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Guidelines
» Refer to the content given below and view the links

* These notes will help you to understand the concept and complete
the assignment

that follows
* The assignment is to be done in the economics notebook

* Please read the Economics Sandeep Garg book before you begin
answering

Instructional Aids / Resources

https://youtu.be/wX3-chsZcAs

https://youtu.be/go4Kct5eYyA

https://youtu.be/AMV8TukOviw

https://youtu.be/AMV8TukOviw



https://youtu.be/wX3-chsZcAs
https://youtu.be/qo4Kct5eYyA
https://youtu.be/AMV8TukOvlw
https://youtu.be/AMV8TukOvlw

Learning outcomes

Each student will be able to :
1. Students will able to learn about the concept of national Income
2. They get knowledge how to calculate national income

LESSON DEVELOPMENT

Goods :In economics a goods is defined as any
physical object, manmade, that could command a
price in the market and these are the materials that
satisfy human wants and provide utility

Consumption Goods : Those final goods which
satisfy human wants directly. ex- ice-cream and milk
used by the households.

Capital Goods :Those final goods which help in
production. These goods are used for generating
Income. These goods are fixed assets of the
producers- plant and machinery.

Final Goods are those goods which are used either
for final consumption or for investment.



Intermediate Goods refers to those goods and
services which are used as a raw material for further
production or for resale in the same year.

These goods do not fulfill needs of mankind directly.
Investment :Addition made to the physical stock of
capital during a period of time is called investment. It
IS also called capital formation.

capital formation:- Change in the stock of capital is
also called capital formation.

Depreciation :means fall in value of fixed capital
goods due to normal wear and tear and expected
obsolescence. It is also called consumption of fixed
capital.

Gross Investment :Total addition made to physical
stock of capital during a period of time. It includes
depreciation. OR Net Investment + Depreciation
Net Investment :Net addition made to the real stock
of capital during a period of time. It excludes
depreciation.

Net Investment = Gross investment — Depreciation.
Stocks :Variables whose magnitude is measured at
a particular point of time are called stock variables.
Eg. National Wealth, Inventory etc.




Flows :Variables whose magnitude is measured
over a period of time are called flow variable. Eg.
National income, change in stock etc.

Circular flow of income :It refers to continuous flow
of goods and services and money income among
different sectors in the economy. It is circular in
nature. It has neither any end and nor any beginning
point. It helps to know the functioning of the
economy.

Leakage :It is the amount of money which is
withdrawn from circular flow of income. For eg.
Taxes, Savings and Import._It reduces aggregate
demand and the level of income.

Injection :1t is the amount of money which is added
to the circular flow of income. For e.g. Govt. Exp.,
Investment and exports. It increases the aggregate
demand and the level of income.

Economic Territory :Economic (or domestic)
Territory is the geographical territory administrated
by a Government within which persons, goods, and

caﬁital circulate freeli.

(a) Political frontiers including territorial waters and
airspace.



(b) Embassies, consulates, military bases etc.
located abroad.

(c) Ships and aircraft operated by the residents
between two or more countries.

(d) Fishing vessels, oil and natural gas rigs operated
by residents in the international waters.

Normal Resident of a country: is a person or an
Institution who normally resides in a country and
whose Centre of economic interest lies in that
country.

Exceptions:- (a) Diplomats and officials of foreign
embassy.

(b) Commercial travellers, tourists students etc.

(c) People working in international organizations like
WHO, IMF, UNESCO etc. are treated as normal
residents of the country to which they belong.

The related aggregates of national income are:-

(i) Gross Domestic Product at Market price (GDPwp)
(i) Gross Domestic Product at Factor Cost (GDPrc)
(iii) Net Domestic Product at Market Price (NDPwp)
(iv) Net Domestic Product at FC or (NDPrc)

(v) Net National Product at FC or National Income
(NNPrc)



(vi) Gross National Product at FC (GNPkc)
(vii) Net National. Product at MP (NNPwp)
(viii) Gross National Product at MP (GNP wp)

(i) Gross Domestic Product at Market Price : Itis
the money value of all the

final goods and services produced within the
domestic territory of a country

during an accounting yeatr.

GDPwp = Net domestic product at FC (NDPgc) +
Depreciation + Net

Indirect tax.

(i) Gross Domestic Product at FC : It is the value
of all final goods and services

produced within domestic territory of a country which
does not include net

iIndirect tax.

GDPrc = GDPwmp — Indirect tax + Subsidy

or GDPrc = GDPwmp — NIT

(ili) Net Domestic Product at Market Price : Itis
the money value of all final

goods and services produced within domestic
territory of a country during an

accounting year and does not include
depreciation.

NDPwvp = GDPwvp — Depreciation



(iv) Net Domestic Product at FC : It is the value of
all final goods and services

which does not include depreciation charges and net
Indirect tax. Thus it is

equal to the sum of all factor incomes
(compensation of employees, rent,

Interest, profit and mixed income of self employed)
generated in the domestic

territory of the country.

NDPrc = GDPwmp — Depreciation — Indirect tax +
Subsidy

(v) Net National Product at FC (National Income) :
It is the sum total of factor

Incomes (compensation of employees + rent +
Interest + profit) earned by

normal residents of a country in an accounting year
or

NNPrc = NDPgc + Factor income earned by normal
residents from abroad -

factor payments made to abroad.

(vi) Gross National Product at FC: It is the sum
total of factor incomes earned

by normal residents of a country along with
depreciation, during an accounting

year.

GNPrc = NNPgc + Depreciation OR



GNPgc = GDPgc + NFIA

(vii) Net National Product at MP : It is the sum total
of factor incomes earned by

the normal residents of a country during an
accounting year including net

Indirect taxes.

NNPwvp = NNPrc + Indirect tax — Subsidy

(viit) Gross National Product at MP : It is the sum
total of factor incomes earned

by normal residents of a country during an
accounting year including

depreciation and net indirect taxes.

GNPwmp = NNPrc + Dep + NIT

Domestic Aggregates

Gross domestic Product at Market Price (GPPw)is
the market value of all the final goods and services
produced by all producing units located in the
domestic territory of a country during an accounting
year. It includes the value of depreciation or
consumption of fixed capital.

Net Domestic Product at Market Price

(NDPye) : NDPye = GDPye —Depreciation (consumption of
Fixed capital). It is the market value of final
goods and services produced within the domestic



territory of the country during a year exclusive of
depreciation.

Domestic Income

It is the factor income accruing to owners of factors
of production for suppling factor services with in
domestic territory during an accounting year.

NATIONAL AGGREGATES

Gross National Product at Market Price V%) is the
market value of all the final goods and services
produced by normal residents (in the domestic
territory and abroad) of a country during an
accounting year.

GDP,+ NFIA = GNP, ( VNP, |

National Income ™ :|t is the sum total of all
factors incomes which are earned by normal
residents of a country in the form of wages. rent,

Interest and profit during an accounting yeatr.
NNP;. = NDP;.+ NFIA= National Income.

Three Important method of national income



Production method
Income method

Expenditure method

Production Method

Sales+ change in stock= value of output-
Intermediate consumption=GDPmp

Income method= compensation of employees+
Rent+intrest+profit+mixed
Income=NDPfc+NFIA=National Income

Expenditure Method

Govt final consumption expenditure

+ Private final consumption expenditure
+ Gross domestic capital formation

+ Net export

= GDPmp-Dep=NDPmp-Indirect tax+
subsidies+nfia= nnpfc



Assignment

Unit 1

What is circular flow of income . Explain with the help of figure.
What is macro economics.?

What is stock and flow?

What do you mean by GDP?

Define real and nominal GDP.

Gross Domestic Product (GDP) does not give us a clear indication of economic welfare
of a country.” Defend or refute the given statement with valid reason.

What is NDPmp?

1 From the following data, calculate “Net Value Added at Factor Cost”.

0 - OO, WN PR

(Rs.in

Content Lakhs)

n
)
°

(i Sales 400

(i) Change in Stock (-) 20

(i) Intermedla_lte 200
consumption

(iv) Net indirect taxes | 40

(V) Exports 50

(vi) Depreciation 70

9 Calculate the net value added at the market price of a firm:

Items Amount

Sale 400



Change in stock
Depreciation

Net indirect taxes
Purchase of machinery

Purchase of an
intermediate product

10

30
40
200
250

Calculate GDP at MP by using Expenditure

Method

S. Items

1 Private final
consumption
expenditure

2 Government Final
Consumption
Expenditure

3 Gross Domestic Fixed
Capital Formation

4 Change in Stock

5 Exports — Imports

11

Amount
¥(in crores)

1200

2400

3500

600

700

Calculate GDP at MP by using Expenditure

Method



12

Items

Private final
consumption
expenditure

Government final
Consumption
Expenditure

Gross Business fixed
Investment

Gross Public
Investment

Gross Residential
Construction

Change in Inventory

Net Exports

Amount
¥(in crores)

2400

2040

4200

240

400

200

420

Calculate NDP at FC by using Income Method

S.
No

Items

Compensation of
Employees

Operating Surplus

Amount

CIn
Crores)

3000

2000



3 Mixed-Income of Self 1000
employed

4 Savings of Non- 4000
Departmental Enterprise

5 Income from property and
Entrepreneurship to
government administrative
departments

13

Calculate NDP at FC by using Income Method

S. Iltems Amount
N
© CIn
Crores)
(@) Wages and Salaries 32100
(b) Rent 52300
(c) Royalty 12500
(d) Interest 10100
(e) Corporate Tax 50590
(f) Dividend 20410
(g) Undistributed Profit 81000
(h)  Mixed-Income of Self 12110

employed



() Savings of Non- 5190
Departmental Enterprise

) Income from property and 15500
Entrepreneurship to
government administrative
departments

Unit 2

Money and Banking
Topic 1

-: Money may be defined as anything which is
generally acceptable as a medium of exchange and



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

1. Primary Functions
a. Medium of exchange

b. Common measure of value or unit of value

2. Secondary Functions
a. Standard of deferred payment

b. Store of value
c. Transfer of value

3.Contingent Functions
a. Basis of credit

b. Liquidity

c. Basis of price mechanism

d. Maximum profit to the producers

e. Maximum satisfaction to the consumers
f. Basis of distribution of income

Topic 2



BaMEPEXChaNge! It implies the direct exchange of

goods for goods without the use of money.
Difficulties involved in the Barter Exchange:
1. Lack of a common measure of value.

2. Lack of double coincidence of wants

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

5. Lack of divisibility.

6. Difficulty in exchange of services

SUPPNASHNIBARY: Total stock of money (currency

notes, coins and demand deposit of banks) in
circulation are held by the public at a given point of
time.

Supply of money does not include cash balance held
by central and state govt. and stock of money held
by banking system of country as they are not in
actual circulation of the country.

Topic 3

VISESHSSISAVIGREYISEBRIAS Currency held by

Public + Net Demand Deposits held by commercial
banks

M:=C+ DD + OD

C = Currency and coins with the public



DD = Demand deposits of the public with the banks
OD = Other deposits

M2 = M1+ Post office savings deposits

M3z = M1+ Time deposits of commercial banks

Ms= Ms+ Total deposits with the post office saving
organisation excluding the deposits

on NSC

Topic 4
_: Commercial Banks are financial

Institution who accepts deposits from the public and
provide loans facilities for investment with the aim of
earning profit.

1. Primary functions:-
(a) Accepting deposits

(b) Advancing loans
(c) Discounting bill of exchange.

2. Secondary functions:-
1. Agency function
(a) Transfer of fund

(b) Collection of funds



(c) Purchase and sale of shares and securities on
behalf of the customers

(d) Collection of dividend and interest

(e) Payment of bills and insurance premium on
behalf of customers

(f) Acting as executor and trustee of will

(g) Acting as correspondent and representative of
customer and provide letter of credit to
the customer.

2. General utility function
(a) Purchase and sell of foreign exchange.

(b) Issuance of travelers cheque.
(c) Safe custody of valuable goods in lockers.

(d) Underwriting of securities.

Topic 5

CERtrAPBankS! The central Bank is the apex

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



Functions of Central Banks
1. Bank of Issue

2. Banker to the Government

3. Banker's Bank and Supervisor.
4. Controller of credit.

5. Lender of last resort

6. Custodian of foreign exchange reserves

Topic 6

. Is defined as finance made available by

one party to another party on a certain rate of
exchange.

ECGANRESESVEIRAHGIERRH is fixed by the central

bank of a country and it is the minimum ratio of
deposit legally required to be kept as cash by banks.



Cash Reserve Ratio(CRR):- It is a part of LRR which
IS to be kept with the central bank.

SIEUIOHANGHINARSHOESERY - It is a part of LRR

which is to be kept with the bank themselves.
Commercial bank’s demand deposits are a part of
money supply. Commercial banks lend money to the
borrowers by opening demand deposit account in
their names. The borrowers are free to use this
money by writing cheques. According to definition
demand deposits are a part of money supply.
Therefore, by creating additional demand deposits
bank create money. Money creation depends upon
two factor: Primary deposits and Legal Reserve
Ratio (LRR). Deposit Multiplier = 1/LRR Total
Deposit creation = Initial deposit X 1/LRR.

REPONAIRN Repo rate is the rate at which the central
bank of a country (Reserve Bank of India in case of
India) lends money to commercial banks in the event
of any shortfall of funds. Repo rate is used by
monetary authorities to control inflation.

Assignment



Money and Banking

1.The broad definition of money is based on (1)
a.Medium of payment function
b. Transferability of money
c. Store of value function
d.Cant’ say

2.The process of money creation or credit creation
IS done by (1)

a.commercial banks
b.Central bank
c. World bank
d.Rural bank

3.Bank rate is for (1)
a.Commercial banks by the government
b.Commercial banks by the central bank
c. Central banks by the central bank
d.Central bank by the commercial banks



4.0ne of the functions of Central Bank among the
following is (1)

a.Custodian of banks
b.Custodian of deliveries

c. Custodian of foreign exchange
d.Custodian of securities

5.State the components of money supply. (1)

6.What is included in money supply? (1)

7.Give the meaning of cash reserve ratio. (1)

8.What is reverse repo rate? (1)

9.Explain any two functions of a Central Bank. (3)

10. Explain the “Bankers’ Bank function” of the
central bank. (3)

11. Explain how open market operations are
helpful in controlling credit creation. (4)

12. Explain ‘banker to the government’ function
of the Central Bank. (4)

13. What is meant by statutory liquidity ratio
(SLR)? State the effect of rise in rate of SLR on
creation of credit. (4)

14. Explain the problem of double coincidence
of wants faced under barter system. How has
money solved it? (6)

15. How does the Central Bank control credit
creation in the economy through open market
operation and bank rate? Explain. (6)






