIT

Growth of rural economy depends on timely infusion of capital, to realise higher productivity in
agriculture and non-agriculture sectors. In agriculture, farmers are in strong need for credit due to
long time gap between crop sowing and realisation of income.

Broadly, there are two sources, from which the farmers can raise loans:

1.Non-Institutional Sources

2.Institutional sources NABARD(National bank for
Non-Institutional Sources agriculture and Rural
Moneylenders Development)-

Relatives .

Traders and Commission Agents 1. Established on

Rich Landlords 12th July 1982.

Institutional Sources 2. Apex bank for
institutions 124




Co-operative Credit

Land Development Banks

Commercial Bank Credit

Regional Rural Banks

National Bank for Agricultural and Rural Development (NABARD)
Self-Help Group

AGRICULTURAL MARKET SYSTEM
Meaning of Agricultural Marketing

Agricultural marketing is a process that involves assembling, storage, processing, transportation,
packaging, grading and distribution of different agricultural commodities across the country.
Agricultural marketing system is an efficient way by which the farmers can dispose their surplus
produce at a fair and reasonable price.

Measures to Improve Agricultural Marketing

After Independence, the Government of India adopted the following measures to improve the
system of agricultural marketing:

1.Regulated Markets: The first measure was regulation of markets, to create orderly and
transparent marketing conditions. Regulated markets have been organised with a view to protect
the farmers from the malpractices of sellers and brokers. This policy benefited farmers as well as
consumers.

2.Infrastructural Facilities: The Government aims to provide physical infrastructure facilities like
roads, railways, warehouses, godowns, cold storages and processing units. The current
infrastructure facilities are quite inadequate to meet the growing demand and need to be
improved.

3. Cooperative Marketing: The aim of cooperative marketing is to realise fair price for farmers'
products. Cooperative Marketing is a system in which the farmers pool their marketable surplus of
crops and distribute the sale proceeds on the basis of each individual share.

Cooperative Marketing benefits the farmers in following ways:

* It improves bargaining power of farmers as they sell their produce together through one agency.
* Cooperative marketing societies help farmers in satisfying their immediate cash requirements by
providing them credit.

* Cooperative societies often have storage facilities. So, farmers are not in a hurry to sell their
produce and they can wait for better prices.

*Facility of bulk transportation of agriculture produce of farmers is often cheaper and easier.

*Different Policy Instruments: In order to protect the farmers, the government has initiated the
following policies:

Minimum Support Prices (MSP): To safeguard the interest of farmers, government fixes the
minimum support prices of agricultural products, like wheat, rice, maize, cotton etc.

Maintenance of Buffer Stocks: The Food Corporation of India (FCI) purchases wheat and rice at
the procurement prices, to maintain buffer stock.
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Public Distribution System (PDS): The public distribution system in our country operates through a
network of ration shops and fair price shops.

Agricultural marketing has come a long way with the intervention of the government. However,
despite of government intervention:

Emerging Alternate Marketing Channels

Origin of Farmers Market: Farmers can increase their incomes, if they directly sell their produce to
consumers.

Apni Mandi in Punjab, Haryana and Rajasthan

Hadaspar Mandi in Pune;

Rythu Bazars in Andhra Pradesh and Telangana;

Uzhavar Sandies (farmers market in Tamil Nadu).

DIVERSIFICATION OF AGRICULTURAL ACTIVITIES
Reason for Diversification

There is greater risk in depending exclusively on farming for livelihood; and
To provide productive sustainable livelihood options to rural people.

Types of Diversification

Diversification includes two aspects:

1.Diversification of Crop Production (Change in Cropping Pattern);

2. Diversification of Productive Activities (shift of workforce from agriculture to other allied activities
and non- agriculture sectors).

Diversification of Productive Activities

As agriculture is already overcrowded, a major proportion of the increasing labour force needs to
find alternate employment opportunities in other non-farm sectors.
It would provide alternative avenues of sustainable livelihood and would raise the level of income.

Information Technology
(Involves use of computers and
telecommunications to retrieve and
store and transmit information)

Animal Husbandry i Hortk’:t;nltttnlre s
Concerned with breeding, rearin, nvolves cultivating fruits,
f and caring for farm an?mals) o NA"r:'aF:L':‘ vegetables, tuber crops, etc)

Employment
Dairying Fisheries
(Involves breeding, ralsing and e (Involves catching, processing
utilisation of dairy animals for or selling of fish and other
various daliry products) aquatic animals)

Operation flood is a system, whereby all the farmers can pool their milk produce according to
different grading and the same is processed and marketed to urban centres through cooperatives.
The period of 1991-2003 is known as Golden Revolution because during this period, the planned
investment in horticulture became highly productive and the sector emerged as a sustainable
livelihood option.

SUSTAINABLE DEVELOPMENT AND ORGANIC FARMING
In recent years, there is a considerable rise in awareness of the harmful effects of chemical- based
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fertilizers and pesticides. So, efforts have been made to evolve technologies, which are eco-
friendly and are essential for sustainable development. One such eco-friendly technology is
'‘Organic Farming'.

Meaning of Organic Farming

Organic farming is the form of agriculture that relies on techniques such as crop rotation, green
manure, compost and biological pest control. This method avoids the use of synthetic chemical
fertilizers and genetically modified organisms.

Benefits of Organic Farming

1.Economical Farming: Organic Farming offers a means to substitute costlier agricultural inputs
(such as HYV seeds, chemical fertilisers, pesticides, etc.) with locally produced cheaper organic
inputs.

2.Generates income through exports: It generates income through international exports as demand
for organically grown crops is on a rise.

Provides Healthy Food.

3.Source of Employment: Organic farming generates more employment opportunities as it requires
more labour input than conventional farming.

4.Safety of environment: The produce of organic farming is pesticide-free and is produced in an
environmentally sustainable way.

5.Sustains Soil Fertility: Organic farming improves soil fertility through the application of organic
matter inputs in the form of animal manures, compost and farmyard manure.

Challenges before Organic Farming

1.Less Popular: Organic farming needs to be popularized by creating awareness and willingness
on the part of farmers, for adoption of new technology. There is a serious need for an appropriate
agriculture policy to promote organic farming.

2. Lack of infrastructure and marketing facilities: Organic farming faces problems of inadequate
infrastructure and marketing facilities.

3.Low Yield: Organic farming has a lesser yield in the initial years as compared to modern
agricultural farming. As a result, small and marginal farmers find difficult to adapt to large-scale
production.

4.Shorter food life: Organic produce has a shorter shelf life as compared to sprayed produce.

5.Limited choice of crops: The choice in production of off-season crops is quite limited in organic
farming.

In spite of all these limitations, organic farming helps in sustainable development of agriculture and
India has a clear advantage in producing organic products, for both domestic and international
markets.

OBJECTIVE TYPE QUESTIONS

A. Multiple Choice Questions
1. Which of the following is an institutional source of rural credit?
a. Moneylenders b. Friends c. Landlords d. Land development banks

2. Which of the following is a non-institutional source of rural credit?
a. Land development banks b. Commercial banks
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c. Moneylenders d. Regional Rural Banks

w

. When was NABARD set up?
. 1951 b. 1975 c. 1991 d. 1982

Q

. TANWA was set up to:

. Train farmers for organic farming methods

. Train women in latest agricultural techniques
. Practice green revolution

. Arrange credit for the farmers

O 0T b~

5. Which Indian state became a leader in setting up of milk cooperatives?
a. Uttar Pradesh b. Tamil Nadu c. Punjab d. Gujarat

6. A substantial rise in the production of Milk during 1960-2002 is known as.
a. White Revolution b. Green Revolution

c. Operation Milk d. Golden Revolution

7. Operation Flood is also known as

a. White Revolution b. Green Revolution

c. Operation Milk d. Golden Revolution

8. The term Operation Flood is associated with

a. A substantial rise in generation of hydro-electricity.

b. A substantial rise in milk production.

c. Techniques used to control floods.

d. A substantial rise in the agricultural production.

. Which of the following is not related to agricultural marketing?
. Grading or assembling the produce after harvest.

. Credit taken to make investments on agriculture.

. Grading and distribution of the produce after harvest.

. Storage of the produce for sale in future.

o 0O T O

10. Which of the following plays an important role in meeting micro credit needs in rural
Areas?

a. Regional Rural Banks b. NABARD

c. Commercial Banks d. Self Help Groups

11. Farmers need short term credit for:

a. Making any permanent improvement on land
b. Purchase of tractors and other machinery

c. Purchase of seeds and manures

d. Purchase of new land

12. The problem(s) faced in rural banking is/are:

a. Inadequate credit delivery mechanism

b. Agricultural loan default rates are high

c. Requirement of collateral keeps majority of households out of credit network
d. All of these

13. Name the apex body which governs the financial institutions aiming at expansion of
Credit for agriculture and other economic activities in rural areas.
a. NABARD b. RBI c. Regional Rural Banks  d. Commercial Banks

14. The government fixes the minimum support price in order to:
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a. Safeguard the interest of consumers.

b. Safeguard the interest of farmers.

c. Enhance export earnings from agricultural commodities.
d. None of these.

15. Distress sale by the farmers refers to:
a. Sale of property to repay loans.
b. Sale of crops directly to the consumers.
c. Selling crops at the minimum support price fixed by the government.
d. Selling of crops by farmers at a very low price to meet urgent cash needs.
Answer
1.(d)2.(c)3.(d) 4. (b)5.(d)6.(a) 7. (a) 8. (b) 9. (b) 10. (d) 11. (c) 12. (d) 13. (a) 14. (b) 15. (d)

Que.1 Match the following

(1) Distribution of food grains at subsidised rates (a) NABARD
(ii) Assurance of minimum price to farmers for agricultural (b) TANWA
products
(iif) Apex bank for monitoring Rural financing (c) MSP
(iv) Project initiated to train women in latest agricultural (d) PDS
techniques

Que.2
(i) Eco-friendly agricultural technology (a) Self Help Groups
(i) Growing of fruits, vegetables, flowers etc. (b) Operation flood
(iii) Processing and marketing of Milk through cooperatives (c) Organic farming
(iv) Micro-credit programmes (d) Horticulture

Ans  1.(i) (d) (i) (c) (i) () (iv) (b)
2.(1) (c) (i) (d) (iii) (b) (iv) (a)

Assertion-Reasoning MCQOs
Directions: There are two statements marked as Assertion (A) and Reason (R). Read the
statements and choose the appropriate option from the options given below
(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, but 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): Rural Banking has always given lesser attention to the credit requirements of small
and marginal farmers.
Reason (R): Marginal farmers enjoy better creditworthiness.

Ans. (c) Because the Benefits of rural banking mostly enjoyed by the rich farmers.

2.Assertion (A): Rural Development includes only agricultural development

Reason (R): Rural Development aims at improving the economic and social conditions of people
living in villages.

Ans. (d) Assertion (A) is False but Reason (R) is true.

3.Assertion (A): The focus of Self-Help Group (SHG) is largely on the rural poor.
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Reason (R): Rural Poor have no sustainable access to the formal banking system.

Ans. a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct explanation of
Assertion (A).

4.Assertion (A): India ranks first in the world in milk production.
Reason (R): India’s milk production increased due to operation Flood.

Ans. a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct explanation of
Assertion (A).

5.Assertion (A): Indian Government took various measures to improve agricultural marketing
Reason (R): Farmers were often forced to sell at low prices due to a lack of required market
information.

Ans. a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct explanation of
Assertion (A).

6.Assertion (A): Diversification of crop production led to shift from single cropping system to a
multi- cropping system.

Reason (R): It reduced the income of farmers due to increase in market risk because of price
fluctuation.

Ans. c¢) Assertion (A) is true but Reason (R) is False

Fill in the blanks
1. is the major source of livelihood in the rural sector credit.

2. Moneylenders and traders are___source of finance in rural areas.
3. is the apex body to coordinate the activities of all institutions involved in the rural
financing system.

4. Commercial banks and regional rural banks are examples of sources of
credit.

5. The Self-Help Groups promote thrift among rural households and promote credit
programmes.

6. is a process that involves the assembling, storage, processing,
Transportation, packaging, grading and distribution of different agricultural commodities.

7. NABARD was set up in the year .

8. maintains buffer stocks of wheat and rice in India.

9. in the dairy development program which transformed India into the World’s
largest milk producer.

10. sources provide major contribution to the total value of fish production in India.

11.Growing of flowers, fruits and vegetables is termed as

12.India ranks in fruits and vegetables production in the world.

13. A system of farming that maintains and enhances the ecological balance is called

14. is a women-oriented community-based poverty reduction programme being
implemented in Kerala.

15.1n the year__India adopted social banking and multi-agency approach to meet the needs of
rural credit.

1. Agriculture 2. Non-institutional 3. NABARD 4. Institutional 5. Micro
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6. Agricultural marketing 7. 1982 8. Food Corporation of India 9. Operation Flood
10. Inland 11. Horticulture 12. Second 13. Organic farming 14. Kudumbashree 15. 1969

VERY SHORT ANSWER QUESTIONS

What do you mean by rural development?

What are the two purposes for which Indian farmers require credit?

What are the two main sources of agricultural finance in India?

Who occupies the prime place in non-institutional agricultural finance in India?
Name the main sources of institutional agricultural finance in India?

Give two main problems of institutional agricultural finance in India.

What is organic farming?

What do you mean by agricultural marketing?

Mention two important government measures undertaken to improve the agricultural
marketing system in India.

CoNoOO~WNE

ANSWER
1.Rural development implies both the economic betterment of the people as well as Greater social
transformation in the rural sector.

2.Productive Purpose; and Non-productive Purpose.

3.Non-institutional sources; and Institutional sources.
Moneylender.

5.Cooperative credit societies; Regional Rural Banks; Commercial Banks; Kisan Credit Card,;
SHGS.

6. (i) Inadequate credit and generally taken by the rich farmers
(i) High level of over dues and defaulters.

7.When farming is done with the use of organic manure, bio-fertilisers and organic Pesticides, it is
called organic farming.

8. Agricultural marketing involves several activities such as collecting, storage, processing,
Transportation, packaging, grading and distribution of agricultural products.

9.(i) Organisation of regulated markets
(i) Cooperative marketing.

3 Marks Questions

Q-1 Discuss the importance of credit in rural development.

Ans. Growth of rural economy depends primarily on infusion of capital, from time, to realize higher
productivity in agriculture and non-agriculture sectors.

As the gestation gap between crop sowing and realization of income after production is quite long,
farmers borrow from various sources (formal and informal) to meet their requirements on Seeds,
fertilizers etc. and other family expenses of marriage, religious ceremonies etc.

Q2“The Prime Minister urged to increase the rural income by increasing non-farm activities.
“Explain how non- Farm activities can lead to rise in income of people in rural sector.

Ans.
Non-farm activities (Agro-processing industries, poultry, craft, handloom) provide alternative
avenues for sustainable livelihood and may raise the level of income as the risks due to

131



fluctuations in production and market prices is generally less.

Agriculture in India is mainly a seasonal occupation, however, during off seasons, it
becomes difficult to find employment and stabilize farmer’s income.

Thus, the Prime Minister has urged appropriately in the best interest of the farmers of the
rural India.

Q-3 Discuss the role of the rural banking system in the process of rural development in
India.

Ans - In India, the rural banking system has come up with a lot of Support for the farmers
and has led to rural development, Directly or indirectly.

Farmers have begun to avail adequate credit at cheaper rates from the formal credit
sources for their production needs.

It has helped to the Increase the rural farm and non-farm output, Income and employment in
rural areas.

Q4. State any three challenges facing rural development in India.

Ans. Three challenges faced by rural development in India are:
development of human resource.

development of infrastructure

Measures for alleviation of poverty

Q5. Why is agricultural diversification essential for sustainable livelihoods?

Ans. Agricultural diversification is essential for sustainable livelihoods because: 1: There is
greater risk in depending exclusively on farming for livelihood;

2: To provide supplementary gainful employment to rural people and to enable them to
overcame poverty by earning higher level of income.

QUESTION (4 Mark)
Q1. “Information technology plays a very significant role in achieving sustainable
development and food security.” Explain.

Ans. l)Information technology plays a very significant role in achieving sustainable
development and food security by following ways

i)Government can predict areas of food insecurity and vulnerability using appropriate
information and software tools.

i) It also has a positive impact on the agriculture sector as it can distribute information
regarding emerging technologies and its applications.

(iv) Issues like weather forecasting, crop treatment, fertilizers, pesticides, storage conditions
etc. can be well administered, if expert opinion is made available to the farmers.

(iv) The quality and quantity of crops can be increased manifold, if the farmers are made
aware of the latest equipments, technologies and resources.

It has potential of employment generation in rural areas.

Q.2 Mention some obstacles that hinder the mechanism of agricultural marketing.

Ans. Some obstacles that hinder the mechanism of agricultural marketing:
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Farmers, while selling their produce to traders, suffered from faulty weighing and
manipulation of accounts.

Farmers who did not have the required information on prices prevailing in markets were
often forced to sell at low prices.

They also did not have proper storage facilities to keep back their produce for selling later at
a better price. Even today, more than 10 per cent of goods produced in farms are wasted
due to lack of storage.

Q3. Explain the role of micro-credit in meeting credit requirements of poor.

Ans.

Self-help group (SHG) has emerged as the major micro finance programmed in the country
in recent year.

There focus is largely on those rural poor, who have no sustainable access to the formal
banking system. So, their target groups comprise of small and marginal farmers, agricultural
and non- agricultural laborers, artisans etc.

SHGs promote thrift in small proportions by a minimum contribution from each member.
From the pooled money, credit is given to the needy members at reasonable interest rates,
which is to be repaid in small installments.

By March 2003, more than seven Laky SHGs had reportedly been credit linked. Such credit
provisions are generally referred to as micro-credit programmers. SHGs have also helped in
the empowerment of women.

Q4. What is organic farming and how does it promote sustainable development?

Ans. Organic farming is the form of agriculture that relies on techniques such as crop
rotation, green manure, compost and biological pest control.

Organic farming is the process of producing safe and healthy food, without leaving any
adverse impact on the environment.

This method avoids the use of synthetic chemical fertilizers and genetically modified
organism. It means, organic farming promotes sustainable development as it restores,
maintains and enhances the ecological balance.

The produce of organic farming is pesticide-free and is produced in an environmentally
sustainable way.

Q5. Enlist some problems faced by farmers during the initial years of organic farming.

Ans. Some of the problems faced by farmers during the initial years of organic farming are:
In the initial years organic farming has a lesser yield as compared to modern agricultural
farming. As a result, small and marginal farmers find difficult to adapt it at large scale.
Organic farming faces problems of inadequate infrastructure and marketing facilities.
Organic produce has a shorter shelf life as compared to sprayed produce.

The choice in production of off-season crops is quite limited in organic farming.

QUESTION (6mark)
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1.Critically evaluate the role of the rural credit / banking system in the process of rural
development in India. Also, give some suggestions to improve the situation.

Ans. The institutional structure of rural banking consists of commercial banks, regional rural
banks (RRBs), cooperatives and land development banks. They are expected to dispense
adequate credit at cheaper rates.

Role: In India, the rural banking system has come up with a lot of support for the farmers
and has led to rural development, directly or indirectly.

Farmers have begun to avail adequate credit at cheaper rates from the formal credit
sources for their production needs.

It has helped to increase the rural farm and non-farm output, income and employment in
rural areas.

We have now achieved food security which is reflected in the abundant buffer stocks of
foods grains.

Criticisms: In spite of it, following problems have been faced in the rural banking such as:
The volume of rural credit in the country is still insufficient in comparison to its demand and
institutional sources have failed to cover the entire rural farmers of the country.

Less attention has been given on the credit requirements of needy (small and marginal
farmers) and the problem of overdue in agricultural credit continues.

Except commercial banks, other formal institutions have failed to develop a culture of
deposit mobilization lending to worthwhile borrowers and effective loan recovery.
Agriculture loan default rates have been chronically high. Farmers are deliberately refusing
to pack back loans.

To improve the situation, it is suggested that:

Banks need to change their approach from just being lenders to building up relationship
banking with the borrowers.

Inculcating the habit of thrift and efficient utilization of financial resources needs to be
enhanced among the farmers too.

Q2. What is the importance of credit in rural development? Explain the role of micro-credit
programmes in meeting the credit requirements of the poor.

Ans. Importance of credit in rural development: Rural economic Development depends
primarily on infusion of capital Credit, from time to time, to realize higher productivity in
agriculture and non- agriculture sectors.

As the time Gestation between crop sowing and realization of income after production is
quite long, farmers need credit to meet Their initial investment on seeds, fertilizers,
implements and other family expenses.

Micro-credit programmes: Formal credit delivery mechanism Has proven inadequate for
rural development. Since some Kind of collateral is required, vast proportion of poor
Households were automatically out of the credit network. Recently, self-help groups (SHGS)
have emerged to fill the Gap in the formal credit system.

The SHGs promote thrift in small proportions by a minimum contribution from each member.
From the pooled money, credit is given to the needy members to be repayable in small
instalments at reasonable interest rates.

Such credit provisions are Generally referred to as micro-credit programmes. SHGs Have
helped in the empowerment of women. However, it is Alleged that borrowing is mainly
continued to consumption Purposes, rather than productive purposes.
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CASE STUDY

Since ages, farmers in India have taken recourse to debt. In the earlier times the same was
from informal sources. Since independence with the efforts of the government, formal
sector has actively come into picture. Farmers borrow not only to meet their investment
needs but also to satisfy their personal needs. Uncertainty of income caused by factors likes
crop failure caused by irregular rainfall, Reduction in ground water label, locust/other pest
attack etc. These reasons push them into the clutches of the private money Lenders, who
charge exorbitant rates of interest which add to their miseries.

Various governments in India, at different times for different reasons, introduced debt
relief/waiver schemes. These schemes are Used by governments as a quick means to
extricate farmers from their indebtedness, helping to restore their capacity to invest and
produce, in short to lessen the miseries of the farmers across India. The costs and benefits
of such debt relief schemes are, however, a widely debated topic among economists. Some
economists argue that such schemes are extremely beneficial to the marginalized farmers
while others argue that these schemes add to the fiscal burden of the government, others
believe that these schemes nay develop the expectation of repeated bailouts among
farmers which may spoil the credit culture among farmers.

1.Uncertainty of income for farmers in India is majorly caused by___(irregular
rainfall/unavailability of loans)

2.Some economists argue that debt waiver schemes are extremely beneficial to the poor
and marginalized farmers, as these Schemes reduce the burden of_
(indebtedness/personal expenditures)

3.The rural banking structure in India consists of a set of multi-agency institutions.
(Regional Rural Banks /Small Industries Development Bank of India) is expected to
dispense credit at cheaper rates for agricultural purposes to farmers.

4. (Regional Rural Banks/ Land Development Banks) is the most prominent body
responsible for providing loans for long term land development.

Answer:

1.irregular rainfall
2.indebtedness

3.Regional Rural Banks
4.Land Development Banks

Credit in Rural Areas of India

At the time of independence, moneylenders and traders exploited small and marginal
farmers and landless labourer by lending to them on high interest rates and by manipulating
the accounts to keep them in a debt-

trap. A major change occurred after 1969 When India adopted social banking and
multiagency approach to adequately meet the needs of rural credit. The institutional
structure of rural banking today consists of a set of multi-agency institutions, namely,
commercial banks, regional Rural banks (RRBSs), cooperatives and land development
banks. They are expected to dispense adequate credit at cheaper rates. Recently, Self-
Help Groups (SHGs) have emerged to fill the gap in the formal credit system. The SHGs
promote thrift in small Proportions by a minimum contribution from each member. From the
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pooled money, credit is given to the needy members to be Repayable in small instalments
at reasonable interest rates. By May 2019, nearly 6 crore women in India have become
member in 54 lakh women SHGs. About 10-15,000 per SHG and another 2.5 lakhs per
SHG as a Community Investment Support Fund (CISF) are provided as part of renovating
fund to take up self-employment for income generation.

Q-1 _ Was set up in 1982 as an apex body to coordinate the activities of all institutions
involved in the rural financing System. (1)

Q2. The ____Was a harbinger of major changes in the credit system as it led to the
diversification of the portfolio of Rural credit towards production-oriented lending.
(a)Green Revolution

(b)White Revolution

(c)Golden Revolution

(d) None of these

Q3.Recently, Self-Help Groups (SHGs) have emerged to fill the gap in the formal credit
system. Such credit provisions are Generally referred to as__

Q-4 Which of the following is not a part of the institutional structure of rural banking today?
Commercial banks

i)Regional Rural Banks (RRBSs)

i)Non-Banking Finance Companies (NBFCs)

iiilLand Development Banks

iv)The National Bank for Agriculture and Rural Development (NABARD)

Ans (a) NABARD

(b) Green Revolution

(c)micro-credit programmes

(d) Non-banking Finance Companies (NBFCs)
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EMPLOYMENT GROWTH, INFORMATION AND OTHER ISSUES

Worker: Workers include all those people who are engaged in work whether for others (paid workers or self-
employed)

People included in workers: It is not only people those who are paid workers also includes self-employed people like
shopkeepers, barbers, cobblers etc.. Workers include all those people who are engaged in work whether for others
(paid workers or self-employed)

Labour Force: All persons, who are working (who have a job) and though not working, are seeking and are available
for work, are dram to be in the labour force.

labour force participation rate-The ratio of labour force to total participation is called labour force participation rate.
Work force: The number of persons, who are actually employed at a particular time are known as work force.
worker population ratio- Worker- population ratio is the percentage of total population engaged in work.

Total number of workers in India

WPR = x 100

No. of work population In India

It helps in knowing the proportion of population that is actively contributing to the production of goods and services
of a country.

Casual Wage Labourer- Workers who are not hired by their Employers on a regular or permanent basis (i.e.do not
have job security) and do not get social security benefits, are termed as casual wage labour.

Informalisation of workforce- Informalisation of workforce refers to a situation whereby the proportion of workforce
in the informal sector to total workforce increases. 93 % labors is in informal sector.

Jobless growth refers to a situation when the Economy is able to produce more goods and service without a
proportionate increase in Employment opportunities.

Regular workers: Workers who are hired by their employers on a permanent basis and also get social security
benefits (like pension, provident fund, etc.) are higher in regular workers

Employment: Employment is an activity which enables a person to earn his means of living.

Full employment: Full employment is a situation in which all the workers who are capable of working and willing to
work get an employment at a prevailing wage rate.

Self-employment: When the worker uses his own resources to work and make a living then we call it as Self
Employment.

Frictional unemployment-Temporary unemployment, which exists during the period, wherein. Workers leave one
role and join some other, are called frictional unemployment

Seasonal unemployment- Unemployment that occurs at certain seasons of the year is known as Seasonal
unemployment.

Disguised unemployment- Disguised unemployment refers to a state in which more people are engaged in work than
are really needed.

Formal sector establishment- All the public enterprises and private establishments, which Employ10 or more hired
workers are called formal sector establishments.
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Informal sector Establishment- All those private enterprises which hire less than 10 workers are called Informal
sectors.

Casual workers -refer to those workers who do not work throughout the year. They only work for few months.
Casual workers are not hired by employers on a regular basis. They do not enjoy social security benefits like
provident fund, gratuity, etc. They are generally unskilled workers. For example: workers working at a construction
site

Cost push inflation -is inflation caused by an increase in prices of inputs like labour, raw material, etc. The increased
price of the factors of production leads to a decreased supply of these goods.

Demand-pull inflation- is a term used to describe when prices rise because the aggregate demand in an economy is
greater than the aggregate supply.

Questions & Answers
Q 1) Why is the Self — Employed work force higher in rural areas?

In case of rural areas, Self Employed Workers are greater as majority of rural people are engaged in farming on their
own plots of land.

Q 2) Are the following workers- a beggar, a thief, a smuggler, a gambler? Why?
No, they are not workers because they are not doing any productive activity.

Q 3) Meena is a housewife. Besides taking care of household chores, she works in the cloth shop which is owned and
operated by her husband. Can she be considered as a worker? Why?

A person who is involved in the production activity and contributes to the generation of GDP is referred to as
worker. As here Meena works in the cloth shop to support her husband and contributes to GDP by rendering her
services, so, she can be considered as a

worker.

Q 4) Find the odd man out (i) rickshaw puller who works under a rick- shaw owner (ii) mason (iii) mechanic shop
worker (iv) shoeshine boy.

Shoe shine boy is a odd man out. All others (a rickshaw puller, a mason, and mechanic shop worker) are hired
workers. They render their services to their employers and receive rewards in the form of salaries or wages in return.
On the other hand, shoe shine boy is a self-employed worker and carries out his occupation himself. In other words,
he is engaged in his own profession.

Q 5) why are regular salaried employees more in urban areas than in rural areas?

Regular salaried employees are more in urban areas as considerable section of urban people are able to study in
various educational institution and it enables them to look for an appropriate job to suit their qualifications and
skills. However, in rural areas, most of the people are illiterate and lack skills, which are needed for regular
Employment.

Q6)-Why are less women found in regular salaried employment?

Lesser women are found in regular salaried employment as compared to men because a larger proportion of women
are engaged in the economic activities without stable contracts and steady income. The stable contracts and steady
income are two features prevalent in the regular salaried employment. Women are engaged in informal segments of
the economy, where they are not entitled to any social security benefits. Moreover, women work in more vulnerable
situations than men and have lower bargaining power and, consequently, are paid lesser than the male workforce.
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Thus, the women workers are more likely to be found in the self-employment and casual work as compared to men
rather than regular salaried employment.

Q 7 How will you know whether a worker is working in the informal sector?

i. A worker working in an enterprise (other than the public sector establishments and the private sector
establishments) hiring 10 or less than 10 workers.

ii. This sector includes millions of farmers, agricultural labourers, owners of small enterprises and self employed.
These sections of people are not hired worker.

iii. A worker working in informal sector does not enjoy social security benefits such as provident fund, gratuity,
pension, etc.

iv. The economic interest of the workers working in the informal sector is not protected by any Labour Laws other
than Minimum Wages Act. Therefore, workers in the informal sector are highly exposed to the uncertainties of the
market and have low bargaining power.

Q 8) You are residing in a village. If you are asked to advice the village panchayat, what kinds of activities would you
suggest for the improvement of your village which would also generate employment.

i. Increase Production: It is of prime importance to increase production in the agricultural and industrial sectors in
order to increase employment. For this purpose, small scale and cottage industries should be promoted. This will not
only generate new employment opportunities but also assist the industrial sector, as the production of the small
scale and cottage industries act as subsidiaries to the industrial sector.

ii. Increase Productivity: The demand and productivity for labour are directly related to each other. The higher
productivity generates higher profits that in turn implies higher investment and generates higher demand for labour.
Rural workers should be imparted technical knowledge and modern know-how that will not only increase their
productivity but also enhance their acceptability of modernisation.

iii. Control over Population: Population explosion is one of the important concerns for India. It hinders economic
growth prospects. The rising population leads to the rise in unemployment and, therefore, poverty. Thus, rural
people should be made aware of various birth control measures and also the benefits associated with family
planning and nuclear-family.

iv. Creating Non-agricultural Employment: India being an agrarian economy employs a major proportion of
workforce in the agricultural sector. The development of this sector is still a far cry and, consequently, suffers from
disguised unemployment. Moreover, as agriculture is a seasonal occupation, so, many farmers remain unemployed
for three to four months in a year. Thus, it is necessary to engage these people in non-agricultural sectors for the
phase they are off from cultivation. Creation of non-agricultural job like pottery, handicrafts, not only reduces
disguised unemployment but also contributes to enhanced income to the farmers in the off-season, which could be
invested in the farm to improve farm productivity and farm products.

v. Easy Credit and Finance: Often, the rural people find it difficult to access finance due to the lack of sufficient
financial institutions in the rural areas. Even if the finance or the credit is available, then this is provided at higher
lending rates. The lack of credit acts as a bottleneck for the rural growth. Thus, financial institutions and banks
should be set up to provide easy credit to the rural people.

vi. Education and Health Facilities: Rural areas have always lagged behind in education and health care facilities. This
not only impedes their productivity but also reduces their life expectancy and quality of standard of living. Along
with primary and secondary schools, night schools for adults, imparting technical education and technical know-how,
proper sanitation and hospitals should be established in the rural areas.
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Q 9) Victor is able to get work only for two hours in a day. Rest of the day, he is looking for work. Is he unemployed?

Why? What kind of jobs could persons like Victor is doing?

Yes, Victor is an unemployed worker. He works for two hours a day but a major portion of the day he is looking for
work and is unemployed. This implies that he is an underemployed worker. The situation of underemployment refers
to a situation in which a person gets work for lesser time than the time he actually can and wants to work. According

to the National Sample Survey Statistics, a person who is employed for less than 28 hours in a week is called

underemployed. Victor could do jobs that are part time in nature like dropping news papers, working in a restaurant,

delivering couriers, bank tellers
UNEMPLOYMENT:-Situation when people are willing to work at the existing wage rate,
and are able to work, but are not getting work.

WORKER: - All those who are engaged in economic activities, in whatever capacity — high

or low, are workers (Those activities which contribute to the gross national product are called

economic activities).

SELF-EMPLOYED WORKERS: - Those workers who are engaged in their own business

or own profession.

HIRED WORKER: - Those workers who work for others and get wages and salaries as a
reward for their services.

CASUAL WORKERS:- Casual workers are like daily wagers, not on permanent rolls of the
employer, and not entitled to social security benefits.

REGULAR WORKERS:- Workers are hired on regular basis and are on permanent pay-roll
of their employees and are entitled to social security benefits.

LABOR SUPPLY: - amount of labour that the workers are willing to offer corresponding to
different wage rates.

LABOR FORCE:- Number of persons actually working, or willing to work at the existing
wage rate.

WORK FORCE: - Number of persons actually working, and does not account for those who
are willing to work.

JOBLESS GROWTH: - Jobless growth is a situation when the level of output in the
economy tends to rise owing to innovative technology without any perceptible rise in the
level of employment.

SIZE OF WORK FORCE IN INDIA:- 1.India has a workforce of nearly 47.3 crore of

persons. 2.About 70% of the workforce of the male workers and only 30% are female
workers. 3.Nearly 75% of the workforce found in rural areas and urban workforce is only
25% of the total. 4.Female workforce in rural areas is nearly 25% , while it is only 20% in

urban areas
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RATE OF PARTICIPATION IN INDIA (RURAL- URBAN, MALE- FEMALE RATE

OF PARTICIPATION):- (i) Rate of participation for the urban areas is about 33.9 % in
2017-18 (ii) Rate of participation for the rural areas is about 35% in 2017-18 (iii) In urban
areas, rate of participation is about 53% for man and 14.2% for women. (iv) In rural areas,
rate of participation is about 51.7% for man and 17.5% for women.

SELF- EMPLOYMENT AND HIRED WORKERS IN INDIA:- URBAN WORKERS:- Hired worker 61% and self-employed 38%
(2017-18). RURAL WORKERS:- Hired worker

42% and self-employed worker 58% (2017-18)

MALE WORK FORCE: - Hired male worker 48% and self-employed 52% (2017-18).

FEMALE WORK FORCE:- Hired female worker 48% and self-employed female worker 52%(2017-18).
CAUSES OF LOWER WOMEN PARTICIPATION IN WORK: - 1.women education in

India is still lagging behind implies low employment opportunities for women 2.In urban
areas, most families do not like women to do work 3.Women, by and large, undertake
productive work only under compulsion 4. Many activities performed by women of India are
not recognized as economic activities.

EMPLOYMENT IN FIRMS, FACTORIES AND OFFICES:- In the course of economic
development of a country, labour flows from agriculture and other related activities to
industry and services. Generally, we divide all economic activities into eight different
industrial divisions. They are (i) Agriculture (ii) Mining and Quarrying (iii) Manufacturing
(iv) Electricity, Gas and Water Supply (v) Construction (vi) Trade (vii) Transport and
Storage and (viii) Services.

For simplicity, all the working persons engaged in these divisions can be clubbed into
three major sectors viz., (a) primary sector which includes (i) , (b) secondary sector which
includes (ii), (iii), (iv) and (v) and (c) service sector which includes divisions (vi), (vii) and
(viii).

DISTRIBUTION OF WORKFORCE IN DIFFERENT SECTORS (OCCUPATIONAL
STRUCTURE):-Percentage distribution of our workforce across primary, secondary tertiary
sectors of the economy during the year 2017-18 - (i) Primary sector- primary sector is the
main source of employment in India, which provides employment to about 44.6% of the
workforce. (ii) Secondary sector — In this sector provides employment only about 24.4% of
workforce. (iii) Tertiary sector- Nearly 31.0% of the workforce are employed in the service
sector. DISTRIBUTION OF RURAL-URBAN WORKFORCE ACROSS DIFFERENT

SECTORS:- (I) About 59.8% in rural areas and 6.6% in urban workforce depends upon
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agriculture and allied activities (2017-18). (ii) About 20.4% rural workforce and 34.3%urban workers are working in
secondary sector (2017-18). (iii) Nearly 19.8% rural

workforce and 59.1% % urban workers are working in tertiary sector (2017-18). DISTRIBUTION OF MALE-FEMALE
WORKFORCE ACROSS DIFFERENT

SECTORS:- 1. Male and female workers are heavily employed in the primary sector 2. A
huge percentage of female workforce is engaged in primary sector that is 57.1% and about
40.7% male are employed in that sector (2017-18). 3. About 17.7% female workforce and
26.5% male workers are working in secondary sector (2017-18) 4. Nearly 25.2% female

workforce and 32.8% male workers are working in tertiary sector (2017-18). JOBLESS GROWTH:-“ Jobless growth is a
situation when the level of output in the

economy tends to rise owing to innovative technology without any perceptible rise in the
level of employment”.

(i) Jobless growth leads to chronic unemployment, even when there is a rise in

GDP(ii) During the recent past, GDP of India grew positive and higher than the
employment growth

Why are we relying more on technology and less on employment? :- 1.0ur growth

process is being increasingly hijacked by MNCs 2.MNCs achieving high growth through
efficient use of technology rather than through greater use of manpower 3.Result growth is
moving faster than the opportunities of employment.

CASUALISATION OF WORKFORCE:-“It is refers to a situation when the percentage of
casually- hired workers in the total workforce tends to rise over time” The distribution of
workforce in different status indicates that over the last four decades (1972 -2012), people
have moved from self-employment and regular salaried employment to casual wage work.
Yet self-employment continues to be the major employment provider. Scholars call the
process of moving from self-employment and regular salaried employment to casual wage

work as casualisation of workforce. Distribution of workers by category of employment: - 1.Self- employment
2.Regular workers 3. Casual workers

INFOALISATION OF WORKFORCE:- “Situation where percentage of workforce in the

formal sector tends to decline and that in the informal sector tends to rise”. Classify the
workforce into two categories:

FORMAL WORKERS: - 1.Work in organized sector of the economy 2. Are entitled to

social security benefits 3.Can form trade unions 4.Are protected by various labor laws.
INFORMAL WORKERS: - 1.Work in unorganized sector of the economy 2. Are not

entitled to social security benefits 3.Cannot form trade unions 4.Are not protected by various

labor laws.
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RURAL AND URBAN UNEMPLOYMENT (NATURE OF UNEMPLOYMENT IN INDIA)

RURAL UNEMPLOYMENT: - 1.Disguised unemployment:- “When the number of

workers engaged in a job much more than actually required” for example If three persons are
required to cultivate a farm measuring one hectare but actually six persons are engaged there,
then three persons are disguisedly unemployed. disguised unemployment is a feature of
Indian agriculture because:- (i) On account of joint family system (ii) Per person holding size
continues to shrink (iii) Lack of job opportunities outside agriculture. 2. SEASONAL
UNEMPLOYMENT:- It occurs simply because agriculture is a seasonal occupation .

During the off- season, often the farm workers are out of job. They have no work to do .
Workers engaged for few month in a year rest of period, they remain unemployed. There are
three sources of data on unemployment (i) Reports of Census of India, (ii) National Sample
Survey Organisation’s (NSSO) Reports (iii) Employment Exchanges.

URBAN UNEMPLOYMENT:- 1.Industrial unemployment :-“ Industrial unemployment

refers to the unemployment among the illiterates who wish to work in industries, mining,
transport, trade and construction activities, but are not getting jobs because of insufficient
demand for labor” . The principal causes of Industrial unemployment are :- (i) Rapid rise in
population overtime (ii) Concentration of industry in the urban areas (iii) Labor- saving
western Technology . 2. Educated unemployment: - “Among the educated people which

include matriculates to higher educated” educated unemployment arises due to :- (i) On

account of expansion of educational institutions (ii) Education system in India is not job- oriented (iii) Increase in the

size of educated labor force.

COMMON TYPES OF UNEMPLOYMENT ACROSS RURAL AND URBAN

AREAS:- 1.0pen unemployment :- “When worker is willing to work, and has the necessary
ability to work, yet he does not get work”(found among agricultural and educated persons)
2.Structural unemployment:- “Structural unemployment occurs due to structural change in
the economy.” Structural changes are broadly of two types: (i) Changes in technology (ii)
Changes in pattern of demand. 3. under unemployment: - “Situation in which a worker
does not get a full time job”. He remains unemployment for some month in a year or some
hours every day Under unemployment is of two kinds: (i) Visible unemployment (ii)
Invisible unemployment 4. Frictional unemployment:-“It occurs due to imperfections in
the mobility of labor across different occupations”. One wishes to move from one job to the
other, but in the process of change may remain unemployed for some time. 5. Cyclical
unemployment: - It occurs owing to cyclical fluctuations in the economy: Phases of boom,

recession, depression and recovery in the market economy.
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CAUSES OF UNEMPLOYMENT IN INDIA:- 1.High population growth 2.Slow

economic growth 3.Joint family system 4.Agriculture is a seasonal occupation 5.Faulty
education system 6.Decay of cottage and small industries 7.Limmited mobility of labor.
ECONOMIC AND SOCIAL CONSEQUENCES OF UNEMPLOYMENT

ECONOMIC CONSEQUENCES:- 1.Non-utilisation of manpower 2.Loos of output 3.Low
capital formation 4. Low productivity SOCIAL CONSEQUENCES:- 1.Low quality of life
2.Social unrest 3.Class struggle 4.Greater inequality.

SUGGESTIONS TO SOLVE THE PROBLEM OF UNEMPLOYMENT:- 1. Increase in

production 2.High rate of capital formation 3.Increase in productivity 4. Employment
exchanges 5.Educational reforms 6.Help to self-employed persons 7.Technique of production
8. Importance to employment programmes .

GOVERNMENT POLICY AND PROGRAMMIES:- Most poverty alleviation

programmes implemented are based on the perspective of the Five Year Plans. Expanding
self-employment programmes and wage employment programmes are being considered as
the major ways of addressing poverty . Self-employment programmes :- (i)Rural
Employment Generation Programme (REGP),(ii) Prime Minister’s Rozgar Yojana (PMRY)
and Swar na Jayanti Shahari Rozgar Yojana (SJSRY) (iii) Swarnajayanti Gram Swarozgar
Yojana (SGSY) (iv) National Rural Livelihoods Mission (NRLM). Wage employment
programmes :- (i) Mahatma Gandhi National Rural Employment Guarantee Act 2005.
(MGNREGA):- The Parliament passed a new Act to provide guaranteed wage employment
to every rural household whose adult volunteer is to do unskilled manual work for a
minimum of 100 days in a year. (ii) Pradhan Mantri Gram SadakYojana,(iii) Pradhan Mantri
Gramodaya Yojana, (iv) Valmiki Ambedkar Awas Yojana (v) Development of small and
cottage industries (vi) Minimum needs programme (vii) Twenty- point programme (viii)
Micro Units Development Refinance Agency Bank (MUDRA BANK) Government has set

up MUDRA Bank in April 2015.Its objective is to meet credit needs of micro enterprise and
self- employed persons. Under MUDRA yojna, a micro enterprise is entitled for a loan up to
Rs. 10 lakh per unit.

ASSERTION & REASON (01 Marks)

Alternatives:

(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)
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(c) Assertion (A) is true but Reason (R) is false.

(d) Assertion (A) is false but Reason (R) is true.

Q1. ASSERTION (A): Percentage of Female worker is low in Urban Area.

REASON (R): In urban areas, job for women is governed by Family decisions rather
than Individual Decision.

Ans: (a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct
explanation of Assertion (A)

Q2. ASSERTION (A): Disguised unemployment is present in India.

REASON (R): Agricultural productivity at the margin is close to zero.

Ans: (a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct
explanation of Assertion (A)

Q3.ASSERTION (A): Worker-population ratio of women workers in rural areas is more
than the women in urban areas.

REASON (R): The number of women workers in our country are generally underestimated
because many activities undertaken by them are not recognised as productive work.
Ans: (b) Both Assertion (A) and Reason (R) are true and Reason (R) is not the correct
explanation of Assertion (A)

Q4.ASSERTION (A): Labour force refers to the number of persons actually working
and does not account for those who are willing to work.

REASON (R): Workforce is a measurement of actual labour force.

Ans: (d) Assertion (A) is false but Reason (R) is true.

Q5.ASSERTION (A): Women participation in workforce is less.

REASON (R): Women education in India is still lagging behind which implies low
employment opportunities for women.

Ans: (a) Both Assertion (A) and Reason (R) are true an

McQ
1. Workers who are on permanent pay-roll of their employer are called:
(A)Self- employed workers
(B) Casual workers
(C) Regular workers
(D)None of the above
2. Unemployment is defined as:
(A)The section of the population that is not capable of being employed
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(B) The section of population willing to work but unable to find employment
(C) The section of population that is waiting to be employed

(D)The section of population that are without the skills needed by employers
3. Data on unemployment in India can be obtained from which source?
(A)Reports of Census of India

(B) National sample survey organisation(NSSO)

(C) Directorate general of employment

(D)AIl the above

4. When more persons are working in a job than actually required, it is known as
unemployment

(B) Seasonal unemployment

(C) Educated unemployment

(D)Open unemployment

5. Those who work in their own establishment using their own resources are called
. (A)Hired workers

(B) Casual workers

(C) Regular workers

(D)Self-employed

6. is a common form of unemployment in rural India.

(A)Disguised unemployment

(B) Structural unemployment

(C) Educated unemployment

(D)None of these

7. Unemployment common in urban areas

(A)Seasonal unemployment

(B) Disguised unemployment

(C) Open unemployment

(D)None of these

8. An establishment with four hired workers is known as sector

establishment.

(A)Formal

(B) Informal

(C) (a) and (b)

(D)None of the above

. (A)Disguised
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9. Most of the unemployment in India is

(A)Voluntary

(B) Structural

(C) Frictional

(D)Technical

10. unemployment may result some workers are temporarily out of work
while hanging job.

(A)Cyclical

(B) Voluntary

(C) Fictional

(D)Seasonal

11.If construction site manager hires two workers on daily wages basis, such a

situation is covered under (formal / informal) sector.

(CBSE 2020)
Ans. informal

12.In the past few decades (primary/ secondary/ tertiary)

sector has created maximum jobs opportunities in India. (CBSE 2020)

Ans. tertiary

13.State whether the following statement is true or false: (CBSE 2020)

‘In the past few decades, primary sector has created maximum jobs in India’. Ans. False
Answer Key

1C2B3D4A5D

6A7C8B9B10C

SHORT AND LONG ANSWER TYPE QUESTION (3,4 &6 Marks)

Q1. (a)Comment upon the informalisation of labour force in India.

(b) Define the worker- population ratio.(CBSE 2020)

Ans.(a) INFOALISATION OF WORKFORCE:- “Situation where percentage of

workforce in the formal sector tends to decline and that in the informal sector tends to rise”.
Formal sector is the organized sector of the economy.

INFORMAL WORKERS: - 1.Work in unorganized sector of the economy 2. Are not

entitled to social security benefits 3.Cannot form trade unions 4.Are not protected by various
labor laws. (b. ) Worker- population ratio : Worker-population ratio is an indicator which is used for
analysing the employment situation in the country.

This ratio is useful in knowing the proportion of population that is actively
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contributing to the production of goods and services of a country. If the ratio is higher, it
means that the engagement of people is greater; if the ratio for a country is medium, or low, it
means that a very high proportion of its population is not involved directly in economic
activities.

Q2. Analyse the trends in sectoral distribution of workforce in India on the basis of

Data: (CBSE 2020)

Trends in Employment pattern (sector- wise), 1972-2012 (in %)

Ans. As a evident the table, between period of 1972-73 to 2011-12, percentage

of workforce:

Primary sector: percentage of workforce engaged in primary sector has

declined from 74.3% to 48.9% .

Secondary and Service Sector: Secondary and service sectors are showing

promising future for the Indian workforce. These sectors have increased from

10.9 to 24.3 per cent and 14.8 to 26.8 per cent, respectively.

Q3. Discuss briefly, why less women are found in regular salaried employment. (CBSE
Term- 2 2022, CBSE 2020)

Ans: In India, lesser women are found in regular salaried employment;

(i) As such jobs require high level of skills and literacy. (ii) Lack of mobility among women in India due to various
SOcio- economic

constraints, adds to problem.

Q4. ‘Is it necessary to generate employment in the formal sector rather than

in the informal sector’. Defend or refute the given statement with valid
arguments. (CBSE 2020)

Answer: The formal sector not only provides employment but also several

social security benefits. A worker in the formal sector gets higher salary and
social security benefits. Various social security benefits that the worker can be
assured of better quality of life when he becomes old or physically disabled.
After the life of a worker, his family members can be assured of a decent life.
The situation is totally opposite in the informal sector where even regular salary
is a dream for most of the workers.

Hence, it is necessary to generate employment in the formal sector rather than in
the informal sector.

Q5. Explain why regular salaried employees are generally more in urban

areas than in rural areas. (CBSE Term- 2 2022)
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Ans. Regular salaried employees are more in urban as they have variety of
employment opportunities due to presence of more industries and as compared
to the rural areas.

Higher level of literacy and skills are required in regular salaried jobs which

are available in urban areas. Moreover enterprises in urban areas require
workforce on a regular basis.

Q.6.What measures/steps have been taken by the government of India in
generating employment or creating opportunities for employment

generation in India?

Ans. The Union and State governments have played an important role in
generating

employment or creating opportunities for employment generation in India. Their
efforts can be broadly categorised into two — direct and indirect.

¢ Direct employment generation — The government employs people in various

departments for administrative purposes. It also runs industries, hotels and

transport companies, and hence provides employment directly to workers. e Indirect employment generation

opportunities — When the output of goods and

services from government enterprises increases, the private enterprises will also
raise their output and hence increase the number of employment opportunities
in the country.

For example, when a government owned steel company increases its output, it
will result in direct increase in employment in that government company.
Simultaneously, private companies, which purchase steel from it will also
increase their output and thus employment. This is the indirect generation of
employment opportunities by the government in the country.

Moreover, many programmes that the governments implement, aimed at
alleviating poverty, are through employment generation. They are also known
as employment generation programmes. For example, Mahatma Gandhi
National Rural Employment Guarantee Act 2005,

Pradhan Mantri Jan-Dhan Yojna 2014, Swarna Jayanti Gram Swarozgar Yojna
(SGSY),

Pradhan Mantri Gramodaya Yojna, Valmiki Ambedkar Awas Yojna etc. All

these programmes aimed at providing not only employment but also services in

areas such as primary health, primary education, rural drinking water, nutrition,
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assistance for people to buy income and employment generating assets,
construction of houses and sanitation, assistance for constructing houses, etc.

Q 7: Why are less women found in regular salaried employment? . Answer: There are many reasons for low
representation of women in regular

salaried

employment.

i) Division of work: Deep rooted social beliefs are the main reason which
segregate women'‘s work as homemakers who are not supposed to venture out
of their homes. Even though women are educated they prefer work at fewer
wage.

ii) Low female literacy: Female literacy level is still below the male literacy

level which means a less number of women are properly qualified and skilled to
get a regular salaried job.

iii) Patriarchal System of Society: On the other hand, a male is expected to earn
a livelihood so that he can support his family and thus a boy is mentally
conditioned since his childhood to do something. A regular salaried job usually
ensures a better social recognition and hence most of the unemployed first try to
land a regular salaried job.

Q8. Concept of Labour force and workforce . Labour force includes all those who are working and those not working
but is seeking

work. In other words it includes employed and unemployed workers.
The labour force includes all persons in the age group between 15 to 60 years who

are employed or available to work. Workforce includes all those who are employed at a particular point of time. In
other

words this refers to those persons who are working.

It includes all persons who are engaged in economy activities so,

Labour force = Workforce + Unemployed persons

Workforce = No. of persons working

Q8. What are the measures that can be taken to eradicate the unemployment
problem.

Measures that can be taken to eradicate the problem of unemployment are
(i) By controlling population ii) Creating alternative source of employment for
agricultural workers / farmers iii) Development of villages and small scale
industries iv)By introducing social reforms and bringing modernisation v)
Employment oriented education and planning vi) Developing institutional
credit facilities vi) Increase in investment and capital formation
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ENVIRONMENT AND SUSTAINABLE ECONOMIC DEVELOPMENT

Sustainable Economic Development
Sustainable development-Sustainable development is that process of development which meets the needs
of present generation without reducing the ability of future generation to meet their own needs

Renewable resources -Renewable resources are those inexhaustible resources capable of being replenished
easily. Water, trees and fish are the renewable resources.

Non-renewable resources- Non-renewable resources are those resources that are likely to be exhausted or
depleted on use. Petroleum, coal and iron ore are non-renewable resources. The pace of re-occurrence of
these resources is slower than that of their exploitation

Effects of Economic Development on Resources and Environment
Economic growth means an increase in real output (real GDP). Therefore, with increased output and
consumption we are likely to see costs imposed on the environment. The environmental impact of economic
growth includes the increased consumption of non-renewable resources, higher levels of pollution, global
warming and the potential loss of environmental habitats.

However, not all forms of economic growth cause damage to the environment. With rising real incomes,
individuals have a greater ability to devote resources to protecting the environment and mitigate the harmful
effects of pollution. Also, economic growth caused by improved technology can enable higher output with
less pollution.

External costs of economic growth
Pollution. Increased consumption of fossil fuels can lead to immediate problems such as poor air quality
and soot, (London smogs of the 1950s). Some of the worst problems of burning fossil fuels have been
mitigated by Clean Air Acts — which limit the burning of coal in city centres. Showing that economic growth
can be consistent with reducing a certain type of pollution.
Less visible more diffuse pollution. While smogs were a very clear and obvious danger, the effects of
increased CO2 emissions are less immediately obvious and therefore there is less incentive for policy
makers to tackle. Scientists state the accumulation of CO2 emissions have contributed to global warming
and more volatile weather. All this suggests economic growth is increasing long-term environmental costs —
not just for the present moment, but future generations.
Damage to nature. Air/land/water pollution causes health problems and can damage the productivity of
land and seas.
Global warming - Global warming refers to the phenomenon of sustained increase in global temperature
due to environmental pollution and deforestation. It is caused by the emission of Green House Gases,
particularly, carbon dioxide. The increase in the level of carbon dioxide raises the temperature of the earth
surface, accelerating the melting of polar ice. This leads to the rise in the sea level. Thus, the disturbed
ecological balance leads to increasing natural calamities, posing a threat to human survival.

ozone depletion- Ozone acts as a cover for the earth surface that is very essential for the sustenance of life.
It prevents the harmful ultra violet radiations from penetrating the earth surface. But its depletion is
becoming a global concern these days. This is due to the excessive use of cooling substances in the air
conditioners and the refrigerators. As ozone depletes, the possibility of ultra violet radiations penetrating to
the earth surface increases, posing a threat to the life on earth.

Soil erosion. Deforestation resulting from economic development damages soil and makes areas more prone
to drought.

Loss of biodiversity. Economic growth leads to resource depletion and loss of biodiversity. This could harm
future ‘carrying capacity of ecological systems’ for the economy. Though there is uncertainty about the
extent of this cost as the benefit of lost genetic maps may never be known.

Long-term toxins. Economic growth creates long-term waste and toxins, which may have unknown
consequences. For example, economic growth has led to increased use of plastic, which when disposed of do
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not degrade. So there is an ever-increasing stock of plastic in the seas and environment — which is both
unsightly but also damaging to wildlife.
Environment

Environment refers to all the surroundings which have an impact on human lives. It is the sum total of the
surroundings and resources that effect our existence and quality of life. It includes all the biotic and abiotic
factors. Biotic factors include all the living creatures like plants, animals, forests, etc. while abiotic factors
include all non-living things like air, water, land, etc. that are provided free of cost by nature. Biotic and
abiotic both make up our surroundings and impact our existence and quality of life. In other words,
environment encompasses the r the biotic and abiotic components and their relations

Functions of Environment:

1. Offer Production Resources: Environment provides us with wide tangible resources like minerals, water
and soil. These are the gifts of nature. These resources act as an input for converting natural resources into
productive and useful things. In other words, environment provides input for production that enhances
human life qualitatively.

2. Sustains Life: Environment provides us with vital ingredients like sun, soil, water and air that are
necessary for the survival of life. Absence of these essential elements implies absence of life. It supports
biodiversity.

3. Assimilates Waste: The activities of production and consumption generate waste. This waste in the form
of garbage is absorbed by the environment automatically.

4. Enhances Quality of Life: Environment includes surroundings such as rivers, oceans, mountains and
deserts. It provides scenic beauty that man admires in life and adds to the quality of human life.

Reason for Environmental Crises

(i) Rising Population

Rising population has exerted an excessive burden on the environment in terms of two basic aspects. The
intensive and extensive extraction of both renewable and non-renewable resources has led to exhaustion of
the vital resources. Also, the explosive population size has triggered excessive demand for housing, thereby,
resulting in widespread deforestation and fast depletion of other natural resources leading to ecological
imbalances. Therefore, it is high time for the Indian government to take preventive measures to control
population explosion.

(ii) Air Pollution

Air consists of oxygen that supports life. Air pollution implies contamination of air, i.e. absence of fresh air
(oxygen) to breathe. Various pollutants like CO,, CO, SO, SO, etc. pollutes air. Air pollution causes
hypertension, asthma, respiratory and cardio-vascular problems. Thus, the Indian government should take
various steps to control air pollution, avoid deforestation, increase health investment and also search for new
alternative pollution free technology such as CNG, etc.

(iii) Water Contamination

Contamination of water or pollution of water is posing a serious threat to human life. It is one of the
principal causes of all deadly diseases such as diarrhea, hepatitis, cholera, etc. It occurs due to dumping of
industrial waste, agricultural waste and sewerage into the water bodies. Thus, the Indian government should
put a check on wastewater disposal. This calls for high capital investment for installation and maintenance
of purifier machines.

(iv) Affluent Consumption Standards

Affluent Consumption Standards have placed a huge stress on the environment in terms of resources supply
and assimilation of waste. The resources have become extinct and wastes generated are beyond the
absorptive capacity of the environment leading to environmental crises. The government is compelled to
spend huge amounts on research and development to explore alternative environment friendly resources.
Also, upgradation of environmental quality entails huge cost

(v) Hliteracy
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Man, if illiterate will not use the resources judiciously that will ultimately lead to overuse or misuse of the
scarce resources. The resources can be judiciously and efficiently exploited (with minimum waste) only
when people are aware of and skillful in utilising the resources. Otherwise lack of knowledge and skills may
lead to excessive extraction of resources and, thereby, its misuse. Thus, the government should take
measures to create awareness and spread technical knowledge among people about various efficient and
economising methods.

(vi) Industrialisation

Industrialisation, on one hand, enhances our living standards but, on the other hand, it causes deforestation,
depletion of natural resources. In the blind rage to achieve economic development, industrialisation acts as a
catalyst. In order to speed up the process of industrialisation, natural resources are exploited at a rapid pace.
More trees are being felled and, increasing volume of toxics and industrial wastes are dumped into the water
bodies. All these culminate to ecological imbalances posing threat to sustainable economic development.
Thus, the government should take measures to check undue and unnecessary industrial growth in order to
restore ecological balance.

(vii) Urbanisation

Urbanisation, on the one hand, infuses modernisation of lifestyle but, on the other hand, it leads to
deforestation. In order to meet the growing demand for houses, more trees are to be felled, decreasing the
land-per-man ratio. Rapid urbanisation puts an excess burden on the natural resources, causing depletion.
Urbanisation also reduces the availability of land for farming purpose and lowers farm outputs. Hence, the
government should take measures to mitigate the impact of urbanisation by promoting small and cottage
rural industries, rural infrastructural development, thereby, reducing the rural-urban migration. Further, the
government should also promote afforestation and most importantly, adopt measures to arrest population
explosion.

(viii) Reduction of forest coverage

The need for reduction of forest coverage or deforestation arises due to the growing demand for land, wood,
rise in population and river valley projects. Deforestation leads to reduction in oxygen level in air, soil
erosion, climate change and global warming due to rise in the CO; level. Thus, measures are needed to
promote afforestation, opening up of sanctuaries and national park such as Jim Corbett National Park.

(ix) Poaching

Poaching is the illegal capturing, killing and hunting of animals. Due to this, many animals are on the verge
of extinction. The excessive hunting and killing of animals result in serious ecological imbalances. Thus, in
order to save the rare species such as Tiger, Asian Elephants, Grevy’s Zebra, etc. more sanctuaries and
national parks are to be set up. There is also need for various environmental legislations like Endangered
Species Act in the USA that imposes strict penalties on the law breakers.

(x) Global warming

Global warming refers to the phenomenon of sustained increase in global temperature due to environmental
pollution and deforestation. It is caused by the emission of Green House Gases that include, particularly,
carbon dioxide. The increase in the level of carbon dioxide raises the temperature of the earth surface. This
risen temperature accelerates the melting of polar ice that further leads to the rise in the sea level. Thus, the
incidence of natural calamities rises due to disturbed ecological balance, thereby, posing a threat to human
life.

Strateqgies for Sustainable development

1.Use of Non-conventional source of Energy — India is mostly dependent on thermal and hydropower
plants which have adverse environmental impact. Non-conventional sources like wind and solar says are
cleaner and greener technologies, which can be effectively used to replace thermal and hydropower.
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2.Use of Cleaner fuels — Use of Compressed Natural Gas (CNG) is being promoted to be used as fuel. In
Delhi, the use of CNG as fuel in public transport system has lowered air pollution and the air has become
cleaner. The use of LPG and Gobar Gas is being promoted which reduces air pollution.

3.Establishment of Mini-Hydel plants — Mountain regions and streams are used to generate electricity
through mini Hydel plants. These are environment friendly.

4. Traditional Knowledge and Practices — Traditionally all practices relating to agriculture system, health
care system, housing, transport etc. used to be environment friendly. The shift from the traditional system
has caused large scale damage to the environment as our social heritage.

5.Use of Bio-Compost — The use of chemical fertilizers to increase the Agricultural production has not only
adversely affected the large areas of productive land but also contaminate the water bodies. Increases in
demand for organic food demand for dung are in increased use which is an important fertilizer and soil
conditioner.

6.Change in unsustainable patterns of consumption and production — India has taken large number of
steps for sustainable development.

IMPORTANT QUESTIONS

Q 1) What do you mean by the Carrying capacity of environment?

Carrying capacity of the environment implies that the resources extraction is not above the rate of
regeneration of the resources and the wastes generated are within the assimilating capacity of the
environment.

Q 2) How the opportunity cost negative Environmental impact are high?

Increased financial commitments of the Government due to Global warming and Ozone depletion and rise in
expenditure on health due to decline in air and water quality shows that opportunity cost of the negative
environment impact on high.

Q 3) What has caused Global Warming?

The Global warming is due to increase in the Green-house gas concentrations, like water vapor, carbon-
dioxide, methane and ozone in the atmosphere.

Q 4) What has lead to depletion of ozone layer?

The problem of ozone depletion is cost by high levels of chlorine and bromine compounds in the
stratosphere.

Q 5) Why have some resources become extinct?

Some resources have become extinct because their consumption has been above the rate of their
regeneration.

Q 6) What happens when the rate of resource extraction exceeds that of their regeneration?

The demand for resources has gone beyond the rate of regeneration (supply). It has increased the pressure
on the absorption capacity of the environment and such several of the supply — demand relationship has lead
to degradation of the environment.

Q.7)“Recently Indians have drifted away from the traditional knowledge and practices and caused large scale
damage to environment”. Explain how, adopting the traditional practices can be helpful in achieving the
objective of sustainable development

The given statement is quite appropriate. Indian traditional practices were environment friendly and worked
as complementary to the system and not its controller. The traditional agriculture system, healthcare system,
housing, transport etc. were intrinsically environment friendly . The traditional practices used natural products
and processes which are more or less free from side effects. For example by adopting medicinal
plants/products we can conserve the resources and achieve the objective of sustainable development.
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Q.8) India has abundant natural resources - substantiate the statement.

India is fortunate enough to have abundant natural resources. It comprises of rich and fertile soil, plenty of
rivers and tributaries, green forests, mineral deposits, mountains, etc. The Indo-Gangetic plains are the most
fertile, densely populated and cultivated plains in the world. It stretches from the Arabian Sea to the Bay of
Bengal. The black soil of the Deccan Plateau is suitable for the cultivation of cotton in the country. India's
lush green forests serve as a natural cover for the majority of the population. India holds more than 20 % of
the world's total iron ore reserves. There are mountain ranges that facilitate the operation of the mini hydel
plants. It also has vast variety of flora of 15,000 species of plants. The country is also endowed with
numerous minerals that are found under the earth's surface like coal, natural gas, copper, diamonds, etc.

Q.9) Is environmental crisis a recent phenomenon? If so, why?

Yes, the environmental crisis is a very recent phenomenon; the sparks of such crisis were never visible in the
past. In the early centuries before industrialization, the population growth was on a tight rein. The demand of
the environmental resources was much lower than its supply. Environment supported the world's population
in the past as the rate of usage of the resources was lesser. Also, the rate of regeneration of resources
exceeded the rate with which the resources were exploited. In other words, the threat of environment crisis
was never felt in the past as the exploitation of natural resources was within the carrying capacity of the
environment. But, today, due to heavy industrialization, urbanization, man has started exploiting nature to its
maximum. Nuclear and industrial wastes being dumped into the water bodies, pollution of land and air has
affected the environment in three-fold manner. Now, the rate of exploitation of natural resources is lagging
behind the rate of regeneration of the natural resources. Consequently, the mounting pressure on the carrying
capacity of the environment is paving the way for environmental crises.
___________________________________________ X_-_-______ —— - —————— - J——

ENVIRONMENT — DEFINITION:-* It includes all the biotic and abiotic factors that

influence each Other’. While all living elements — the birds, animals and plants, forests,
fisheries etc.— are biotic elements, abiotic elements include air, water, land etc. Rocks and
sunlight are all examples of abiotic elements of the environment.

Function (Importance/ Significance) of environment:- 1.Environment offers resource for
production:- resources here include both renewable and non-renewable resources. Renewable
resources are those which can be used without the possibility of the resource becoming
depleted or exhausted. That is, a continuous supply of the resource remains available.
2.Enhances quality of life 3. Environment sustains life by providing genetic and bio diversity
4.Environment assimilates waste:- This implies that the resource extraction is not above the
rate of regeneration of the resource and the wastes generated are within the assimilating
capacity of the environment.

Problems related to Environment: - 1.Problem of pollution 2.Problem of excessive
exploitation of natural resources. 1. Problem of pollution:- The intensive and extensive
extraction of both renewable and non-renewable resources has exhausted some of these vital
resources and we are compelled to spend huge amounts on technology and research to

explore new resources. Added to these are the health costs of degraded environmental quality — decline in air and
water quality (seventy per cent of water in India is polluted)have
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resulted in increased incidence of respiratory and water-borne diseases. Hence the
expenditure on health is also rising. To make matters worse, global environmental issues
such as global warming and ozone depletion also contribute to increased financial
commitments for the government. Thus, it is clear that the opportunity costs of negative
environmental impacts are high. (i) Air pollution (ii) Water pollution (iii) Noise pollution
2.Excessive exploitation of natural resources:- Deforestation :- “Deforestation refers to

the removal or destruction of the forest cover of an area”. Causes of Deforestation :-(i) It is
caused by growing demand for wood other forest products by the industries (ii)Increasing
pressure of population (iii) Industrialization leads to urbanization and urbanization and
urbanization induces deforestation (iv) Construction of dams is another factor for
deforestation.

Degradation of land: - “Degradation of land means loss of fertility of land”. Degradation of
land is caused by the following factors. (i)Soil erosion (ii) Water logging (iii) Deforestation
(iv) Excessive use of fertilizers.

Cause of environmental degradation:- 1.Population explosion 2.Poverty 3.Increasing
urbanization 4.Rapid industrialization 5.Increasing use of insecticides, pesticides and
chemical fertilizers 6.Disregard to the civic norms 7.Multiplicity of transport vehicles 8.
Improper crop rotation 9.Poverty of the agriculture-dependent people.

State of environment in India:- India supports approximately 17 per cent of the world’s
human and 20 per cent of livestock population on a mere 2.5 per cent of the world’s
geographical area. The high density of population and livestock and country as a result of
which the country loses 0.8 million tonnes of nitrogen, 1.8 million tonnes of phosphorus and
26.3 million tones of potassium every year. Our challenging issues are : (i) Land degradation
(ii)Loss of biodiversity (iii) Air pollution an urban areas (iv) Management of fresh water and
(v) Management of solid waste .

Principal factors contributing to land degradation in India :- (i) Loss of vegetation due

to deforestation (ii) Multiple cropping along with subsistence farming by small and marginal

holders (iii)Excessive use of chemical fertilizers, insecticides and pesticides (iv) Low watertable (v) Soil erosion
occurring due to floods, strong winds and other factor .

HOW TO SAVE ENVIRONMENT? :- 1.Social awareness 2.Population control
3.Afforestation campaign 4.Enforcement of environment conservation Act 5.Water
management 6.Management of solid waste 7.Control over industrial and agricultural

pollution 8.Improvement in housing . Government measures for environment protection:- 1.The environment
protection
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Act.19862.The Forests (protection) Act 1980 3. Pollution control boards 4. Clean
development mechanism 5.National Green Tribunal Act, 2010.

Global warming:- “Global warming refers to the phenomenon of sustained increase in global
temperature due to environmental pollution and deforestation.” Causes of Global
warming:- (i) Burning of coal and petroleum products are sources of carbon dioxide (ii)
Deforestation (increases the amount of carbon dioxide) Release of methane gas from animal
waste .

SUSTAINABLE DEVELOPMENT:- “Sustainable development is that process of economic
development which aims at raising the quality of life of both present and future generations,
without harming natural resources and environment”. The concept of sustainable
development was emphasised by the United Nations Conference on Environment and
Development (UNCED), which defined it as: ‘Development that meets the need of the
present generation without compromising the ability of the future generation to meet their
own needs’.

The Brundtland Commission emphasises on protecting the future generation. This is

in line with the argument of the environmentalists who emphasise that we have a moral
obligation to hand over the planet earth in good order to the future generation; that is, the
present generation should bequeath a better environment to the future generation.

The present generation can promote development that enhances the natural and built
environment in ways that are compatible with (i) conservation of natural assets (ii)
preservation of the regenerative capacity of the world’s natural ecological system (iii)
avoiding the imposition of added costs or risks on future generations. Features of
sustainable development :- 1.Increase in per capita income and welfare over time

2.Rational use of natural resources 3.Check on pollution 4.Ability of future generations to
fulfill their need.

STRATEGIES FOR SUSTAINABLE DEVELOPMENT:- 1.Use of Non-conventional

Sources of Energy: India, as you know, is hugely dependent on thermal and hydro power
plants to meet its power needs. Both of these have adverse environmental impacts. Wind

power and solar rays are good examples of conventional but cleaner and greener energy

sources but are not yet been explored on a large scale due to lack of technological devices. 2.

LPG, Gobar Gas in Rural Areas: Households in rural areas generally use wood, dung cake
or other biomass as fuel. This practice has several adverse implications like deforestation,
reduction in green cover, wastage of cattle dung and air pollution. To rectify the situation,

subsidised LPG is being provided. In addition, gobar gas plants are being provided through
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easy loans and subsidy. As far as liquefied petroleum gas (LPG) is concerned, it is a clean

fuel — it reduces household pollution to a large extent. Also, energy wastage is minimised. 3.
CNG in Urban Areas:- In Delhi, the use of Compressed Natural Gas (CNG) as fuel in

public transport system has significantly lowered air pollution and the air has become cleaner
in the last few years. 4. Solar Power through Photovoltaic Cells: India is naturally endowed
with a large quantity of solar energy in the form of sunlight. Plants use solar energy to
perform photosynthesis. Now, with the

help of photovoltaic cells, solar energy can be converted into electricity. 5. Mini-hydel
Plants: In mountainous regions, streams can be found almost everywhere. A large percentage
of such streams are perennial. Mini-hydel plants use the energy of such streams to move
small turbines. 6.Input efficient technology 7.Integrated rural development 8.Use of
environment friendly sources of energy 9.Manage the wastes 10.Shift to organic farming
11.Public means of transport 12.Awareness to conserve natural assets for inter-generational
equity.

ASSERTION & REASON

Alternatives:

(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.

Q1.ASSERTION (A): The environment fails to perform its vital function of life sustenance

and this results in an environmental crisis.

REASON (R): Many resources have become extinct and the wastes generated are beyond the
absorptive capacity of environment.

Ans: (a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct

explanation of Assertion (A)

Q2.ASSERTION (A): The environment has an important function of supplying resources,

both renewable and non-renewable resources.

REASON (R): The environment is able to perform its functions as long as the demand on
these functions is within its carrying capacity.

Ans: (b) Both Assertion (A) and Reason (R) are true and Reason (R) is not the correct

explanation of Assertion (A)
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Q3.ASSERTION (A): Sustainable development is the development that meets the need of

present generation without compromising the ability of the future generations to meet their

own needs.

REASON (R): Conservation and promotion of natural resources.

Ans: (a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct
explanation of Assertion (A)

Q4.ASSERTION (A): Environmental degradation owes a great deal to supply demand
reversal of resources over time.

REASONING (R): Global warming is wake up call to save environment.

Ans: (b) Both Assertion (A) and Reason (R) are true and Reason (R) is not the correct
explanation of Assertion (A)

Q5. ASSERTION (A): Deforestation is rising at such a rapid scale that it has totally
disturbed the ecological balance of the country.

REASON (R): Deforestation is one of the major reason for soil erosion.

Ans: (b) Both Assertion (A) and Reason (R) are true and Reason (R) is not the correct
explanation of Assertion (A)

MCQ & OTHER 01 Marks Question

1. Which of the following is not used as a strayegy for the sustainable development?
(CBSE 2020)

(a) Use of bio-gas

(b) Use of solar power

(c) Use of thermal power

(d) Use of hydel power

Ans. (c )Use of thermal power

2. Central Pollution Control Board has identified categories of

large and medium industries as polluting industries. (CBSE 2020)
(a) 15 (b) 17

(c)19(d) 13

Ans. (b) 17

3. Environmental includes:

(a) Biotic factors (b) Abiotic factors

(c). Both (a) and (b) (d) None of the above

Ans. (c ). Both (a) and (b)

4. Which of the following statement is correct?
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(A)Global warming is entirely a natural phenomenon

(B) Global warming is simply an another term used for green house effect

(C) Global warming is the rise in average temperature at the earth’s surface
(D)Global warming is caused by ozone depletion

Ans. ( c) Global warming is the rise in average temperature at the earth’s

surface

5.1n 1997, a UN conference on climate change was held in :

(a) Japan (b) India

(c). Germany (d) China

Ans. Japan

6. Which are the catch phases in the following UNCED definition of Sustainable
Development:

“Development that meet the need of the present generation without compromising the
ability of the future generation to meet their own needs.”

(a) Need

(b) Future generation

(c) Need and present generation

(d) Need and future generation

Ans. (d) Need and future generation

7. Brundtland Commission in 1987 defined sustainable development as:

(A)A type to development which put the interests of developing countries ahead of
the interests of the rich nations

(B) Development which meets the needs of present generation without compromising
the ability of future generation to meet their own needs

(C) Development that protects the future generation even at the expense of present
generation

(D)None of the above

Ans (b) Development which meets the needs of present generation without
compromising the ability of future generation to meet their own needs

8. The ability of the environment to absorb degradation is:

(a) Carrying capacity

(b) Absorptive capacity

(c) (a) and (b)

(d) None of the above
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Ans. (b) Absorptive capacity

SHORT AND LONG ANSWER TYPE QUESTION (3,4 & 6 Marks)

Q1. State and discuss any two environmental concerns faced by India in the present
times (CBSE 2020)

Ans. Two environmental concerns faced by India in the present times :

1. Problem of pollution:- The intensive and extensive extraction of both renewable and nonrenewable resources has
exhausted some of these vital resources and we are compelled to

spend huge amounts on technology and research to explore new resources. Added to these are
the health costs of degraded environmental quality — decline in air and water quality
(seventy per cent of water in India is polluted)have resulted in increased incidence of
respiratory and water-borne diseases. Hence the expenditure on health is also rising. To
make matters worse, global environmental issues such as globalwarming and ozone
depletion also contribute to increased financial commitments for the government. Thus, it is
clear that the opportunity costs of negative environmental impacts are high. (i) Air pollution
(ii) Water pollution (iii) Noise pollution

2.Excessive exploitation of natural resources:- Deforestation :- “Deforestation refers to

the removal or destruction of the forest cover of an area”. Causes of Deforestation :-(i) It is
caused by growing demand for wood other forest products by the industries (ii)Increasing
pressure of population (iii) Industrialization leads to urbanization and urbanization and
urbanization induces deforestation (iv) Construction of dams is another factor for
deforestation.

Q2. What is meant by sustainable development? Discuss briefly any two strategies of

sustainable development.(CBSE 2020) . Ans. SUSTAINABLE DEVELOPMENT:- “Sustainable development is that
process of

economic development which aims at raising the quality of life of both present and future
generations, without harming natural resources and environment”. The concept of
sustainable development was emphasised by the United Nations Conference on Environment
and Development (UNCED), which defined it as: ‘Development that meets the need of the
present generation without compromising the ability of the future generation to meet their
own needs’.

STRATEGIES FOR SUSTAINABLE DEVELOPMENT:- 1.Use of Non-conventional

Sources of Energy: India, as you know, is hugely dependent on thermal and hydro power
plants to meet its power needs. Both of these have adverse environmental impacts.

2. LPG, Gobar Gas in Rural Areas: Households in rural areas generally use wood, dung
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cake or other biomass as fuel. This practice has several adverse implications like
deforestation, reduction in green cover, wastage of cattle dung and air pollution. To rectify
the situation, subsidised LPG is being provided. In addition, gobar gas plants are being
provided through easy loans and subsidy. As far as liquefied petroleum gas (LPG) is
concerned, it is a clean fuel — it reduces household pollution to a large extent. Also, energy
wastage is minimised.

3. CNG in Urban Areas:- In Delhi, the use of Compressed Natural Gas (CNG) as fuel in

public transport system has significantly lowered air pollution and the air has become cleaner
in the last few years.

4. Solar Power through Photovoltaic Cells: India is naturally endowed with a large

guantity of solar energy in the form of sunlight. Plants use solar energy to perform
photosynthesis. Now, with the help of photovoltaic cells, solar energy can be converted into
electricity. 5. Mini-hydel Plants: In mountainous regions, streams can be found almost everywhere. A
large percentage of such streams are perennial. Mini-hydel plants use the energy of such
streams to move small turbines.(Any Two Strategies)

Q3. Define the following : (CBSE 2020)

(a) Carrying capacity of environment.

(b) Bio-composting

(c) Sustainable development

(d) Absorptive capacity of the environment.

Ans (a) Carrying capacity of environment: This implies that the resource extraction is not
above the rate of regeneration of the resource and the wastes generated are within the
assimilating capacity of the environment.

When this is not so, the environment fails to perform its third and vital function of life
sustenance and this results in an environmental crisis.

(b) Bio-composting : In our quest to increase agricultural production during the last

five decades or so, we almost totally neglected the use of compost and

completely switched over to chemical fertilisers. The result is that large tracts of

productive land have been adversely affected, water bodies including ground

water system have suffered due to chemical contamination and demand for

irrigation has been going up year after year.

Farmers, in large numbers all over the country, have again started using compost made from
organic wastes of different types. In certain parts of the country, cattle are maintained only

because they produce dung which is an important fertiliser and soil conditioner.
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Earthworms can convert organic matter into compost faster than the normal composting
process.

(c) Sustainable development: “Sustainable development is that process of

economic development which aims at raising the quality of life of both present

and future generations, without harming natural resources and environment”.

The concept of sustainable development was emphasised by the United Nations
Conference on Environment and Development (UNCED), which defined it as:
‘Development that meets the need of the present generation without

compromising the ability of the future generation to meet their own needs’.

(d) Absorptive capacity of the environment: Absorptive capacity means the ability

of the environment to absorb degradation. The result — we are today at the

threshold of environmental crisis.

The past development has polluted and dried up rivers and other aquifers making water an

economic good. Besides, the intensive and extensive extraction of both renewable and nonrenewable vital resources
and we are compelled to spend huge amounts on technology and

research to explore new resources.

Q4. State any two harmful effects of using chemical fertilizers.(CBSE Term-2 2022 -2

Marks )

Ans. Two harmful effects of using chemical fertilizers are:

(i) Contamination of soil

(ii) Contamination of ground water.

Q5. Define the following a) Carrying capacity b) Absorptive capacity c) Global

warming d) Ozone depletion. a) Carrying capacity of the environment implies that the resources extraction is not
above the rate of regeneration of the resources and the wastes generated are within the

assimilating capacity of the environment.

b) Absorptive capacity means the ability of the environment to absorb degradation. c) Global warming is due to an
increase in Greenhouse gas concentrations, like

water vapour, carbon dioxide, methane, and ozone in the atmosphere. d) It refers to the destruction of ozone in the
ozone layer, due to the presence of chlorine

from manmade chlorofluorocarbons and other forces

Q6. What are the causes of environment degradation?

Causes of Environment degradation are:-

i) Population explosion ii) Widespread poverty iii) Increasing urbanisation iv) Excess
use of insecticides and pesticides v) Rapid industrialisation vi) Disregard for civic

norms
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Q7. Identify four factors contributing to land degradation in India. Ans. Principal factors contributing to land
degradation in India :-

(i) Loss of vegetation due to deforestation

(ii) Multiple cropping along with subsistence farming by small and marginal

(iii) (iii)Excessive use of chemical fertilizers, insecticides and pesticides

(iv) Low water- table

(v) (v) Soil erosion occurring due to floods, strong winds and other factor .

Q8. What is environment? Explain significance of environment.

Ans. -“ It includes all the biotic and abiotic factors that influence each Other’. While all

living elements — the birds, animals and plants, forests, fisheries etc.— are biotic elements,
abiotic elements include air, water, land etc. Rocks and sunlight are all examples of abiotic
elements of the environment.

Function (Importance/ Significance) of environment:- 1.Environment offers resource for
production:- resources here include both renewable and non-renewable resources. Renewable
resources are those which can be used without the possibility of the resource becoming
depleted or exhausted. That is, a continuous supply of the resource remains available.
2.Enhances quality of life

3. Environment sustains life by providing genetic and bio diversity

4. Environment assimilates waste: - This implies that the resource extraction is not above the

rate of regeneration of the resource and the wastes generated are within the assimilating

capacity of the environment.

SOURCE --- STUDY MATERIAL CHANDIGARH(ZIET)
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Unit 8
Development Experience of India: A Comparison with Neighbours

Gist of the Chapter: Study of the development experience of India as a comparison with its two
immediate and strategically important neighbours China and Pakistan over a range of socio-
economic issues like demography, economic growth, sectoral development, sectoral employment
and other human development indicators. This unit makes a comparative assessment of the
policies devised and implemented by these three countries in the aftermath of their independence
from colonial rule after the end of World War II.

All the three countries started their development journey as independent countries almost at the
same time and also in similar circumstances of poverty and economic backwardness. India and
Pakistan became independent in 1947 and the Republic of China came into existence in 1949.
The similarity among these countries doesn’t lie only in their timing but also in the kind of
development models adopted around the middle of 20™ century. All the three countries started
their economic planning in similar ways. India announced its First Five Year Plan in 1951, Pakistan
in 1956 and China in 1953. The similarity starts changing with passing decades and is evident
today in the form of starkly different levels of achievements in the three countries.

First, we look at the development strategies of the two neighboring countries China and Pakistan
separately and then make a comparative assessment of the three countries together with the help
of relevant statistics.

A. China
In the beginning, China adopted the following strategies economic development and prosperity:

1. Government Control: - The first and most important decision which builds the economy of
China is to brought all the sectors of the economy, enterprises and lands owned and
operated by the individuals under government control.

In 1953, China adopted its First Five Year Plan.

3. Great Leap Forward: - In 1958, a leap forward campaign was launched by the Government
of China for the process of industrialization. This campaign aims at modernizing the
economy by rapid industrialization. People were encouraged to set up industries in the
backward areas. The process of industrialization aids to the growth rate of the economy of
China.

4. Great proletarian cultural revolution (by Mao tse tung): - In 1965, Mao, the chairman of the
Communist Party of China has introduced the Great proletarian cultural revolution (1966-
76). According to this revolution, students and professionals were sent to work and learn
from rural areas. This helps the people of China to understand the basic problem of the
economy and to help others in the path of development. Development strategies.

5. Reforms: China implemented economic reforms in the following two phases:

i) In the initial phase, reforms were initiated in agriculture, foreign trade and investment
sectors. It involved allocation of land to the general public who were allowed to keep
all the income from the land after paying a certain minimum tax.

i) In the later phase, reforms were initiated in the industrial sector. Under this private
firms and village enterprises were allowed to produce goods.

6. Dual pricing System: According to this system, the farmers and industrial units are obliged
to buy and sell fixed quantities of inputs and outputs at the prices fixed by the government
and the rest were sold and purchased at market prices.

7. In order to attract foreign investors, SEZs were set up. These were special regions that had
economic laws different from those followed in other parts of the country. For example,
provision of cheap labour, lower tax rates, subsidized electricity supply etc. The main

N
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objective of setting up these SEZs was to attract foreign investment and also increase
exports.
. China also adopted One Child Policy in 1970s to control increasing population.

B. Pakistan
The major highlights of the development policy of Pakistan are as follows:
. Mixed Economy: Like India Pakistan also adopted a model of mixed economy. It is a type of
economy in which both the private andpublic sector are participating in productive activities.
The allocation of resources is made bythe government to remove the central problem of the
economy with the help of the private sector. Since, the Private sector is guided for
maximizing their profit.
. Green Revolution: The green revolution in Pakistan was started in 1953. It refers to sudden
and spectacular rise in production and productivity of foodgrains in Pakistan. Increase in
public investment in agriculture in developing infrastructure and on and off farm support
services resulted in increase in foodgrain production in Pakistan.
. Role of Public Sector: In the beginning Pakistan assigned strategically important role to the
public sector similar to what happened in India during early decades of development.
. Development Policies: After independence, Pakistan adopted various policies to protect the
domestic manufacturers and traders and to accelerate the economic growth. Pakistan
introduced policy of import substitution, tariff protection for manufacturing of consumer
goods and so on.
. Economic Reforms: In 1988, Pakistan started economic reforms after realising the
importance of role of private sector in economic development. Disinvestment of PSUs and
encouragement to private sector was the main focus of the policy of economic reforms in
Pakistan.

A detailed analysis of the development experience of India has been made in the previous
chapters of the book ‘Indian Economic Development. So now we make a comparative
assessment of the development experience of India, China and Pakistan in the following

section.
Demographic indicators: - (Relating to the structure of the population)
Select Demographic Indicators, 2017-18

Country Estimated Annual Density Sex Ratio | Fertility Urbanization

Population | growth  of | (persons rate

(in Millions) | population | per sq. km)
India 1352 1.03 455 924 2.2 34
China 1393 0.46 148 949 1.7 59
Pakistan 212 2.05 275 943 3.6 37

1. Population: China is the most populous country in the world as shown in the table. As per

the latest figures India has become most populous country in the world by 2023. Pakistan
has the lowest population among the three countries.

. Population Growth Rate: It is highest in Pakistan followed by India and China. The One
Child Policy adopted by China has been responsible for the reduced annual growth rate of
population.

. Sex Ratio: It refers to the number of males per 1000 females in a country. It is most
favourable in China followed by China and India.
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4. Population Density: It refers to number persons living per unit are which is usually taken as
square kilometers. The population density is highest in India (455) followed by Pakistan
(275) and China (148).

Gross Domestic Product and Sectors

Annual Growth of Gross Domestic Product (%), 1980-2017

Country 1980-90 2015-2017
India 5.7 7.3
China 10. 6.8

Pakistan 6.3 5.3

One of the much-talked issues around the world about China is its growth of Gross Domestic
Product. China has the second largest GDP (PPP) of $22.5 ftrillion in the world, whereas,
India’s GDP (PPP) is $9.03 trillion and Pakistan’s GDP is $ 0.94 trillion, roughly about 11 per
cent of India’s GDP. India’s GDP is about 41 per cent of China’s GDP.

When many developed countries were finding it difficult to maintain a growth rate of even 5 per
cent, China was able to maintain near double-digit growth during 1980s as can be seen from
Table 10.2. Also, notice that in the 1980s, Pakistan was ahead of India; China was having
double-digit growth and India was at the bottom. In 2015-17, there has been a decline in
Pakistan and China’s growth rates, whereas, India met with moderate increase in growth rates.

Sectoral Share of Employment and GVA (%) in 2018—-2019

Sector Contribution to GVA Distribution of Workforce
Indi China Pakistan India China Pakist
a an

Agricultur 16 7 24 43 26 41

e

Industry 30 41 19 25 28 24

Services 54 52 57 32 46 35

Total 100 100 100 100 100 100

1. Area suitable for agriculture in China is just 10% of its total land.
2. China's agricultural land is just 40% of India's agricultural area.
3. Till 1980 nearly 80% of China’s population was engaged in agriculture.

4. The government encouraged farmers to shift to other occupations like handicrafts trade
and transport.

5.1n 2018-19 only 26% of its Population was involved in agriculture.

Trends in Output Growth in Different Sectors, 1980-2015
Country 1980-90 2014-18
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In the last five decades, the growth of agriculture sector, which employs the largest proportion of
workforce in all the three countries, has declined. In the industrial sector, China has maintained a
near double-digit growth rate in 1980s but began showing decline in recent years, whereas, for
India and Pakistan growth rate has declined. In case of service sector, China was able to maintain
its rate of growth during 1980-1990, while there was a positive and increasing growth of India’s
service sector output. Thus, China’s growth is contributed by the manufacturing and service
sectors and India’'s growth by the service sector. During this period, Pakistan has shown

Agriculture |Industry |Service |Agriculture|Industry |Service
India 3.1 7.4 6.9 3.1 6.9 7.6
China 5.9 10.8 13.5 3.1 5.3 7.1
Pakistan 4 7.7 6.8 1.7 4.8 5.0

deceleration in all three sectors.

From the above table the following observations can be made:

ok

Human Development Indicators

Some Selected Indicators of Human Development, 2017-2019

Item India China  |Pakistan
Human Development Index (Value) 0.645 [0.761 |0.557
Rank (based on HDI) 130 87 154
Life Expectancy at Birth (years) 69.7 76.9 67.3
Mean years of Schooling (% aged 15 and above) 6.5 8.1 5.2
Gross National Income per capita (PPP US$) 6,681 16,057 5,005
Percentage of People living Below Poverty Line21.9* 1.7** 24.3*
(National)

Infant Mortality Rate (per 1000 live births) 29.9 7.4 57.2
Maternal Mortality Rate (per 1 lakh births) 133 29 140
Population using at least basic Sanitation (%) 60 75 60
Population using at least basic drinking 93 96 91
Water Source (%)

Percentage of Undernourished Children 37.9 8.1 37.6

almost 10 years.

. HDI score of China is highest followed by India and Pakistan.
HDI ranking of China is very high (87) when compared with India (130) and Pakistan (154).
Life expectancy at birth in China (76.9) is more than India (69.7) and Pakistan (67.3) by

Per capita income in China is very high as compared to both India and Pakistan.

Percentage of under nourished children in China is very low (8.1) as compared to that in

India (37.9) and Pakistan (37.6).

Infant mortality in Pakistan is very high (57.2) as compared to China (7.4) and India (29.9).




7. Maternal mortality in China is also very low (29) when compared with India (133) and
Pakistan (140) who are at similar level.

In general, China has been able to make extraordinary progress in the field of economic as
well as human development sectors when compared with India and Pakistan who started their
development journey at the same time 70 years ago.

Multiple choice Question/ fill in the blanks /match the column and etc.

1.The great leap forward (GLF) campaign was launched in China in the year:
a)1944. b)1958. c)1970. d)1980)

2. India and Pakistan are now relying more on ....... sector in terms of the sectoral
composition to GDP:

A) Secondary. B) tertiary  C) either (a) or (b). D) primary
3. One child policy is adopted by which of the following countries?
A) India B) Pakistan C) China. D) either (a) or (b)
4. Reforms were introduced in Pakistan in:
A)1991 B)1988 C)1978 D)2000
5. In which of the country's reforms were started in 19787
A) India B) China C) Pakistan D) None of these
6. program was started in China with the aim of industrialisation.

a. great Leap Forward ( b) great proletarian cultural revolution (c ) one child policy
(d) none of these

7. China announced its Five Year Plan in the year ... (1953/1949)
8. Pakistan announced its five-year plan in the year...... (1956/ 1951)

9. Arrange the following events of China in chronological order and choose the correct
alternative:

() Great proletarian cultural Revolution
)] Great Leap Forward campaign

(11 Introduction of Economic Reforms
(IV)  First five-year plan

(Choose the correct alternative)
(@) (ii), (iv), (i), (i)
(b) (iv), (ii), (i), (iii)
(c) (ii),(iv),(i),(iii).
(d) (iv), (i), i), iii)

10. Arrange the following events in chronological order:
(i) The Great proletarian cultural Revolution
(ii) Initiation of reforms in Pakistan

(iii) Agricultural reforms in China
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(iv) Opening up of Indian economy Choose the correct alternative:
(a) (iii), (i), (i), (iv)  (b) (i), (iv),(i),(iii)
(c) (i), (iv), (i), (ii) (d) (i), (i), (ii), (iv)

Assertion and reason

11.Assertion (A): Great proletarian Cultural revolution was launched to address economic
recession.

Reason (R): Great leap forward failed to accelerate the pace of development. Alternatives:

a) Both Assertion and Reason are true and Reason (R) is the correct explanation of
Assertion (A)

b) Both Assertion and Reason 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

12. Assertion (A): China has the lowest density of population as compared to India and
Pakistan.

Reason(R): China has a very large geographical area. Alternatives:

a) Both Assertion and Reason are true and Reason (R) is the correct explanation of
Assertion (A)

b) Both Assertion and Reason 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

13. Assertion (A): GLF was the campaign Launched in China to accomplish economic and
industrial development at a faster rate.

Reason(R): It focused on discouraging people to establish industries in their backyard.
Alternatives:

a) Both Assertion and Reason are true and Reason (R) is the correct explanation of
Assertion (A)

b) Both Assertion and Reason 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

14.Assertion (A): Pakistan relies upon remittances and borrowing from abroad to meet its forex
needs.

Reason (R): It experiences volatility in its forex reserves. Alternatives:

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

c) Both Assertion and Reason are true and Reason (R) is not the correct explanation of
Assertion A

d) Assertion (A) is True but Reason (R) is False
e) Assertion (A) is False but Reason (R) is True

15.“China has performed exceedingly well in various health and economic indicators”. Identify
which of the following is not a health indicator?
A) Infant mortality rate
B) Life expectancy at birth.
C) Percentage of people below poverty line.
D) Maternal mortality rate.
16.1n China, Commune system is related to..... sector.
A) Agriculture
B) Industry
C) Services
D) Informal

Q.17. Under in China, farmers and industrial units were required to buy and sell fixed
quantities of inputs and outputs on the basis of prices fixed by the government and the rest were
purchased and sold at market prices.

(Choose the correct alternative)

a) Commune System  b) Great Leap Forward

c¢) Dual Pricing d) Great Proletarian Cultural Revolution

Answer:
1 B 5 B 9 B 13 C 17
2 D 6 A 10 D 14 A C
3 C 7 1953 1 A 15 C
4 B 8 1956 12 A 16 A

3/4 MARKS QUESTIONS

1. Explain at least three areas where India and Pakistan both have achieved
success.

Ans._India and Pakistan have achieved success in the following common areas:

A) Both India and Pakistan have succeeded in more than doubling their per capita incomes.
This is a remarkable feat considering that the population has increased fourfold in case of
Pakistan and threefold in India.

B) The incidence of poverty (defined as one dollar per day) has also been reduced significantly
although the number of absolute poor remains astoundingly high.

C) Food production has not only kept pace with the rise in population but has surpassed it.
Both countries are self-sufficient in foodgrain production.
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2. Why are regional and economic groupings formed?

Ans: Different nations throughout the world are motivated to form regional and global economic
groups such as SAARC, European Union, ASEAN, and others in order to better grasp diverse
means and plans for economic strengthening. Such formations allow member countries to learn
about the development methods and policies used by other members.

This allows them to assess their strengths and weaknesses and, as a result, adopt strategies to
expedite social growth and cultural development among its member countries. Second, another
key reason for the formation of these associations is to maintain the member countries' peace and
stability. Furthermore, these organizations provide a common forum for people to unite and speak
out on shared issues in order to protect their common interests.

3. What are the various means by which countries are trying to strengthen their
own domestic economies?

Ans: The following are the different methods through which nations are attempting to boost their
domestic economies: To boost their economies, nations are joining numerous regional and
economic groups such as SAARC, the European Union, the G-8, the G-20, and ASEAN. These
organizations provide a shared forum for member countries to speak out on common concerns in
a cohesive voice in order to protect their common interests. They are also interested in learning
about the developmental processes used by their neighboring countries in order to assess their
own strengths and flaws. As a result, they adopt strategies to enhance social and cultural growth
among member countries. Furthermore, governments are liberalizing their economy. This reduces
the government's involvement in economic activity. The economy is governed by market forces,
i.e. demand and supply factors.

Nations also use the globalisation process to open up their economy and create a large worldwide
market to their domestic producers.

4. What similar developmental strategies have India and Pakistan followed for their
respective developmental paths?

Ans: Both India and Pakistan have pursued a similar developmental agenda. The following are the
primary similarities between the developmental strategies: Both India and Pakistan began
development programs based on economic planning soon after their independence in 1947.Both
countries rely on the public sector to kickstart the growth and development process. They have
both followed the road of a mixed economic structure, involving both the state and the private
sector. They both implemented economic changes at the same time in order to develop their
economies.

5. Compare and analyse the following information related to annual growth of GDP
of India and China:

Country 1980-90 2015-17
India 5.7 7.3
China 10.3 6.8

Ans. From the above data we infer that when many developed countries were finding it difficult to
maintain a growth rate of even 5%, China was able to a double-digit growth during the 1980s,
whereas growth rate of India was just 5.7% for the same period. In 2015-17, there has been a
decline in China’s growth rate, from 10.3% to 6.8%, whereas India met with moderate increase in
growth rate from 5.7% to 7.3% for the same period.

6. China's rapid industrial growth can be traced back to its reforms in 1978. Do you
agree? Elucidate.
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Ans: Yes, China's rapid industrial expansion cannot be ignored as a result of the different
economic reforms implemented in stages since 1978. Reforms were undertaken in the agriculture,
foreign trade, and investment sectors during the early period. The Commune Method, a
collaborative farming system, was adopted. Land was divided into tiny plots and assigned to
individual households under this method. After paying taxes to the government, these households
were allowed to keep the remainder of their land revenue. Reforms in the industrial sector were
undertaken later in the phase. Dual pricing was also incorporated in the revisions. Dual pricing
implies that farmers and industrial units were forced to acquire and sell a predetermined quantity
of inputs and output at a government-determined price, while the remaining quantities were sold at
market prices. The changes also included the establishment of Special Economic Zones in order
to attract foreign firms. As a result, China's rapid industrial expansion can be attributed to the
success of various stages of its economic reforms.

7. Describe the path of developmental initiatives taken by Pakistan for its
economic development.

Ans: In order to achieve economic development, Pakistan developed a mixed economy model in
which the private and governmental sectors coexist. During the 1950s and 1960s, Pakistan used a
range of controlled policy frameworks for import substitution and industrialization. This entails
creating items at home to replace imports, so inhibiting imports while boosting and expanding
indigenous industry. Tariff barriers were erected as a policy instrument to protect domestic
companies manufacturing consumer products.

The introduction of the Green Revolution mechanized agriculture, resulting in an increase in food
grain output. In the 1970s, mechanisation of agriculture was followed by nationalization of capital
goods industries. In the late 1970s and early 1980s, Pakistan switched its policy orientation by
denationalizing the thrust areas, thereby supporting private sector growth. All of the preceding
actions established an environment suitable to launching the economic changes that were
eventually launched in 1988.

8. What is the important implication of the one child norm in China?

Ans: The significant impact of China's one-child policy is the country's low population growth. This
approach also resulted in a decrease in China's sex ratio, or the proportion of females per
thousand males. However, the country believes that in the following decades, there will be a
greater proportion of elderly people than young ones. As a result, the country will be forced to
implement social security measures with fewer personnel.

9. Explain the great Leap Forward campaign of China as initiated in 1958.

Ans. In 1958, a program named 'The Great Leap Forward' campaign was initiated by Mao to
modernize China's economy.

(I) The aim of this campaign was to transform agrarian economy into a modern economy through
the process of rapid industrialization. Compare and contrast India and China's sectoral contribution
towards GDP in 2003 what does it indicate

(ii) Under this program, people were encouraged to set up industries in their backyards.

(iii) In rural areas, Commune was started. Under the Commune system, people
collectively cultivated lands.

(iv) 1958, there were 26000 communes covering almost all the farm population.

(v) GLF campaign met with many problems. A severe drought caused havoc in China
killing about 30 million people.
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