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SYLLABUS 
CENTRAL BOARD OF SECONDARY EDUCATION 

ECONOMICS 

Class XII 

Time Allowed: 3 Hours Theory: 80 Marks Project: 20 Marks 

Units Marks 

Part-A Introductory Macroeconomics 

National Income and Related Aggregates 10 

Money and Banking 06 

Determination of Income and Employment 12 

Government Budget and the Economy 06 

Balance of Payments 06 

Total 40 

Part-B Indian Economic Development 

Development Experience (1947-90) and 
12 

Economic Reforms since 1991 

Current Challenges facing Indian Economy 22 

Development Experience of India-
06 

A Comparison with Neighbours 

Theory Paper (40 + 40 = 80 Marks) 40 

Part-C Project Work 20 

PART-A: INTRODUCTORY MACROECONOMICS 

Unit-1: National Income and Related Aggregates 

What is Macroeconomics? 

Periods 

28 

15 

27 

15 

15 

100 

28 

60 

12 

100 

20 

28 Periods 

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 and Net Domestic Product (GDP and 

NDP)-at market price, at factor cost; Real and Nominal GDP. 

GDP and Welfare. 
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Unit-2: Money and Banking 15Periods 

Money-meaning and 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, Government Bank, 
Banker's Bank, Control of Credit through Bank Rate, CRR, 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. 

27Periods 

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

Unit-4: Government Budget and the Economy 

Government budget-meaning, objectives and components. 

15 Periods 

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

Measures of government deficit-revenue deficit, fiscal deficit, primary deficit-their meaning. 

Unit-5: Balance of Payments 15Periods 

Balance of payments account-meaning and components; balance of payments deficit-meaning. 

Foreign exchange rate-meaning of fixed and flexible rates and managed floating. 

Determination of exchange rate in a free market. 

PART-B: INDIAN ECONOMIC DEVELOPM.ENT 

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. 

Common goals of Five Year Plans. 

28Periods 

Main features, problems and policies of agriculture (institutional aspects and new agricultural strategy, etc.), 
industry (industrial licensing, etc.) 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 60Periods 

Poverty-absolute and relative; Main programmes for poverty alleviation: A critical assessment. 

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

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

Employment: Formal and informal growth; problems and policies. 

Infrastructure: Meaning and Types: Case Studies: Energy and Health: Problems and Policies-A critical 
assessment. 

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: growth, population, sectoral development and other Human Development Indicators. 

12Periods 
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Design of Question Paper 

Economics 

Class XII (2019-20) 

Duration: 3 Hours 

s. Typology of Questions Objective Short Short Long 
No. Type/MCQ Answer I Answer II Answer 

1 Mark 3 Marks 4 Marks 6 Marks 

1. Remembering: 
Exhibit memory of 

previously learned material 5 1 2 1 
by recalling facts, terms, 

basic concepts, and 

answers. 

2. Understanding: 
Demonstrate understanding 

of facts and ideas by 

organizing, comparing, 5 1 2 1 
translating, interpreting, 

giving descriptions, and 

stating main ideas. 

3. Applying: 
Solve problems to new 

situations by applying 
5 1 1 1 

acquired knowledge, facts, 

techniques and rules in a 

different way. 

4. Analysing and Evaluating: 

Examine and break 

information into parts by 
identifying motives or 

causes. Make inferences 

and find evidence to 

support generalizations. 

Present and defend 

opinions by making 

judgments about 5 1 1 1 

information, validity of 

ideas, or quality of work 

based on a set of criteria. 

Creating: Compile 

information together in a 

different way by combining 

elements in a new pattern 
or proposing alternative 

solutions. 

Total 20x 1 =20 4x3=12 6x4=24 4x6=24 

Marks: 80 

Marks 

22 

22 

18 

18 

80 (34) 

Note: There will be Internal Choices in questions of 1 mark, 3 marks, 4 marks and 6 marks in both sections (A & 

B). In all, total 8 internal choices. 



PART-A 

INTRODUCTORY MACROECONOMICS 

D NATIONAL INCOME AND RELATED AGGREGATES 

D MONEY AND BANKING 

D DETERMINATION OF INCOME AND EMPLOYMENT 

D GOVERNMENT BUDGET AND THE ECONOMY 

D EXCHANGE RATE AND BALANCE OF PAYMENTS Read
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NATIONAL INCOME 

AND RELATED 

AGGREGATES 

I Macroeconomics 

I Some Basic Concepts 
-Consumption Goods 
-Capital Goods 
-Final Goods 
-Intermediate Goods 
-Gross Investment and Depreciation 
-Stocks and Flows 

I lntersectoral Flows 

I Circular Flow of Income 

I Concepts Relating to National Income 

I Methods of Calculating National Income 
-Value Added or Product Method 
-Income Method 
-Expenditure Method 

I Real and Nominal GDP 

I GDP and Welfare 

UNIT 

POWER POINTS 

1. Macroeconomics 

Macroeconomics is the study of economic problems or economic issues (like unemployment and poverty) at the level of an economy as a whole. 
2. Some Basic Concepts 

Consumption Goods 
These are those goods which are directly used for the satisfaction of human wants. 
Example: Ice cream and milk used by the households. 

Capital Goods 
These are those goods which are used as fixed assets by the producers in the production of other goods and services. 
Example: Tractors used by the farmers. 

National Income and Related Aggregates 7 
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Final Goods 

These are those goods which have crossed the boundary line of production and are ready for use by their final users. 
Example: Car used by the households, machine used by the producers. 

Intermediate Goods 
These are those goods which are within the boundary line of production and not ready for use by their final users. These goods are purchased for further sale, or are to be used as raw material by the producers. 
Example: Wood purchased by a carpenter to make chairs or wood purchased by a timber merchant for resale. 

Gross Investment 

It refers to the expenditure by the producers (during an accounting year) on the purchase of all such goods which add to their stock of capital, as well as expenditure on the replacement of existing fixed assets (owing to their depreciation). 
It includes (i) net investment which is expenditure by the producers on the purchase of all such goods which add to their existing stock of capital, and (ii) depreciation which is expenditure by the producers on the replacement of existing fixed assets owing to their depreciation. 

Gross Investment = Net investment+ Depreciation 
Depreciation 

It refers to loss of value of fixed assets (capital goods) in use, on account of their normal wear and tear (as well as accidental damages and expected obsolescence). 
Stock and Flow Concepts 

All variables in economics (like income, consumption, capital and investment) are classified either as stock variables or flow variables. 
Stock variables are those which are measured at a point of time. 
Examples: Capital and wealth. 
Flow variables are those which are measured per unit of time period. 
Examples: Income per month, investment per year. 

3. lntersectoral Flows 

Intersectoral flows refer to the flow of goods and services as well as the flow of money among different sectors of the economy. The flows of goods and services are called 'real flows' while the flow of money is called 'money flows' across different sectors. These flows (both real as well as money flows) point to intersectoral interdependence or the dependence of one sector on the other. These intersectoral interdependences are satisfied through a system of mutual exchanges, and mutual exchanges lead to intersectoral flows of money as well as of goods and services. These flows are the essence of modern economic activity as the entire economic activity revolves around these intersectoral flows. To illustrate, factor services flow from households to the producers without which production activity is not possible. Likewise, factor incomes flow from producers to the households without which consumption activity is not possible. 
4. Circular Flow of Income 

Circular flow of income (also called circular flow of money) is a concept that brings out how income flows across different sectors of the economy. It shows how household (the owners of the factors of production) render their factor services to the producers (or the producing units) and in return receive payments in terms of factor incomes (rent for land, interest for capital, wages for labour and profit for 
8 Xam idea Economics-XII 



entrepreneurship). It also shows how income (in the form of rent, interest, profit and wages) is spent on the purchase of goods and services from the producing units. In the entire process of production, income generation and expenditure, money flows continuously from one sector to the other. The process never stops; hence is called circular flow of money or circular flow of income. 
5. Concepts Relating to National Income 

Domestic Income and National Income 

What is common in them? 

Both domestic income and national income include factor incomes only (rent, interest, profit and wages). 
What is the difference? While domestic income is the sum total of factor incomes generated within the domestic territory of a country, national income is the sum total of factor incomes generated by normal residents of a country, within the domestic territory or in the rest of the world. 
Gross and Net Concepts Generally, gross variables in national income accounting are inclusive of depreciation, like gross investment which is the sum total of net investment and depreciation. Net variables are exclusive of depreciation. 
Market Price and Factor Cost Market price includes the impact of indirect taxes (taxes on goods and services) and subsidies. While indirect taxes raise the market price, subsidies tend to lower it. Factor cost refers to the cost of factors of production, independent of net indirect taxes (Indirect taxes - Subsidies). 
Value Addition and Income Generation 

In economics, 'value addition' is the synonym of production. If Mr. X buys wood for� 500, converts it into a chair and sells it for� 800, value added = � 800 -� 500 = � 300 which is what production means. 
Who adds value? Yes, value is added by the factors of production, viz., land, labour, capital and entrepreneurship. Accordingly, all value added is distributed among the factors of production as factor incomes, viz., rent, wages, interest and profit. It implies that income generated must be identical with value added during a period of time. 

6. Methods of Calculating National Income 

Circular flow of income model suggests three different methods of estimating national income: (i) Product Method, also called Value Addition Method, (ii) Income Method, and (iii) Expenditure Method. Detailed explanation of these methods is as under: 
(i) Value Added Method or Product Method 

According to this method, domestic income is calculated as domestic product. Domestic product (or Gross Value Added at market price) is estimated as the sum total of value added by all the producing units within the domestic territory of the country, during the year of accounting (= market value of final goods and services produced in the economy during the period of an accounting year). Gross value added at market price is converted into net value added at market price by deducting depreciation from 'gross value added'. Net value added at market price is converted into net value added at factor cost by deducting net indirect taxes. Finally, net factor income from abroad is added to net value added at factor cost to find national income. 
(ii) Income Method 

According to this method, domestic income is calculated as the sum total of factor incomes (rent + interest 
+ profit + wages) generated within the domestic territory of a country during the period of an accounting year. Net factor income from abroad is added to domestic income to find national income. 

National Income and Related Aggregates 9 

Read
 

 
You

r F
low

Fi
nd
 Y

ou
r 

 fo
r F

ree

eB
ook

s



(iii) Expenditure Method 

According to this method, domestic product is estimated as the sum total of expenditure (consumption expenditure and investment expenditure) on the purchase of final goods and services produced within the domestic territory of the country, during the year of estimation. 
Expenditure on Final Goods 

= Market value of the final goods and services produced in the economy during the period of an accounting year 
= GDP MP = GV AMP 

Gross value added at market price is converted into net value added at market price by deducting depreciation. Net value added at market price is converted into net value added at factor cost by deducting net indirect taxes. Finally, net factor income from abroad is added to net value added at factor cost to find national income. 

GDP 
at 

Market Price 
or 
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National Income and Related Aggregates 

GNP 
(market price) 

+ net factor income 
from abroad 

C 
_o 

�a 
o. E 
Cll :::, u"' 
+ C 0 u 

- net factor 
GNP income from abroad 

GDP 
(factor cost) 

c:----------�■ 

\-a.c\o� 
k (\e\ \�O� 
i('co��o-a.O ,,,· ·> NDP a. • 

0c, ••••• ,, ,. ,/ (factor cost) 
,�;, _______ .,,,.. 

c,'-. &,0c,,,,r ,,--·:c, 
;..�0 s" / ,,' .• �;, -�'> .§)/ ,.V e, 

/ '< X C:J,/ ,, 0" ' 6'0 
,,, ·,,0 �" ·' 

,, -�<:>' -::,'<J°

J 

,,- ,/ x" c, 
,,,,/ "/ / 

NNP H◄.----_- n_ e_t _
fa

_c-to_r ____ : 1NDP 
(market price) income from abroad (market price) 

7. Real and Nominal GDP 

Nominal GDP refers to GDP calculated at the current prices (prices prevailing during the year of estimation). 
Real GDP is estimated at the prices prevailing during the base year (which often is the year of comparison). 

8. GDP and Welfare 
Often, GDP is taken as an index of social welfare; higher GDP implying higher level of welfare. 
However, there are certain demerits of GDP as an index of welfare. 
Example: GDP as an index of welfare does not account for the distribution of income. 
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QUESTION-ANSWERS 

1 .  Obiective Type Questions 

A. Multiple Choice Questions 

Choose the correct option: 

1 .  Study of macroeconomics is concerned with: 

(a) theory of demand (b) determination of aggregate output 
(c) general price level (d) both (b) and (c) 

2 .  Which of the following is an example of macroeconomics? 

(a) Saving of an individual (b) Consumption of a household 
(c) Price level of a firm (d) Aggregate demand of an economy 

3 . Which of the following is not a macro variable? 
(a) Wholesale price index (b) Output of the firm 
(c) Aggregate demand (d) Aggregate supply 

4. Partial equilibrium relates to: 

(a) microeconomics 
(c) both (a) and (b) 

Ans. 1 .  (d) 2. (d) 

B .  Fi l l  in the B lanks 

3 .  (b) 

Choose appropriate word and fill in the blank: 

(b) macroeconomics 
(d) none of these 

4. (a) 

1 .  studies problems of scarcity and choice at the level of an economy as a whole. (Microeconomics/Macroeconomics) 
2 .  _______ equilibrium is the method of study in microeconomics. (Partial/General) 
3 .  Theory of employment is studied under economICs. (micro/macro) 
4. Allocation of resources is the central issue in . (microeconomics/macroeconomics) 
5 .  In macroeconomics, micro variables assumed to be constant. (are/are not) 

Ans. 1 .  Macroeconomics 
5. are 

2. Partial 3 .  macro 4. microeconomics 

C. True or  False 

State whether the following statements are True or False: 

1 .  Microeconomics is concerned with the economy as a whole. 
2 .  Individual economic agents include consumers and producers. 
3 .  In macroeconomics, there is a limited degree of aggregation. 
4. In microeconomics, total employment in the economy is taken as constant. 
5. What is true of microeconomics is also true of macroeconomics. 

Ans. 1 .  False 2. True 3. False 4. True 5. False 

(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 
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D. Very Short Answer Questions 
1 .  What is macroeconomics? 

Ans. Macroeconomics deals with economic issues (or economic problems) at the level ofan economy as a whole. Example: Problem of unemployment in the economy. 
2 .  State the basic difference between microeconomics and macroeconomics. 

Ans. Microeconomics studies economic relationships or economic problems at the level of an individual-an individual firm, an individual household or an individual consumer. It is concerned with determination of output and price for an individual firm or industry. 
Macroeconomics studies economic relationships or economic problems or economic issues at the level of the economy as a whole. It is concerned with determination of aggregate output and a general price level in the economy as a whole. 

3. Give two examples of macroeconomic studies. 
Ans. (i) Problem of inflation in India, and 

(ii) Problem of unemployment in India. 4. Define macroeconomic variables. 
Ans. Macroeconomic variables are those economic variables which are studied at the level of economy as a whole. Example: Aggregate demand. 

5 .  Define economic agents. 
Ans. Economic agents are the individuals or institutions who take economic decisions. 

6. What is meant by partial equilibrium? 
Ans. Partial equilibrium refers to equilibrium in one market (say, commodity market) on the assumption that there is no change in other markets (like labour market or capital market). 

7. What is meant by general equilibrium? 
Ans. General equilibrium refers to simultaneous equilibrium in all the markets in the economy. 

2. Reason-based Questions (Comprehension of the Subject-matter) 

Read the fol lowing statements carefu l ly. Write 'True' or 'False' with a reason. 
1. Problem of unemployment in India is a macroeconomic study. 

Ans. True. Problem of unemployment in India is an economic issue related to the economy as a whole. Hence, it is a macroeconomic study. 
2 .  Aggregation is involved only in macroeconomics. 

Ans. False. Both micro and macro economics involve aggregation. The difference lies in the degree of aggregation. While in microeconomics, aggregation is at the level of an individual industry (which is the aggregate ofall firms producing a particular commodity), in macroeconomics, aggregation is done at the level of an economy as a whole. 
3 .  Study of cotton textile industry is related to macroeconomics. 

Ans. False. Cotton textile industry is an individual industry . Its study is related to microeconomics .  

► lill�ll:Jli[t1ij1me�ai1 
1 .  Objective Type Questions 

A. Mult ip le  Choice Questions 
Choose the correct option: 

1 .  Goods that are ready for use by their final users are called: 
(a) intermediate goods (b) final goods 
(c) capital goods (d) consumer goods 

12 Xam idea Economics-XII 



2. Intermediate goods are those goods: 

(a) which have yet not crossed the boundary line of production 
(b) which are purchased by one firm from the other firm for resale 
(c) which are not included in the estimation of national product 
(d) all of these 

S. Goods that are used-up in a single act of consumption are called: 

(a) durable consumer goods (b) semi-durable consumer goods 
(c) non-durable consumer goods (d) non-material consumer goods 

4. Goods that are used by the producers for several years and are of high value are called: 

(a) intermediate goods (b) final goods 
(c) capital goods (d) both (b) and (c) 

5. Goods which are not used in the production of other goods are called: 

(a) capital goods (b) consumption goods 
(c) producer goods (d) intermediate goods 

6. Electric goods like tubelights and bulbs are examples of: 

(a) durable consumer goods 
(c) non-durable consumer goods 

(b) semi-durable consumer goods 
(d) all of these 

7. Milk and ice cream used by the households are examples of: 

(a) durable goods (b) intermediate goods 
(c) consumption goods (d) capital goods 

8. Expenditure of the producers on the purchase of capital goods causes: 

(a) fixed investment 
(c) gross investment 

9. Gross investment is equal to: 

(a) net investment - depreciation 

(b) inventory investment 
(d) net investment 

(b) expenditure on the purchase of intermediate as well as final goods 
(c) net investment + depreciation 
(d) none of these 

1(). Depreciation is the: 

(a) loss of value of fixed assets in use due to normal wear and tear 
(b) loss of value of fixed assets in use due to normal rate of accidental damages 
(c) loss of value of fixed assets in use due to foreseen obsolescence 
(d) all of these 

11 . Which of the following is the cause of unexpected obsolescence? 

(a) Natural calamities (b) Change in demand 
(c) Change in technology (d) Both (b) and (c) 

12. Stock of man-made goods which are used for further production is called: 

(a) investment (b) capital stock 
(c) capital formation (d) both (a) and (c) 

13. Loss of value of fixed assets owing to unexpected obsolescence is called: 

(a) capital formation (b) capital loss 
(c) unexpected loss (d) depreciation 

National Income and Related Aggregates 13 
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14. Expenditure on Final Goods = 
(a) Consumption expenditure+ Investment expenditure 
(b) Consumption expenditure - Investment expenditure 
(c) Consumption expenditure x Investment expenditure 
(d) Consumption expenditure + Investment expenditure 

15 .  Which of the following are the final users of consumer goods? 
(a) Households (b) Non-profit private institutions 
(c) Government (d) All of these 

Ans. 1 .  (b) 2. (d) 3 .  (c) 4. (d) 5. (b) 6. (b) 
7. (c) 

13 .  (b) 

B. Fil l in the B lanks 

8. (a) 
14. (a) 

9. (c) 
15 .  (d) 

Choose appropriate word and fill in the blank: 

10. (d) 1 1 . (a) 12 .  (b) 

1 .  goods are purchased by one firm from the other for use as a raw material. 

2 .  Consumption goods are also called goods. 
3 .  Change in inventory stock during the year is called 

(Final/Intermediate) 
(producer/consumer) 

investment of the producers. 
(fixed/inventory) 

4. _______ lead to unexpected obsolescence. (Natural calamities/Change in demand) 
5. Expenditure on Final Goods = Consumption Expenditure + 

(Investment Expenditure/Net Exports) 
Ans. 1 .  Intermediate 2. consumer 

5. Investment Expenditure 
3 .  inventory 4. Natural calamities 

C. True or False 

State whether the following statements are True or False: 

1 .  Only consumers are the final users of final goods. 
2 .  Final producer goods are used by the consumers. 
3 . Intermediate goods are included in the estimation of national income. 
4. All capital goods are producer goods. 
5. Services are tangible in nature. 
6. Capital goods are used in the production process only once. 
7 . Capital stock increases as a result of investment. 
8. Gross Investment= Net Investment - Depreciation. 
9. TV is an example of durable consumer good. 

10. Like the households, the government is also the final user of consumer goods. 
Ans. 1 .  False 

7. True 
2. False 
8. False 

14 Xam idea Economics-XII 

3 .  False 
9. True 

4. True 
10. True 

5. False 

(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 

6. False 



D. Very Short Answer Questions 
1 .  What are final goods? 

Ans. Final goods are those goods which are out of the boundary line of production and are ready for use by their final users. 
2 .  What are intermediate goods? 

Ans. Intermediate goods are those goods which are used as raw material or are purchased by the firms for resale. 
3 .  What are consumption goods? 

Ans. Consumption goods (also known as consumer goods) are those goods which are used for the direct satisfaction of human wants. Example: Milk used by households. 
4. What are capital goods? 

Ans. Capital goods are fixed assets of the producers which are repeatedly used in the production of other goods and services and which are of high value. 
5. What are producer goods? Ans. Producer goods are those goods which are used for further production. These may be used either as raw material (like wood used in making chairs) or as fixed assets (like a tractor used in farming). 
6. Name the two types of final goods. 

Ans. (i) Final consumer goods, and (ii) Final producer goods. 
7. Define intermediate consumption. 

Ans. Intermediate consumption refers to expenditure by the producers on the purchase of intermediate goods during an accounting year. 
8. Define investment. 

Ans. Investment refers to expenditure by the producer (during the period ofan accounting year) on the purchase of all such goods which add to his stock of capital. It is also called capital formation. 
9. What is fixed investment? 

Ans. Fixed investment refers to increase in the stock of fixed assets or capital goods (like plant and machinery) of the producers during an accounting year. 
10 .  What do you mean by inventory investment? 

Ans. Change in inventory stock during the year is called inventory investment of the producers. 
1 1 . Define depreciation. 

Ans. Depreciation (or consumption of fixed capital) refers to loss of value of fixed assets (in use) on account of: (i) Normal wear and tear, and (ii) Expected obsolescence, (iii) Accidental damages. 
12 .  Define depreciation reserve fund. 

Ans. Depreciation reserve fund refers to that fund which the producers keep to cope with depreciation losses in the process of production. 
13 .  Why does an entrepreneur make a provision for consumption of fixed capital? 

Ans. An entrepreneur makes a provision for the consumption of fixed capital with a view to replace the worn-out fixed assets. 
14.  Define capital loss. 

Ans. Capital loss is a loss of value of fixed assets while these are not in use. It occurs on account of: (i) natural calamities, and (ii) fall in market value of the assets during periods of economic recession. 
15 .  What is current replacement cost? 

Ans. Current replacement cost refers to the estimated value of depreciation for all the producing units in the economy, during the period of an accounting year. 
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2. Reason-based Questions (Comprehension of the Subject-matter) 

Read the following statements careful ly. Write 'True' or 'False' with a reason. 

1. Intermediate goods are included in the estimation of GDP. 
Ans. False. Because value of intermediate goods is only a part of the value of final goods and their inclusion leads to double counting. Therefore, only final goods are included in the estimation of GDP. 

2 .  LED TV is an example of semi-durable consumer goods. 
Ans. False. LED TV is an example of durable consumer goods. Because LED TV can be repeatedly used for several years and is of relatively high value. 

3 .  Value of intermediate goods is equal to the value of intermediate consumption. 
Ans. True. Value of intermediate goods is equal to the value of intermediate consumption. Because intermediate consumption refers to expenditure by the producers on the purchase ofintermediate goods during an accounting year. 

4. All producer goods are capital goods. 
Ans. False. Producer goods are those goods which are used in the production of other goods. Capital goods only refer to fixed assets of the producers. Therefore, all producer goods are not capital goods. 

5 .  Private final consumption expenditure refers to consumption expenditure by the households. 
Ans. False. Private final consumption expenditure includes consumption expenditure by the households as well as non-profit private institutions. 

6. High fixed investment is a sign of growth and development. 
Ans. True. Because fixed investment indicates production capacity of a nation. Greater the addition to production capacity (fixed investment) higher the growth and development. 

7. Unexpected obsolescence is an element of depreciation. 
Ans. False. Only expected obsolescence is considered as an element of depreciation, not the unexpected obsolescence. Loss of value of fixed assets owing to unexpected obsolescence is called capital loss. 

8. A car purchased by a household is a final good. 
Ans. True. A car purchased by a household is a final good because the household is the final user of the car and no value is to be added to the car. 

9. Air conditioners purchased by a dealer are final goods. 
Ans. False. Air conditioners purchased by a dealer are intermediate goods because these are meant for resale. 

10 .  Chairs, fans, etc., purchased by a school are final goods. 
Ans. True. Chairs, fans, etc., purchased by a school are final goods because school is the final user of these goods and no value is to be added to these goods. 

1 1 .  Expenditure on maintenance of a machinery is an intermediate expenditure. 
Ans. True. Expenditure on maintenance of a machinery is an intermediate expenditure, as all expenditure on repair and maintenance (incurred by a firm) is treated as a part of intermediate consumption. 

1 2 .  Expenditure on improvement of a factory building is an intermediate expenditure. 
Ans. False. Expenditure on improvement of a factory building is a final investment expenditure. Improvement of factory building implies improvement of asset value (through investment expenditure). 
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► 1e1:teu1J:1i1,w1111me11�11 
1 .  Obiective Type Questions 

A. Multiple Choice Questions 

Choose the correct option: 

1 .  Quantity measured at a particular point of time is called: 
(a) flow variable (b) stock variable 
(c) fixed inventory (d) none of these 

2 .  The non-stop continuity of intersectoral flows is called: 

(a) circularity of flows (b) real flows 
(c) money flows (d) none of these 

3 .  Money flows refer to the: 
(a) flow of goods across different sectors of the economy 
(b) flow of services across different sectors of the economy 
(c) flow of money across different sectors of the economy 
(d) flow of income across different sectors of the economy 

4. Flow of goods and services across different sectors of the economy is called: 

(a) real flow (b) circular flow 
(c) monetary flow (d) inventory flow 

5. The producer sector depends on the household sector for the supply of: 
(a) goods and services (b) factors of production 
(c) both (b) and (c) (d) none of these 

6. Money flows are the reciprocal of: 
(a) monetary flows 
(c) circular flows 

7. Which of the following is a stock variable? 

(b) real flows 
(d) inventory flows 

(a) Interest on capital (b) Distance between Delhi and Goa 
(c) Expenditure of money (d) All of these 

8. Which of the following is not a flow variable? 

(a) Income (b) Capital formation 
(c) Supply of money in a country (d) Leakage of water from the overhead tank 

9. A thousand rupee note is an example of: 

(a) stock variable 
(c) either stock or flow 

(b) flow variable 
(d) neither stock nor flow 

10 .  Which of the following is an example of flow variable? 
(a) Production of rice (b) Import of machinery 
(c) Change in capital stock (d) All of these 

Ans. 1 .  (b) 2. (a) 3. (c) 4. (a) 5. (b) 
7. (b) 8. (c) 9. (a) 10. (d) 

B.  Fill in the B lanks 

Choose appropriate word and fill in the blank: 

6. (b) 

1 .  _______ is a example of stock variable. (Wealth/Income) 
2 . _______ flows refer to the flow of money across different sectors of the economy. (Real/Money) 

Nat iona l  I ncome and  Re lated Aggregates 17 

Read
 

 
You

r F
low

Fi
nd
 Y

ou
r 

 fo
r F

ree

eB
ook

s



3 .  _______ is a flow concept. 
4. Money flows are the reciprocal of 
5 .  A thousand rupee note is an example of 

Ans. l. Wealth 2. Money 3. Investment 4. real flows 
C. True or Fa l se 

State whether the following statements are True or False: 

1 . Households are the owners of the factors of production. 
2 .  Production of cement is not a flow variable. 
3 . A stock variable has no time dimension. 
4. Real flows and money flows both are same concepts. 
5. Capital formation is a stock variable. 

Ans. l .  True 2. False 3 .  True 
D. Very Short Answer Questions 

1 .  Define stock variables. 

4. False 

(Investment/Capital) 
(monetary flows/real flows) 

(stock variable/flow variable) 
5. stock variable 

5. False 

(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 

Ans. Stock variables are those variables which are measured at a particular point of time. 
Example: Wealth and capital. 

2 .  Define flow variables. 
Ans. Flow variables are those variables which are measured per unit of time period. 

Example: Income and investment. 
3 .  What is meant by intersectoral flows? 

Ans. Intersectoral flows refer to the flow of goods and services as well as the flow of money among different sectors of the economy. 
4. What is meant by circular flow of income? 

Ans. Circular flow of income refers to unbroken circularity of real flows and money flows across 
different sectors of the economy. 

5. Define monetary flow. 

Ans. Monetary flow (or money flow) refers to the flow of factor incomes, viz., rent, interest, profit and wages from the producing sector to the household sector as monetary rewards for their factor services. The households spend their incomes on the goods and services produced by the producing sector. Accordingly, money flows back to the producing sector as household expenditure. 
6. Define real flow. 

Ans. Real flow refers to the flow of factor services from the household sector to the producing sector and the corresponding flow of goods and services from the producing sector to the household sector. 
7. What is the principle of circular flow of income and product? 

Ans. The circular flow of income and product involves two basic principles: 
(i) Real flows (in terms of goods and services) are opposite to the money flows. 

(ii) Flow of income across different sectors always implies the identity between payments and receipts. 
8 .  State whether the following are a stock or a flow? 

(i) Income of a household. 

( ii) Consumption expenditure of a household. 

Ans. Both are flows, as these are measured per unit of time period. 
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9. State which of the following is a stock and which is flow? 

(i) Wealth. (ii) Cement Production. 

Ans. (i) Stock, (ii) Flow. 
10 .  State whether the following is a stock or a flow? 

(i) Money supply or quantity of money of the nation. 

(ii) Change in nation's money supply. 

Ans. (i) Stock, (ii) Flow. 
2. Reason-based Questions (Comprehension of the Subject-matter) 

Read the following statements carefully. Write 'True' or 'False' with a reason. 

1 .  A stock is a quantity measured at a specified period of time. 

Ans. False. A stock is a quantity measured at a particular point of time. 
2. Capital formation is a stock variable. 

Ans. False. Capital formation is a flow variable. It refers to addition to the stock of capital and is measured per unit of time period. 
3 .  Population of a country and number of births both are stock variables. 

Ans. False. Population of a country is a stock variable because it is measured at a point of time. Number of births is a flow variable because it is measured per unit of time period. 
4. Export is a flow variable. 

Ans. True. Export is a flow variable because it is measured per unit of time period. 
5. Producer sector supplies the factor services to the household sector. 

Ans. False. Producer sector supplies goods and services to the household sector. 
6. Flow of factor services rendered by the households to the producers are real flows. 

Ans. True. Flow of factor services rendered by the households to the producers are real flows because these flows involve the movement of goods and services from one sector to the other. 
7. Money flows are opposite to real flows. 

Ans. True. Money flows are opposite to real flows. Because money flows are in response to the real flows. Money flow from households to the producers is a reciprocal to the real flow of goods from the producers to the households. Likewise, money flow from producers to the households is a reciprocal of the real flow of factor services from the households to the producers. 
8. A car covering a distance of 300 km in 5 hours includes both stock as well as flow variable. 

Ans. True. Because (i) Distance is a stock variable. 
(ii) Speed ( 300 km ) is a flow variable. 5 hours 

► 1e11ae�ai1:J�r;11mtt11m11rnm,1me11�11 
1 .  Objective Type Questions 

A. Multiple Choice Questions 

Choose the correct option: 

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

(a) national territory 
(c) political territory 

(b) domestic territory 
(d) geographical territory 
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!. Which of the following is an example of normal residents of India? 

(a) Foreign worker working in WHO located in India 
(b) The German working as Director in IMF office located in India 
(c) Ambassador in India from rest of the world 
(d) Ambassador of India in rest of the world 

S. Domestic income: 

(a) is the sum total of factor incomes generated within the domestic territory of a country 
(b) is generated by the normal residents as well as non-residents within the domestic territory of a nation 
(c) is equal to national income when net factor income from abroad is zero 
(d) all of these 

4. Factor payment received by the households for rendering their services as employees of the 
producing units is called: 

(a) compensation of employees 
(c) interest 

(b) rent 
(d) profit 

5. Which of the following leads to market price? 

(a) Factor cost - Indirect taxes 
(c) Factor cost + Indirect taxes 

6. Net Indirect Taxes = 

(a) Indirect taxes + Subsidies 
(c) Indirect taxes - Subsidies 

7. NDPFc = 

(b) Factor cost - Net indirect taxes 
(d) Factor cost + Net indirect taxes 

(b) Direct taxes + Subsidies 
(d) Direct taxes - Subsidies 

(a) Compensation of employees + Rent + Interest + Profit + Net factor income from abroad 
(b) Compensation of employees + Rent + Interest + Profit + Mixed income of self-employed 
(c) NDPMP - Net indirect taxes 
(d) both (b) and (c) 

8. Which of the following is correct? 

(a) GDPyc = Compensation of employees + Rent + Interest + Profit 
(b) GDPyc = Compensation of employees + Rent + Interest + Profit + Depreciation 
(c) GDP ye = Compensation of employees + Rent + Interest + Profit - Depreciation 
(d) GDPyc = NDPyc - Depreciation 

9. Which of the following is incorrect? 

(a) GDPMP = NDPMP + Depreciation 
(b) GNPyc = GNPMP + Net indirect taxes 
(c) NNPMP = NDPMP + Net factor income from abroad 
(d) ND Pye = GDPyc - Depreciation 

1(). Net Factor Income from Abroad = 

(a) National income - Net indirect taxes (b) National income - Indirect taxes 
(c) National income - Domestic income (d) Domestic income - National income 

U. Which of the following is a factor income? 

(a) Interest (b) Scholarship 
(c) National debt interest (d) Grants 
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12 .  Factor incomes are: 
(a) earned incomes 
(b) unearned incomes 
(c) both earned as well as unearned incomes 
(d) neither earned nor unearned incomes 

13 .  Which of the following is not a transfer payment? 
(a) Gifts from abroad (b) Retirement pensions 
(c) Donations (d) Grants 

14. When NNPMP = � 5,330, indirect taxes = t 1 ,770 and consumption of fixed capital = t 1 ,550, then: GNPFc = 
(a) � 2,0 10  (b) � 3,560 
(c) � 5, 1 10 (d) � 8,650 

15 .  IfNDPFc = f 4,300, depreciation = f 1 ,350, subsidies = f 250, net factor income from abroad = f 330, GDPMP will be: 

Ans. 
(a) � 2,370 
(c) � 5,400 
1 .  (b) 
7. (d) 

13 .  (b) 
B .  Fil l in the B lanks 

2. (d) 
8. (b) 

14. (c) 
3. (d) 9. (b) 

15 .  (c) 

Choose appropriate word and fill in the blank: 

(b) � 2,700 
(d) � 6,230 

4. (a) 
10. (c) 

5. (d) 
1 1 . (a) 

1 .  By adding to domestic income, we estimate national income. 

6. (c) 
12 .  (a) 

(net exports/net factor income from abroad) 
2 .  Those residents who ordinarily reside in a country and whose centre of interest lies in that country 

are called (normal residents of the country/citizens of the country) 
3 .  _______ income is an unearned income. (Factor/Transfer) 
4. GDP at Market Price = NDP at Market Price+ 

_______ lower the market price of the goods. 
(Indirect Taxes/Depreciation) 

(Subsidies/Indirect taxes) 5 .  

6 .  _______ includes income generated both by the residents as well as non-residents of a 
country. (Domestic income/National income) 

7. _______ includes factor incomes only. (Domestic income/Personal income) 
Ans. 1 .  net factor income from abroad 2. normal residents of the country 3 .  Transfer 

4. Depreciation 5. Subsidies 6. Domestic income 7. Domestic income 
C. True or False 

State whether the following statements are True or False: 

1 .  GDP at Factor Cost = NDP at Factor Cost - Depreciation. 
2 .  National income is the sum total of factor incomes. 
3 .  Difference between indirect taxes and subsidies is called net indirect taxes. 
4. Ambassador from India in Japan is a non-resident oflndia. 
5. GNP at Market Price = GDP at Market Price + Net Factor Income from Abroad. 
6. Depreciation is not included in the Gross Domestic Product at Factor Cost. 

(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 

Nat iona l  I ncome and  Re lated Aggregates 2 1  

Read
 

 
You

r F
low

Fi
nd
 Y

ou
r 

 fo
r F

ree

eB
ook

s



7. Domestic income includes net factor income from abroad. 
Ans. I .  False 

7. False 
2. True 

D. Very Short Answer Questions 

3 .  True 

1 .  What is meant by normal residents of a country? 

4. False 5. True 
(True/False) 

6. False 

Ans. Normal residents are those residents who ordinarily reside in the country concerned and whose centre of economic interest lies in that country. 
2 .  What is meant by domestic territory of a country? 

Ans. Domestic territory of a country refers to economic territory of a country in which economic activities of the country generates its domestic income. 
3 .  What is factor income? 

Ans. Factor income is the income received by owners of the factors of production in the form of rent, wages, interest and profit for the services rendered in the production process. 
4. Define domestic factor income. 

Ans. Domestic factor income is income generated in the domestic territory of the country by all enterprises during one year. 
5. What are transfer payments or transfer expenditure? 

Ans. Transfer payments (or transfer expenditure) are all those unilateral payments corresponding to which there is no value-addition in the economy. Examples: Gifts and donations. 
6. Define voluntary transfers. 

Ans. Voluntary transfers are those transfers which flow on account of the free will of the payer and the recipient. 
7 .  Define forced transfers. 

Ans. Forced transfers are compulsory payments, like income tax. 
8. Define current transfers. 

Ans. Current transfers are those transfers which are paid from the current income of the payer and added to the current income of the recipient for consumption expenditure. 
9. What are capital transfers? 

Ans. Capital transfers are the transfers made out of wealth or saving of the payer and included in the wealth or saving of the recipient. 
10 .  What are capital transfers from abroad? 

Ans. Capital transfers from abroad are those transfers which are paid by rest of the world for purpose of gross capital formation or long-term expenditure. 
1 I .  Define GDP at market price. 

Ans. GDP at market price refers to market value of final goods and services produced within the domestic territory of the country within one year, inclusive of depreciation. 
12 .  Define NDP at market price. 

Ans. NDP at market price refers to market value of final goods and services produced within the 
domestic territory of the country within one year, exclusive of depreciation. 

13 .  Define GDP at factor cost or gross domestic income. 

Ans. GDP at factor cost or gross domestic income is the sum total of (i) compensation of employees, 
(ii) operating surplus, (iii) mixed income and (iv) consumption of fixed capital, within the domestic 
territory of the country during the period of one year. 

14. Define NDP at factor cost or net domestic income. 

Ans. NDP at factor cost or net domestic income refers to the sum total of factor incomes (rent + interest 
+profit + wages) generated within the domestic territory of a country during a year. 
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15 .  Define GNP at market price. 
Ans. GNP at market price refers to market value of final goods and services produced during the year 

along with net factor income from abroad and consumption of fixed capital. 
16 .  Define NNP at market price. 

Ans. NNP at market price refers to market value of final goods and services produced during the year, 
inclusive of net factor income from abroad but exclusive of depreciation. 

1 7 . Define GNP at factor cost. 
Ans. GNP at factor cost refers to the sum total of factor incomes (rent + interest + profit + wages) 

earned by normal residents of a country during the year, along with consumption of fixed capital. 
18 .  Define NNP at factor cost. 

Ans. NNP at factor cost refers to the market value of final goods and services produced within the 
domestic territory of a country during the period of an accounting year, inclusive of net factor 
income from abroad but exclusive of depreciation and estimated at factor cost. 

19 .  Define factor income from abroad. 
Ans. Factor income from abroad is the factor income earned by our residents who are temporarily residing abroad. Example: Salaries of Indians working in Russian embassy in India. 

20.  Define factor income to abroad. 

Ans. Factor income to abroad is the factor income earned by non-residents who are temporarily residing in our country. Example: Salaries of Americans working in Indian embassy in America. 
2 1 .  What is national debt interest? 

Ans. National debt interest refers to the interest payments accruing to residents of the country on account of borrowings by the government. The government borrows money from the people (by issuing bonds like National Saving Certificates in India). 
22 .  Give the meaning of non-market activities. 

Ans. Non-market activities refer to those activities which are not performed through exchange or which do not involve sale of goods and services, e.g. , a teacher teaching his own son, services of housewives, etc. 
23 .  What must be added to domestic factor income to obtain national income? 

Ans. Net factor income from abroad. 
24. When is gross domestic product of an economy equal to gross national product? 

Ans. Gross domestic product (GDP) of an economy is equal to gross national product (GNP) when net factor income from abroad is zero. 
2. Reason-based Questions (Comprehension of the Subject-matter) 

Read the fol lowing statements carefu l ly. Write 'True' or 'False' with a reason. 

1 .  Transfer payments are included in the estimation of national income. 

Ans. False. Transfer payments are not included in the estimation of national income because transfer payments are unilateral payments. These are not related to factor services rendered by the residents of a country. 
2 .  National income is the sum total of factor incomes earned by normal residents and 

non-residents of a country during the period of an accounting year. 

Ans. False. National income is the sum total of factor incomes earned by the normal residents of a 
country during the period of an accounting year. 

3 .  The Indian people employed in World Health Organisation located in India are non-residents 
of India. 

Ans. False. The Indian people employed in World Health Organisation located in India are normal 
residents of India. 
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4. Income earned by foreigners working in branch of a foreign bank in India is a part of the 
domestic factor income of India. 

Ans. True. This is because the branch of a foreign bank is located within the domestic territory of 
India. 

5 .  Money received from sale of shares is included in domestic factor income. 

Ans. False. Money received from sale of shares is not included in domestic factor income because sale 
and purchase of shares only causes change of ownership of financial assets. There is no value 
addition in terms of flow of goods and services in the economy. 

6. Depreciation is added to gross domestic income to obtain national income. 

Ans. False. Depreciation is subtracted from gross domestic income to obtain national income. 
7. Scholarship given by Government of India is included in national income of India. 

Ans. False. Scholarship given by Government of India is not included in national income of India. 
Because, scholarship is a transfer payment. 

8. Depreciation is the basis of difference between the domestic income and national income. 

Ans. False. The basis of difference between the domestic income and national income is net factor 
income from abroad. 

9. Domestic product can be more than national product. 

Ans. True. When net factor income from abroad is negative, domestic product would be more than the 
national product. 

10 .  Salaries to Indian residents working in German embassy in India is included in domestic 
income of India. 

Ans. False. Salaries to Indian residents working in German embassy in India is not included in domestic 
income of India, because German embassy in India is not a part of domestic territory of India. 

1 1 .  Profits earned by a company in India, which is owned by a non-resident is included in national 
income of India. 

Ans. True. Profits earned by a company in India, which is owned by a non-resident is a part of 
domestic factor income of India, because the company is generating profit within the domestic 
territory of India. Therefore, as a component of domestic income, it is included in national 
income of India. 

12 .  National debt interest is included in national income of India. 

Ans. False. National debt interest is not included in national income of lndia. Because it is treated as a 
transfer payment. 

13 .  The salaries received by Indians working in branches of foreign banks in India is included in the 
estimation of domestic income. 

Ans. True. Salaries received by Indians working in branches of foreign banks in India is a part of 
domestic income because these branches of foreign banks are located within the domestic territory 
of the country. 

14. Factor income from abroad is a part of domestic factor income of India. 

Ans. False. Factor income from abroad is not a part of domestic factor income of India, because it is not generated within the domestic territory of India. 
15 .  Interest paid by banks to Rohit on his deposits is included in national income. 

Ans. True. Interest paid by banks to Rohit on his deposits is included in national income because banks 
are expected to have used Rohit's saving for productive purpose. 
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► •�lii:rn 1�1111tL11eu,�imta�irnm,1me11�11 

1 .  Obiective Type Questions 

A. Multiple Choice Questions 

Choose the correct option: 

1 .  The sum total of factor incomes earned by normal residents of a country during the period of an accounting year is called: 
(a) national income (b) domestic income 
(c) national product (d) both (a) and (c) 

2 .  Market value of final goods and services produced in the economy during the period of one year is called: 
(a) Gross value added at market price 
(c) Gross national product at market price 

(b) Gross domestic product at market price 
(d) both (a) and (b) 

3 . Value Addition = 
(a) Value of output+ Intermediate consumption 
(b) Value of output - Intermediate consumption 
(c) Value of output x Intermediate consumption 
(d) Value of output + Intermediate consumption 

4. If the entire output of the year is sold during the year, then: 
(a) value of output = intermediate consumption 
(b) value of output = intermediate cost 
(c) value of output = sales 
(d) value of output = change in sales 

5. Value of Output = Sales + 
(a) Change in stock (b) Intermediate cost 
(c) Closing stock - Opening stock (d) Both (a) and (c) 

6. Expenditure by the foreigners on the domestically produced final goods and services is called: 
(a) exports (b) imports 
(c) net exports (d) none of these 

7 .  Operating Surplus = 
(a) Compensation of employees+ Rent+ Interest+ Profit 
(b) Rent + Interest + Profit 
(c) Compensation of employees + Mixed income of self-employed 
(d) Compensation of employees + Rent + Interest + Profit + Mixed income of self-employed 

8 .  Which of the following is a component of profit? 
(a) Undistributed profit (b) Dividends 
(c) Corporation profit tax (d) All of these 

9. Which of the following is not included in inventory investment? 
(a) Stock of finished goods 
(b) Stock of semi-finished goods 
(c) Consumer goods sold to the households during the accounting year 
(d) Stock of raw materials 
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10 .  Which of the following is included in the estimation of national income? 
(a) Expenses on electricity by a factory (b) Gifts from abroad 
(c) Free services by the government (d) Financial help to earthquake victims 

1 1 . Which of the following is not included in the estimation of national income? 
(a) Brokerage on the sale of bonds 
(b) Imputed value of production for self-consumption 
(c) Leisure-time activities 
(d) Employer's contribution to provident fund 

12 .  Which of the following is included in the estimation of national income? 

(a) Unemployment allowances (b) Defence and security services 
(c) Expenditure on second-hand goods (d) Income from illegal activities 

13 .  Retirement pension is: 
(a) a kind of transfer payment (b) a kind of corporate tax 
(c) a kind of deferred wage (d) none of these 

14. If stock at the end of the year is � 37,700 and change in stock during an accounting year is � 12,300, 
them opening stock in this case will be: (a) � 1 2,300 (b) � 25,400 
(c) � 37,700 (d) � 50,000 

15 .  If GDP Fe =� 24,760, operating surplus =� 13 ,450, mixed income =� 4,260 and consumption of fixed capital = � 530, then compensation of employees will be: 

Ans. 

(a) � 6,520 (b) � 7,050 
(c) � 1 8,240 (d) � 43,000 
1 .  (d) 2.  (d) 3. (b) 4. (c) 
7. (b) 8. (d) 9. (c) 1 0. (c) 

13 .  (c) 14. (b) 15.  (a) 

5. (d) 6. (a) 
1 1 . (c) 12 .  (b) 

B .  Fi l l in the B lanks 

Choose appropriate word and fill in the blank: 

1 .  is also called Consumption and Investment Method. (Income Method/Expenditure Method) 
2 .  To avoid double counting in the estimation of national income, only the value of goods is taken into account. (final/intermediary) 
3 .  Intermediate consumption refers to value of inputs. (factor/non-factor) 
4. Windfall gains included in national income. (are/are not) 
5 .  Sales+ Change in Stock= (Value ofOutput/Value Added) 
6. is that part of the profit which is retained by the firms. (Distributed profit/Undistributed profit) 
7 . Mixed income refers to the incomes of the . (self-employed persons/employers) 
8.  refers to change in stock during the year. (Inventory investment/Fixed investment) 
9.  _______ is a consumer durable good. (Milk/Washing machine) 

10 .  Gifts from abroad are 
Ans. 1 .  Expenditure Method 

5. Value of Output 
8. Inventory investment 
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2. final 3. non-factor 
6. Undistributed profit 
9. Washing machine 

(factor income/transfer income) 
4. are not 
7. self-employed persons 

1 0. transfer income 



C. True or False 

State whether the following statements are True or False: 

1 .  Scholarships granted to the students are included in the estimation of GDP. 
2. Value Added= Value of Output - Intermediate Consumption. 
3 . Aggregate of rent, interest and profit is called operating surplus. 
4. Factor incomes are only earned incomes. 
5. Capital gain is not included in national income. 
6. Old-age pension is an unilateral payment. 
7 . Rent of self-occupied house is not included in national income. 
8. Exports are not included in GDP. 
9. Value of intermediate goods is reflected in the value of final goods, and therefore not included in the estimation of national income. 

10 .  Net exports refer to the summation of exports and imports of a country with rest of the world during an accounting year. 
Ans. 1 .  False 2. True 3. True 4. True 5. True 

7. False 8. False 9. True 10. False 
D. Very Short Answer Questions 

1 .  Name the three methods of measuring national income. 

(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 
(True/False) 

6. True 

Ans. (i) Product method or value added method, (ii) Income method, and (iii) Expenditure method. 
2 .  What is meant by primary sector? 

Ans. Primary sector is that sector which produces goods by exploiting natural resources. It comprises agriculture, fishing, forestry and mining. 
3 .  What is meant by secondary sector? 

Ans. Secondary sector is that sector in which production is done by using output of primary sector as input. 
4. What is meant by tertiary sector? 

Ans. Tertiary sector is that sector in which entrepreneurs provide servtces such as of banking, insurance, etc. 
5. Define the concept of value added. 

Ans. Value added refers to addition of value to a thing with a view to generating income. 
6. What is an alternative name of value added? 

Ans. Production. 
7 .  What is meant by double counting? 

Ans. The counting of the value of a commodity more than once is called double counting. This leads to overestimation of the value of goods and services produced. 
8. What is meant by value added method? 

Ans. Value added method is that method which measures the contribution of each producing enterprise to production in the domestic territory of the country. 
9. What is meant by income method? 

Ans. Income method is that method which measures national income as the sum total of factor incomes (compensation of employees, rent, interest and profit) earned by normal residents of a country during an accounting year. 
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10 .  What is meant by expenditure method? 

Ans. Expenditure method is that method which measures national income in terms of the expenditure (consumption expenditure+ investment expenditure) on the purchase of final goods and services produced in the economy during the period of an accounting year. 
2. Reason-based Questions (Comprehension of the Subject-matter) 

Read the following statements carefully. Write 'True' or 'False' with a reason. 

1 .  Both value added and value of output are identical concepts. 

Ans. False. Value added and value of output both are different concepts . Value of output refers to the market value of the goods produced. While value added refers to the market value of the goods produced minus market value of the goods used as inputs/raw material in the process of 
production. 

2 .  Sum total of value added by all the producing units within the domestic territory of the country 
is equal to national product. 

Ans. False. Sum total of value added by all the producing units within the domestic territory of the country is equal to domestic product. 
3 .  Sum of value added is equal to sum of factor incomes. 

Ans. True. Sum of value added refers to the value of final goods and services produced in the economy during the period of one year. Net value added at factor cost implies cost of the factors of production in terms of rent, interest, profit and wages. This is equal to income generated. Hence, the fact that value added is identical with income generated. 
4. Exports are included in the estimation of national income. 

Ans. True. Because exports are a part of goods and services produced within the domestic territory of a country. 
5 .  For calculating gross domestic capital formation, we do not add change in stock to gross 

domestic fixed capital formation. 

Ans. False. We do add change in stock to gross domestic fixed capital formation for calculating gross domestic capital formation. Change in stock is treated as inventory investment. 
6. Retirement pensions are included in the estimation of national income. 

Ans. True. Because retirement pensions are a kind of deferred wage. 
7. Expenditure on second hand goods is not included in the estimation of national income. 

Ans. True. Expenditure on second hand goods is not included in the estimation of national income because value of second hand goods has already been accounted during the year of their production (when these were initially produced and purchased by the final users). 
8. Payment of income tax by a firm is not included in the estimation of national income. 

Ans. True. Because income tax by a firm implies corporate tax. It is a transfer payment by the firm to the government. It is paid out of income and therefore, not to be separately added in the estimation of national income. 
9. Festival gifts to employees are included in the estimation of national income. 

Ans. False. Festival gifts to employees are not included in the estimation of national income because gifts are transfer payments. 
10 .  Free medical treatment of the employees by the employer is included in the estimation of 

national income. 

Ans. True. Free medical treatment of the employees by the employer is included in the estimation of national income because it is a kind of wages in kind and therefore, a part of compensation of employees. 
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1 1 .  Contribution to provident fund by the employers is included in the national income. 

Ans. True. Contribution to provident fund by the employers is included in national income, because it is paid by the employers on behalf of the employees. It is included in national income as a part of the compensation of employees. 
12 .  Contribution to provident fund by the employees is added in the estimation of national 

income. 

Ans. False. Contribution to provident fund by the employees is paid out of their income. It is, therefore, not separately added in the estimation of national income. 
13 .  Free dress provided to nurses by the hospital is included in the estimation of national 

income. 

Ans. False. Free dress provided to nurses by the hospital is not included in the estimation of national 
income if the dress is a uniform provided by the hospital at the time of work. It is to be treated as an intermediate consumption. 

14. Leisure is not included in GNP. 

Ans. True. Leisure is not included in GNP because it does not involve rendering of any factor service. 
15 .  Prize won in a lottery is included in the national income. 

Ans. False. Prize won in a lottery is not included in the national income because it is just a windfall gain, involving no value addition. 

► 1:Jc111111m1�11m1■a11a 

1 .  Obiective Type Questions 

A. Multiple Choice Questions 

Choose the correct option: 

1 .  Nominal GDP refers to: 

(a) GDP at constant prices 
(c) GDP estimated at current prices 

(b) GDP at base year prices 
(d) none of these 

2 .  Increase in real GDP implies: 

(a) increase in the price level in the economy 
(b) increase in the flow of goods and services in the economy 
(c) increase in the income level in the economy 
(d) none of these 

3 .  GDP deflator shows change in GDP due to change in the: 

(a) real income (b) monetary income 
(c) price level (d) flow of goods and services 

4. Which of the following is the better index of economic growth? 
(a) Real GDP (b) Nominal GDP 
(c) Both real as well as nominal GDP (d) Neither of the two 

5 .  When nominal GDP is 840 and price index is 120, real GDP will be: 

(a) 7 (b) 700 
(c) 720 

Ans. 1 .  (c) 2. (b) 3. (c) 
(d) 960 

4. (a) 5. (b) 
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B.  Fill in the B lanks 

Choose appropriate word and fill in the blank: 

1 .  Real GDP refers to GDP at prices. 
2 .  Nominal GDP refers to GDP at pnces. 
3 . Current year prices are the prices prevailing during the 

4. _______ is an appropriate index of economic growth. 
5. Nominal GDP can be converted into real GDP by using 

Ans. 1 .  constant 2. current 3 .  year of estimation 
5. price index 

C. True or False 

State whether the following statements are True or False: 

1 GDP D fl Nominal GDP l OO . e ator = ------ x . Real GDP 
2. Monetary GDP is estimated using the base year prices. 

( current/constant) 
(constant/current) 

(base year/year of estimation) 
(Real GDP/Nominal GDP) 

(quantity index/price index) 
4. Real GDP 

(True/False) 
(True/False) 

3 .  If a country's nominal GDP increases, it means the country is producing more goods and services. 
4. Real GDP is a good measure of welfare of people. 
5 N . l GDP R l GDP Price Index . om1na = ea x -----. 

Ans. 1 .  True 2. False 
D. Very Short Answer Questions 

1 .  Define nominal GDP. 

1 00 
3 .  False 4. True 5. True 

(True/False) 
(True/False) 
(True/False) 

Ans. Nominal GDP (also called GDP at current prices) refers to market value of the final goods and services produced within the domestic territory of a country during an accounting year, as estimated using the current year prices. 
2 .  Define real GDP. 

Ans. Real GDP (also called GDP at constant prices) refers to market value of the final goods and services produced within the domestic territory of a country during an accounting year, as estimated using the base year prices. 
3 .  How is GDP at current prices converted into GDP at constant prices? 

Ans. GDP at current prices is converted into GDP at constant prices by using the following formula: 
. GDP at Current Prices GDP at Constant Pnces or Real GDP = --------- x 100 Current Price Index 

4. What is a GNP deflator? 

Ans. The GNP deflator measures the average level of the prices of all the goods and services that make up GNP. GNP deflator is measured as the ratio of nominal GNP to real GNP, multiplied by 1 00. 
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2. Reason-based Questions (Comprehension of the Subject-matter) 

Read the fol lowing statements carefu l ly. Write 'True' or 'False' with a reason. 
1 .  Nominal GDP is estimated at the base year prices. 

Ans. False. Nominal GDP is estimated at prices prevailing during the year of estimation . 
2 .  Real GDP increases with increase in the price level in the economy. 

Ans. False. Real GDP does not increase with increase in the price level in the economy because it is estimated at constant prices, or base year prices. 
3 .  Current year prices are the prices prevailing during the base year. 

Ans. False. Current year prices are the prices prevailing during the year of estimation. 
4. Nominal GDP can be converted into real GDP by using the quantity index. 

Ans. False. Nominal GDP can be converted into real GDP by using the price index, not the quantity index. Real GDP 5. GDP Deflator = -------- x l OO. Current Price Index 
Ans. False. GDP Deflator = Nominal GDP x 100. Real GDP 

1 .  Objective Type Questions 

A. Multiple Choice Questions 

Choose the correct option: 

1 .  Real GDP is considered as an index of: 
(a) price level in the economy (b) welfare of the people 
(c) profit maximisation (d) none of these 

2 .  Which of the following makes GDP an inappropriate index of welfare? 
(a) Non-monetary transactions (b) Externalities 
(c) Composition and distribution of GDP (d) All of these 

3 .  Smoke emitted by a chemical factory and causing air pollution is an example of: 
(a) positive externalities 
(c) either of the two 

Ans. 1 .  (b) 2. (d) 
B .  Fil l in the B lanks 

3 .  (b) 
(b) negative externalities 
(d) neither of the two 

Choose appropriate word and fill in the blank: 

1 .  Industrial waste driven into rivers is an example of externality. (positive/negative) 
2 .  

3 .  

_______ the growth of GDP, greater is the flow of goods and services. (Higher/Lower) 
are a limitation of GDP as an index of welfare. (Monetary exchanges /Non-monetary exchanges) 

Ans. 1 .  negative 2. Higher 3. Non-monetary exchanges 
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C. True or False 

State whether the following statements are True or False: 

1 .  GDP fails to account for the impact of externalities on social welfare. 
2 .  Environmental pollution causes a loss of social welfare. 
3 . Externalities are only the good impact of an activity without paying the price for that. 

Ans. I .  True 2. True 3. False 
D. Very Short Answer Questions 

1 .  How are GDP and welfare related to each other? 

(True/False) 
(True/False) 
(True/False) 

Ans. Other things remaining constant, higher GDP implies higher welfare. So that there is a positive relationship between GDP and welfare. 
2. Define externalities. 

Ans. Externalities refer to positive and negative impact of an economic activity on the others without involving any price or penalty. 
2. Reason-based Questions (Comprehension of the Subject-matter) 

Read the following statements carefully. Write 'True' or 'False' with a reason. 

I. Welfare of the people in an economy is measured in terms of the availability of average income 
per person. 

Ans. False. Welfare of the people is measured in terms of the availability of goods and services per person. 
2 .  With every increase in the level of GDP, social welfare definitely increases in the economy. 

Ans. False. If increase in the level of GDP is associated with higher level of income inequality, social welfare may not increase. 
3. HOTS & Applications 

1 .  Should we treat subsidies to the producers as transfer payments? 

Ans. No, subsidies to the producers should not be treated as transfer payments . Transfer payments are those payments corresponding to which there is no value addition in the economy, like scholarships to the students or old-age pensions. In the case of subsidies, value addition has already occurred. In fact, subsidies tend to lower the market value of the goods produced. Accordingly, these are added to the market price (while indirect tax is deducted) to make it equal to the factor cost. Subsidies are a part of NNPFc which is why these are deducted from factor cost to equate it with market price. 
2 .  Is net of exports (X - M) a part of net factor income from abroad? 

Ans. No, it is not. Income from exports is a part of domestic income. Because, what we export is a part of domestic product. Imports are just the opposite of exports. Thus, net of exports is a component of domestic product or expenditure on domestic product.' 
3. Rajiv purchases a generator for his office. Giving reasons, answer the following questions: 

(i) Purchase of a generator by Rajiv is an intermediate expenditure. 

(ii) Expenditure on the maintenance of the generator is an intermediate expenditure. 

Ans. (i) No, purchase of a generator by Rajiv is a final investment expenditure because generator is a fixed asset for the office/firm. 
(ii) Yes, expenditure on the maintenance of the generator is an intermediate expenditure. Because, things purchased for repair and maintenance are used up during the period of one year and are therefore, treated as intermediate consumption. 
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4. Analysis & Evaluation 

1 .  Saving is both a virtue as well as a vice. Explain how. 
Ans. At the micro level, saving is a virtue. But it may be a vice at the macro level. If an individual saves more, he accumulates more wealth. It enhances his ability to earn more. But at the macro level, if everyone starts saving more, demand for goods and services may fall. It will adversely impact the inducement to invest. Consequently, the level of income and employment may shrink, pushing the economy into a state of depression. 

2 .  Explain the economic value of high component of net exports (X - M) in the total expenditure on final goods and services. 
Ans. High component of 'X - M' in the total expenditure on final goods and services is a sign of higher exports than imports of the domestic economy. It implies: 

(i) that the inflow of foreign exchange (on account of exports) is greater than the outflow of foreign exchange (on account of imports). Accordingly, balance of trade is favourable. 
(ii) that the domestically produced goods are able to find markets abroad. So that, deficiency of domestic demand no longer remains a hurdle in the growth process of the domestic economy. 

(iii) that we are, by and large, self-sufficient. Our imports are so limited that we don't have to depend much on other countries. 
Briefly, high component of X - M is a pointer to high rate of GDP growth. 

CBSE QU ESTI ONS (2015-2019) & ANSWERS 
1 .  If Real GDP is � 200 and Price Index (with base = 100) is 1 10, calculate Nominal GDP. 

Ans. 
Or, 

Nominal GDP = � 2 20. 

Real GDP = Nominal GDP x 1 00 Price Index 
N . l GDP Real GDP x Price Index om1na = ---------1 00 

= 2 00 x 1 1 0 = 2 20 1 00 

[CBSE Delhi 2015] 

2 .  If the Nominal GDP is� 1 ,200 and Price Index (with base = 100) is 120, calculate Real GDP. [CBSE Delhi 2015] 
Ans. 

Real GDP = �  1 ,000. 

Real GDP = Nominal GDP x 1 00 Price Index 
= 1 •2 00 

X 1 00 = 1 000 1 2 0 

3 .  If the Real GDP is� 300 and Nominal GDP is� 330, calculate Price Index (base = 100). 

Ans. 
Or, 

Price index = 1 1 0. 

Real GDP = Nominal GDP x 1 00 Price Index 
P . I d Nominal GDP l 00 nee n ex = ------ x Real GDP 

= 330 x l 00 = 1 1 0 300 

[CBSE Delhi 2015] 
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4. Giving reasons explain how should the following be treated in estimation of national income: 
(i) Expenditure by a firm on payment of fees to a chartered accountant. 

(ii) Payment of corporate tax by a firm. 
(iii) Purchase of refrigerator by a firm for own use. [CBSE Delhi 2015] 

Ans. (i) Expenditure by a firm on payment of fees to a chartered accountant is not included in the estimation of national income because fees to a chartered accountant is an intermediate expenditure for the firm and not a final expenditure. 

5. 

Ans. 

(ii) Payment of corporate tax by a firm should not be included in the estimation of national income because it is a transfer payment by the firm. It is paid out ofincome and therefore, it is not to be separately added in the national income. 
(iii) Purchase ofrefrigerator by a firm is included in the estimation of national income because it is investment expenditure or capital formation. A refrigerator is used by the firm for several years and the firm is a final user of it. 
Calculate 'National Income': 

Items ( t  in crore) (i) Personal tax 80 
(ii) Private final consumption expenditure 600 

(iii) Undistributed profits 30 
(iv) Private income 650 
(v) Government final consumption expenditure 100 

(vi) Corporate tax 50 
(vii) Net domestic fixed capital formation 70 

(viii) Net indirect tax 60 
(ix) Depreciation 14  
(x) Change in stocks (-) 10  

(xi) Net imports 20 
(xii) Net factor income to abroad 10  

[CBSEDelhi.2015] 
National Income 
= Private final consumption expenditure + Government final consumption expenditure + Net domestic fixed capital formation + Change in stocks - Net imports - Net indirect tax - Net factor income to abroad 
= � 600 crore + � 100 crore + � 70 crore + (-) � 10  crore -� 20 crore -� 60 crore -� 10  crore 
= � 600 crore + � I 00 crore + � 70 crore -� I O  crore -� 20 crore -� 60 crore -� I O  crore 
= � 670 crore 

National income = � 670 crore. 
6. Calculate 'Gross National Product at Market Price': 

Items 
(i) Rent 

(ii) Net current transfers to rest of the world 
(iii) Social security contributions by employers 
(iv) Mixed income 
(v) Gross domestic capital formation 

(vi) Royalty 
(vii) Interest 

(viii) Compensation of employees 
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( t  in crore) 
100 
30 
47 

600 
140 
20 

1 10 
500 



(ix) Net domestic capital formation 
(x) Net factor income from abroad 

(xi) Net indirect tax 
(xii) Profit 

1 20 
(-) 10  

1 50 
200 

[CBSE Delhi 201.J] 
Ans. Gross National Product at Market Price 

7. 

Ans. 

= Compensation of employees + Rent + Royalty + Interest + Profit + Mixed income + Consumption of fixed capital (Gross domestic capital formation - Net domestic capital formation)+ Net indirect tax+ Net factor income from abroad 
= � 500 crore + � 100 crore + � 20 crore + � 1 10 crore + � 200 crore + � 600 crore + � 140 crore -� 1 20 crore) + � 1 50 crore + (-) � 10  crore 
= � 500 crore + � 100 crore + � 20 crore + � 1 10 crore + � 200 crore + � 600 crore + � 20 crore + � 1 50 crore -� 10  crore 
= � 1 ,690 crore 

Gross national product at market price = � 1 ,690 crore. 
Calculate 'Net Domestic Product at Factor Cost': 

Items ( 1( in crore) 

(i) Net current transfers to abroad 1 5  
(ii) Private final consumption expenditure 800 

(iii) Net imports (-) 20 
(iv) Net domestic capital formation 100 
(v) Net factor income to abroad 10  

(vi) Depreciation 50 
(vii) Change in stocks 1 7  

(viii) Net indirect tax 1 20 
(ix) Government final consumption expenditure 200 
(x) Exports 30 

[CBSEDelhi:201.J] 
Net Domestic Product at Factor Cost 

= Private final consumption expenditure + Government final consumption expenditure + Net domestic capital formation - Net imports - Net indirect tax 
= � 800 crore + � 200 crore + � 100 crore - (-) � 20 crore -� 1 20 crore 
= � 800 crore + � 200 crore + � 100 crore + � 20 crore -� 1 20 crore 
= � 1 ,000 crore 

Net domestic product at factor cost = � 1 ,000 crore. 
8. If the Real GDP is � 400 and Nominal GDP is � 450, calculate the Price Index (base = I 00). [CBSE (Al) 2015] 

Ans. 

Price index = 1 1 2.5. 

Real GDP = 
Nominal GDP x 100 Price Index 

400 = 450 X 100 Price Index 
Price Index = 

450 x 100 = 1 1 2.5 400 
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9. If the Real GDP is � 500 and Price Index (base = 100) is 125, calculate the Nominal GDP. 

Ans. 

Nominal GDP = � 625. 

Real GDP = Nominal GDP x 100 Price Index 
500 = Nominal GDP x l O0 1 25 

Nominal GDP = 500 x 1 25 = 625 1 00 

[CBSE (Al) 2015] 

10. If the Nominal GDP is 600 and Price Index (base = 100) is 120, calculate the Real GDP. 

Ans. 

Real GDP = 500. 

Real GDP = Nominal GDP x 100 Price Index 
Real GDP = 500 x 100 = 500 1 20 

[CBSE (A.I) 2015] 

ll. Giving reasons explain how the following should be treated in estimation of national income: 

(i) Payment of interest by a firm to a bank. 

(ii) Payment of interest by a bank to an individual. 

(iii) Payment of interest by an individual to a bank. [CBSE (Al) .2015] 
Ans. (i) Payment of interest by a firm to a bank is included in national income because firm borrows money for production purpose and thus, it is a factor payment. 

(ii) Payment of interest by a bank to an individual is included in national income because the bank is expected to have used individual's saving for productive purpose and thus, this is a factor payment. 
(iii) Payment of interest by an individual to a bank is not included in national income because the individual uses the loan amount for consumption purpose and not for investment or productive purpose. 

12. Calculate the 'National Income': 

Items 

(i) Rent 
(ii) Net factor income to abroad 

(iii) National debt interest 
(iv) Wages and salaries 
(v) Current transfers from government 

(vi) Undistributed profits 
(vii) Corporation tax 

(viii) Interest 
(ix) Social security contributions by employers 
(x) Net domestic product accruing to government 

(xi) Net current transfers to rest of the world 
(xii) Dividend 
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( t  in crore) 

200 
10  
15  

700 
10  
20 
30 

1 50 
100 
250 

5 

50 
[CBSE (A.I) 2015] 



Ans. National Income 
= Wages and salaries + Social security contributions by employers + Rent+ Interest + Undistributed profits+ Corporation tax+ Dividend - Net factor income to abroad 
= � 700 crore + � 100 crore + � 200 crore + � 1 50 crore + � 20 crore + � 30 crore + � 50 crore -� 10  crore 
= � 1 ,240 crore 

National income = � 1 ,240 crore. 
13. Calculate 'Net National Product at Market Price': 

Items 

(i) Transfer payments by government 
(ii) Government final consumption expenditure 

(iii) Net imports 
(iv) Net domestic fixed capital formation 
(v) Private final consumption expenditure 

(vi) Private income 
(vii) Net factor income to abroad 

(viii) Closing stock 
(ix) Opening stock 
(x) Depreciation 

(xi) Corporate tax 
(xii) Retained earnings of corporations 

Ans. Net National Product at Market Price 

( t  in crore) 

7 

50 
(-) 10  

60 
300 
280 

(-) 5 
8 
8 

1 2  
60 
20 

[CBSE (Ali 2015] 
= Private final consumption expenditure + Government final consumption expenditure + Net domestic fixed capital formation + Closing stock - Opening stock - Net imports - Net factor income to abroad 
= � 300 crore + � 50 crore + � 60 crore + � 8 crore -� 8 crore - (-) � 10  crore - (-) � 5 crore 
= � 300 crore + � 50 crore + � 60 crore + � 8 crore -� 8 crore + � 10 crore + � 5 crore 
= � 425 crore 

Net national product at market price = � 425 crore. 
14. Calculate 'Net Domestic Product at Market Price': 

Items 

(i) Private final consumption expenditure 
(ii) Opening stock 

(iii) Consumption of fixed capital 
(iv) Imports 
(v) Government final consumption expenditure 

(vi) Net current transfers to rest of the world 
(vii) Gross domestic fixed capital formation 

(viii) Closing stock 
(ix) Exports 
(x) Net factor income to abroad 

( t  in crore) 

400 
10  
25  
15  
90 

5 
80 
20 
10  

(-) 5 
[CBSE (Ali 2015] 
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Ans. Net Domestic Product at Market Price 

15. 

Ans. 

16. 
Ans. 

17. 

Ans. 

= Private final consumption expenditure + Government final consumption expenditure 
+ Gross domestic fixed capital formation + Closing stock - Opening stock + Exports - Imports - Consumption of fixed capital 

= � 4 0 0  crore + � 90 crore + � 80 crore + � 2 0 crore -� 1 0 crore + � 1 0 crore -� 1 5  crore -� 25 crore 
= � 550 crore 

Net domestic product at market price = � 550 crore. 
If the Nominal Gross Domestic Product = � 4,400 and the Price Index (base = 100) = 1 10, 
calculate the Real Gross Domestic Product. [CBSE (F) 2015] 

Real GDP = Nominal GDP x 1 00 Price Index 
= 4 ,400 

X l O0 1 1 0 

= 4,000 

Real gross domestic product = � 4,000. 
If the Real Gross Domestic Product is �200 and the Nominal Gross Domestic Product is �2 10, 
calculate the Price Index (base = 100). [CBSE (F) 2015] 

Real GDP = Nominal GDP x 1 00 

Or, 

Price index = 1 05. 

Price Index 
P . I d Nominal GDP l 00 nee n ex = ------ x Real GDP 

= 2 1 0 
X 1 00 = 1 05 200 

If the Real Gross Domestic Product is � 250 and the Price Index (base = 100) is 120, calculate the 
Nominal Gross Domestic Product. [CBSE (F} 2015] 

Or, 
Real GDP = Nominal GDP x 1 00 Price Index 

N . l GDP Real GDP x Price Index om1na = ---------1 00 

= 250 x 1 20 = 300 1 00 

Nominal gross domestic product = � 300. 
18� Giving reasons explain how should the following be treated in estimation of national income: 

(i) Payment of corporate tax by a firm. 

(ii) Purchase of machinery by a factory for own use. 

(iii) Purchase of uniforms for nurses by a hospital. [CBSE (F} 2015] 
Ans. (i) Payment of corporate tax by a firm should not be included in the estimation of national income because it is a transfer payment by the firm. It is paid out ofincome and therefore, it is not to be separately added in the national income. 

(ii) Purchase of machinery by a factory is included in the estimation of national income because it is investment expenditure or capital formation. 
(iii) Purchase of uniforms for nurses by a hospital is not included in the estimation of national income, because uniform is provided by the hospital at the time of work. It is to be treated as an intermediate consumption. 
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19. Calculate the Gross National Product at Market Price: 

Items 

(i) Wages and salaries 
(ii) Personal tax 

(iii) Operating surplus 
(iv) Undistributed profits 
(v) Social security contributions by employers 

(vi) Corporate tax 
(vii) Net factor income to abroad 

(viii) Personal disposable income 
(ix) Net indirect tax 
(x) Consumption of fixed capital 

(xi) Mixed income of self-employed 
(xii) Royalty 

( t  in crore) 

800 
1 50 
200 

I O  
100 
50 

(-) 20 
1 ,200 

70 
30 

500 
9 

[CBSE (F) 2015] 

Ans. Gross National Product at Market Price 

�o. 

Ans. 

= Wages and salaries + Social security contributions by employers + Operating surplus + Mixed income of self-employed + Consumption of fixed capital + Net indirect tax - Net factor income to abroad 
= � 800 crore + � 100 crore + � 200 crore + � 500 crore + � 30 crore + � 70 crore - (-) � 20 crore 
= � 800 crore + � 100 crore + � 200 crore + � 500 crore + � 30 crore + � 70 crore + 20 crore 
= � 1 ,720 crore 

Gross national product at market price = � 1 ,720 crore. 
Calculate National Income: 

Items ( t  in crore) 

(i) Net imports 5 
(ii) Net domestic capital formation 1 5  

(iii) Personal income 90 
(iv) National debt interest I O  
(v) Corporate tax 25 

(vi) Government final consumption expenditure 20 
(vii) Net factor income to abroad (-) 5 

(viii) Net indirect tax I O  
(ix) Undistributed profits 0 
(x) Private final consumption expenditure 100 

[CBSE (F) 2!J1S) 

National Income 
= Private final consumption expenditure + Government final consumption expenditure + Net domestic capital formation - Net imports - Net indirect tax - Net factor income to abroad 
= � 100 crore + � 20 crore + � 1 5  crore -� 5 crore -� I O  crore - (-) � 5 crore 
= � 100 crore + � 20 crore + � 1 5  crore -� 5 crore -� 10  crore + � 5 crore 
= � 1 25 crore 

National income = � 1 25 crore. 
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2 1 .  

Ans. 

Calculate Net National Product at Market Price: 
Items ( �  in crore) 

(i) Net factor income to abroad (-) 10  
(ii) Net current transfers to abroad 5 

(iii) Consumption of fixed capital 40 
(iv) Compensation of employees 700 
(v) Corporate tax 30 

(vi) Undistributed profits 10  
(vii) Interest 90 

(viii) Rent 100 
(ix) Dividends 20 
(x) Net indirect tax 1 10 

(xi) Social security contributions by employees 1 1  
[CBSE (F) 2015] 

Net National Product at Market Price 
= Compensation of employees + Rent+ Interest+ Corporate tax+ Undistributed profits + Dividends+ Net indirect tax - Net factor income to abroad 
= � 700 crore + � 100 crore + � 90 crore + � 30 crore + � 10  crore + � 20 crore + � 1 10 crore - (-) � 10  crore 
= � 700 crore + � 100 crore + � 90 crore + � 30 crore + � 10  crore + � 20 crore + � 1 10 crore + � 10  crore 
= � 1 ,070 crore 

Net national product at market price = � 1 ,070 crore. 
22 .  Depreciation of fixed capital assets refers to: (choose the correct alternative) [CBSE Delhi 2016] 

(a) normal wear and tear 
(b) foreseen obsolescence 
(c) normal wear and tear and foreseen obsolescence 
(d) unforeseen obsolescence 

Ans. (c) 

23 .  Define stocks. 

Ans. Stock is the quantity which is measured at a point of time. 
24. Find Net Value Added at Factor Cost: 

Items 
(i) Durable use producer goods with a life span of 10  years 

(ii) Single use producer goods 
(iii) Sales 
(iv) Unsold output produced during the year 
(v) Taxes on production 

Ans. Net Value Added at Factor Cost 

[CBSE Delhi 201 6] 

( ?  in lakh) 
10  
5 

20 
2 

1 
[CBSE Delhi 2016] 

= Sales + Change in stock - Single use producer goods - Depreciation - Taxes on production 
= � 20 lakh + � 2 lakh -� 5 lakh -� 1 lakh -� 1 lakh 
= � 1 5  lakh 

Net value added at factor cost = � 1 5  lakh. 
[Note: Annual Depreciation = Value of durable use producer goods = ? 1 O lakh = � 1 lakh .] Life span of producer goods 1 0  
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25. Find Net Value Added at Market Price: 

Items 

(i) Fixed capital good with a life span of 5 years 
(ii) Raw materials 

(iii) Sales 
(iv) Net change in stock 
(v) Taxes on production 

Ans. Net Value Added at Market Price 
= Sales + Net change in stock - Raw materials - Depreciation 
= � 25 lakh + (-) � 2 lakh -� 6 lakh -� 3 lakh 
= � 25 lakh -� 2 lakh -� 6 lakh -� 3 lakh 
= � 14  lakh 

Net value added at market price = � 14  lakh. 
[N t A I D  . t· Value of fixed capital good = f 1 5  lakh = '"' 3 lakh .] o e: nnua eprec1a 10n = ---------- , Life span of fixed capital good 5 

26. Find Gross Value Added at Market Price: 

Items 

(i) Depreciation 
(ii) Domestic sales 

(iii) Net change in stocks 
(iv) Exports 
(v) Single use producer goods 

Ans. Gross Value Added at Market Price 

( f  in lakh) 

1 5  
6 

25 
(-) 2 

I 
[CBSE Delhi 2DI 6] 

( f  in lakh) 

20 
200 

(-) 10  
10  

1 20 
[CBSE Delhi 2DI6] 

= Domestic sales+ Net change in stocks - Single use producer goods+ Exports 
= � 200 lakh + (-) � 10  lakh -� 1 20 lakh + � 10  lakh 
= � 200 lakh -� 10  lakh -� 1 20 lakh + � 10  lakh 
= � 80 lakh 

Gross value added at market price = � 80 lakh. 
27. Government incurs expenditure to popularize yoga among the masses. Analyse its impact on 

gross domestic product and welfare of the people. [CBSE Delhi 2DI 6] 
Ans. (a) Impact on Gross Domestic Product (GDP): 

Government expenditure adds to aggregate demand in the economy. It has a multiplier effect on GDP. To illustrate: 
If government expenditure is� 100 and MPC is assumed to be 0.5, then increase in GDP would be equal to 1 

= --- X 100 1 - MPC 
1 

= -- X  100 1 - 0.5  
= l OO 

= 200 0.5 
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(b) Impact on Welfare: 

Expenditure on yoga is expected to improve physical and mental health of the people. Accordingly, skill formation as well as efficiency are expected to rise. This would improve welfare of the people. 
28. Find National Income: 

Items 

(i) Wages and salaries 
(ii) Net current transfers to abroad 

(iii) Net factor income paid to abroad 
(iv) Profit 
(v) National debt interest 

(vi) Social security contributions by employers 
(vii) Current transfers from government 

(viii) National income accruing to government 
(ix) Rent 
(x) Interest 

(xi) Royalty 

( ?  in crore) 

1 ,000 
20 
10  

400 
1 20 
100 
60 

1 50 
200 
300 

50 
[CBSE Delhi2016] 

Ans. National Income 

29. 

Ans. 

= Wages and salaries + Social security contributions by employers + Rent+ Royalty+ Interest + Profit - Net factor income paid to abroad 
= � 1 ,000 crore + � 100 crore + � 200 crore + � 50 crore + � 300 crore + � 400 crore -� 10  crore 
= � 2,040 crore 

National income = � 2,040 crore. 
Find Net Domestic Product at Factor Cost: 

Items ( ?  in crore) 

(i) Rent 200 
(ii) Net current transfers to abroad 10  

(iii) National debt interest 60 
(iv) Corporate tax 100 
(v) Compensation of employees 900 

(vi) Current transfers by government 1 50 
(vii) Interest 400 

(viii) Undistributed profits 50 
(ix) Dividend 250 
(x) Net factor income to abroad (-) 10  

(xi) Income accruing to government 1 20 
[CBSE Delhi2016] 

Net Domestic Product at Factor Cost 
= Compensation of employees + Rent+ Interest+ Corporate tax+ Undistributed profits 

+ Dividend 
= � 900 crore + � 200 crore + � 400 crore + � 100 crore + � 50 crore + � 250 crore 
= � 1 ,900 crore 

Net domestic product at factor cost = �  1 ,900 crore. 
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30. Find Net National Product at Market Price: 

Items ( f  in crore) 

(i) Personal taxes 200 
(ii) Wage and salaries 1 ,200 

(iii) Undistributed profit 50 
(iv) Rent 300 
(v) Corporation tax 200 

(vi) Private income 2,000 
(vii) Interest 400 

(viii) Net indirect tax 300 
(ix) Net factor income to abroad 20 
(x) Profit 500 
(ix) Social security contributions by employers 250 

[CBSE Delhi 201 6] 

Ans. Net National Product at Market Price 
= Wages and salaries + Social security contributions by employers + Rent + Interest + Profit 

+ Net indirect tax - Net factor income to abroad 
= � 1 ,200 crore + � 250 crore + � 300 crore + � 400 crore + � 500 crore + � 300 crore -� 20 crore 
= � 2,930 crore 

Net national product at market price = � 2,930 crore. 
3 1 .  National income is the sum of factors incomes accruing to: ( choose the correct alternative) 

[CBSE (AI) 201 6] 

(b) economic territory (a) nationals 
(c) residents 

Ans. (c) 
(d) both residents and non-residents 

32 .  Define flows. [CBSE (AI) 201 6] 

Ans. Flow is the quantity which is measured per unit of time period. 
33 .  Assuming real income to be f200 crore and price index to be 1 35, calculate nominal income. 

[CBSE (AI) 201 6] 

Ans. 

34. 
Ans. 

Or, 
Real Income = Nominal Income x 100 Price Index 

Nominal Income = Real Income x Price Index 
100 

= 200 x 1 35 
= 270 100 

Nominal income = � 270 crore. 
If nominal income is f500 and price index is 1 25,  calculate real income. 

Real income = � 400. 

R 1 I Nominal Income 100 ea ncome = ------- x Price Index 
= 500 x l00 = 400 1 25 

35 .  If real income is f 400 and price index is 1 05,  calculate nominal income. 

Ans. Real Income = Nominal Income x 100 Price Index 

[CBSE (AI) 201 6] 

[CBSE (AI) 201 6] 
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Or, Nominal Income 

Nominal income = � 420. 

Real Income x Price Index 
100 

= 400 x 105 = 420 100 

36. Sale of petrol and diesel cars is rising particularly in big cities. Analyse its impact on gross 
domestic product and welfare. [CBSE (Al) 2016] 

Ans. (a) Impact on Gross Domestic Product (GDP): 

37. 

Ans. 

GDP = Sales, in case there is no change in stocks during the year. Accordingly, increase in sale of cars during the year indicates increase in GDP. 
(b) Impact on Welfare: 

Rise in sale of cars leads to a rise in the consumption of petrol and diesel. Both these fuels (particularly diesel) cause emission of carbon dioxide. It increases environmental pollution. It adversely impacts welfare of the people. Because increase in environmental pollution causes increase in expenditure on the maintenance of health. It also reduces the level of sustainable development. Implying loss of welfare of future generations. 
Find Gross National Product at Market Price: 

Items ( ?  in crore) 

(i) Private final consumption expenditure 800 
(ii) Net current transfers to abroad 20 

(iii) Net factor income to abroad (-) 10  
(iv) Government final consumption expenditure 300 
(v) Net indirect tax 1 50 

(vi) Net domestic capital formation 200 
(vii) Current transfers from government 40 

(viii) Depreciation 100 
(ix) Net imports 30 
(x) Income accruing to government 90 

(xi) National debt interest 50 
[CBSE (A.lJ 2016] 

Gross National Product at Market Price 
= Private final consumption expenditure+ Government final consumption expenditure+ Net domestic capital formation+ Depreciation - Net imports - Net factor income to abroad 
= � 800 crore + � 300 crore + � 200 crore + � 100 crore -� 30 crore - (-) � 10  crore 
= � 800 crore + � 300 crore + � 200 crore + � 100 crore -� 30 crore + � 10  crore 
= � 1 ,380 crore 

Gross national product at market = � 1 ,380 crore. 
38� Calculate Net National Product at Market Price: 

Items 

(i) Net current transfers to abroad 
(ii) Private final consumption expenditure 

(iii) Current transfers from government 
(iv) Net factor income to abroad 
(v) Net exports 

(vi) Net indirect tax 
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( ?  in crore) 

10  
500 

30 
20 

(-) 20 
1 20 



(vii) National debt interest 
(viii) Net domestic capital formation 

(ix) Income accruing to government 
(x) Government final consumption expenditure 

70 
80 
60 

100 
[CBSE (AI) 201 6] 

Ans. Net National Product at Market Price 

39.  

Ans. 

40. 

Ans. 

= Private final consumption expenditure+ Government final consumption expenditure+ Net domestic capital formation + Net exports - Net factor income to abroad 
= � 500 crore + � 100 crore + � 80 crore + (-) � 20 crore -� 20 crore 
= � 500 crore + � 100 crore + � 80 crore -� 20 crore -� 20 crore 
= � 640 crore 

Net national product at market = � 640 crore. 
Calculate National Income: 

Items ( f  in crore) 

(i) Corporation tax 100 
(ii) Private final consumption expenditure 900 

(iii) Personal income tax 1 20 
(iv) Government final consumption expenditure 200 
(v) Undistributed profits 50 

(vi) Change in stocks (-) 20 
(vii) Net domestic fixed capital formation 1 20 

(viii) Net imports 10  
(ix) Net indirect tax 1 50 
(x) Net factor income from abroad (-) 10  

(xi) Private income 1,000 
[CBSE (AI) 201 6] 

National Income 
= Private final consumption expenditure+ Government final consumption expenditure+ Net domestic fixed capital formation + Change in stocks - Net imports - Net indirect tax + Net factor income from abroad 
= � 900 crore + � 200 crore + � 1 20 crore + (-) � 20 crore -� 10 crore -� 150 crore + (-) � 10 crore 
= � 900 crore + � 200 crore + � 1 20 crore -� 20 crore -� 10 crore -� 1 50 crore -� 10  crore 
= � 1 ,030 crore 

National income = � 1 ,030 crore. 
Unforseen obsolescence of fixed 
alternative) (a) consumption of fixed capital 
(c) income loss 

(b) 

capital assets during production is: (choose the correct 
[CBSE (F) 201 6] 

(b) capital loss 
(d) none of the above 

4 1 .  Define gross investment. [CBSE (F) 201 6] 

Ans. Gross investment is the sum total of expenditure on the purchase of new assets (Net Investment) and depreciation during the year. 
Gross Investment = Net Investment+ Depreciation 
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42 . 
Ans. 

Given real income to be 400 and price index be l 00, calculate nominal income. 

Or, 

R 1 I Nominal Income 100 ea ncome = ------- x Price Index Real Income x Price Index Nominal Income 100 
= 400 x 100 

= 400 100 
Nominal income = 400. 

43 . Given nominal income to be t375 and price index 125,  calculate real income. 

An R 1 I Nominal Income 100 s. ea ncome = ------- x 

Real income = � 300. 

Price Index 
= 375 

X 100 = 300 1 25 

44. If nominal income is ? 600 and price index is 100, find real income. 

A R 1 I Nominal Income 100 ns. ea ncome = ------- x 

Real income = � 600. 

Price Index 
= 600 x 100 = 600 100 

[CBSE (F) 201 6] 

[CBSE (F) 201 6] 

[CBSE (F) 201 6] 

45 . Governments spends on child immunization programme. Analyse its impact on Gross Domestic 
Product and welfare of the people. [CBSE (F) 201 6] 

Ans. (a) Impact on Gross Domestic Product (GDP): 

Government expenditure adds to aggregate demand in the economy. It has a multiplier effect on GDP. To illustrate: 
If government expenditure = � 100 and MPC is assumed to be 0.5, then increase in GDP would be equal to 

(b) Impact on Welfare: 

1 1 1 00 --- X 100 = -- X 100 = - = 200 1 - MPC 1 - 0.5  0.5 

Expenditure on child immunization programme is expected to improve health of the children. Accordingly, younger generation becomes robust as well as efficient. This would improve welfare of the people. 
46. Distinguish between final goods and intermediate goods. Give an example of each. 

[CBSE Delhi 201 7] 

Or 

Distinguish between final goods and intermediate goods. Give suitable examples. 
[CBSE 201 9 (58/3/1) ]  

Ans. Final goods are those goods which are used either for final consumption or for investment. 
Example: Refrigerator purchased by a household is a final good. 
Intermediate goods are those goods which are used as raw material for further production or are purchased for resale. 
Example: Leather used by a shoe-making firm is an intermediate good. 

4 7. Explain 'non-monetary exchanges' as a limitation of using gross domestic product as an index of 
welfare ofa country. [CBSE Delhi 201 7] 

Ans. Non-monetary exchanges refer to such exchanges which do not involve the use of money as a medium of exchange. In such exchanges, goods are exchanged for goods. 
In economies like of India, barter system of exchange is not totally non-existent. 
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Non-monetary transactions are quite evident in rural areas where payments for farm-labour are often made in kind rather than cash. But such transactions are not recorded, because they are outside the monetary system of exchange. To this extent, GDP remains underestimated. Thus, non-monetary exchanges make gross domestic product an inappropriate index of welfare. 
However, in developed economies, non-monetary transactions are almost non-existent. Accordingly, their impact on GDP estimation is almost nil. 

48. How will you treat the following while estimating domestic product of a country? Give reasons 
for your answer: 

(a) Profits earned by branches of country's bank in other countries. 

(b) Gifts given by an employer to his employees on independence day. 

(c) Purchase of goods by foreign tourists. (CBSEDelhi2017] 
Ans. (a) Profits earned by branches of country's bank in other countries is not a part of domestic product of India because the branches are outside the domestic territory of India. Hence, it is not included in domestic product of India. 

(b) Gifts given by an employer to his employees is not included in domestic product of lndia because these are transfer payments. 
(c) Purchase of goods by foreign tourists is included in domestic product oflndia since these are like exports which is a component of gross domestic product. 

49. Calculate Net Domestic Product at Factor Cost: 

Items 

(i) Private final consumption expenditure 
(ii) Government final consumption expenditure 

(iii) Exports 
(iv) Imports 
(v) Consumption of fixed capital 

(vi) Gross domestic fixed capital formation 
(vii) Change in stock 

(viii) Factor income to abroad 
(ix) Factor income from abroad 
(x) Indirect taxes 

(xi) Subsidies 
(xii) Net current transfers to abroad 

Ans. Net Domestic Product at Factor Cost 

( ?  in crore) 

8,000 
1,000 

70 
1 20 
60 

500 
100 
40 
90 

700 
50 

(-) 30 
[CBSEDelhi 2017] 

= Private final consumption expenditure + Government final consumption expenditure + Gross domestic fixed capital formation + Change in stock + Exports - Imports - Consumption of fixed capital - Indirect taxes + Subsidies 
= � 8,000 crore + � 1 ,000 crore + � 500 crore + � 100 crore + � 70 crore -� 1 20 crore -� 60 crore -� 700 crore + � 50 crore 
= � 8,840 crore 
Net domestic product at factor cost = � 8,840 crore. 

50. Calculate National Income: 

Items 

(i) Net factor income to abroad 
(ii) Net indirect taxes 

(iii) Net current transfers from rest of the world 

( ?  in crore) 

(-) 50 
800 
100 
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(iv) Net imports 
(v) Private final consumption expenditure 
(vi) Government final consumption expenditure 

(vii) Gross domestic capital formation 
(viii) Consumption of fixed capital 

(ix) Change in stock 
(x) Mixed income 

(xi) Scholarship to students 
Ans. National Income 

200 
5,000 
3,000 
1,000 

1 50 
(-) 50 
4,000 

80 
[CBSEDelhi 2017] 

= Private final consumption expenditure + Government final consumption expenditure 
+ Gross domestic capital formation - Net imports - Consumption of fixed capital - Net indirect taxes - Net factor income to abroad 

= � 5,000 crore + � 3,000 crore + � 1 ,000 crore -� 200 crore -� 1 50 crore -� 800 crore - (-) � 50 crore 
= � 5,000 crore + � 3,000 crore + � 1 ,000 crore -� 200 crore -� 1 50 crore -� 800 crore 

+ � 50 crore 
= � 7,900 crore 
National income = � 7,900 crore. 

51. Calculate Net National Product at Market Price: 

Items 

(i) Gross domestic fixed capital formation 
(ii) Private final consumption expenditure 

(iii) Government final consumption expenditure 
(iv) Change in stock 
(v) Consumption of fixed capital 

(vi) Net indirect taxes 
(vii) Net exports 

(viii) Net factor income to abroad 
(ix) Net current transfers from abroad 
(x) Dividend 

Ans. Net National Product at Market Price 

( ?  in crore) 

400 
8,000 
3,000 

50 
40 

100 
(-) 60 
(-) 80 

100 
100 

[CBSEDelhi 2017] 
= Private final consumption expenditure + Government final consumption expenditure + Gross domestic fixed capital formation + Change in stock + Net exports - Consumption of fixed capital - Net factor income to abroad 
= � 8,000 crore + � 3,000 crore + � 400 crore + � 50 crore + (-) � 60 crore -� 40 crore - (-) � 80 crore 
= � 8,000 crore + � 3,000 crore + � 400 crore + � 50 crore -� 60 crore -� 40 crore + � 80 crore 
= � 1 1 ,430 crore 
Net national product at market price = � 1 1 ,430 crore. 

52. Explain with the help of an example, the basis of classifying goods into final goods and 
intermediate goods. [CBSE (Al) 2017] 

Ans. Goods which are used by the producers in the process of production as raw material or are purchased for resale are known as intermediate goods. Example: Shirt purchased by a firm for resale is an intermediate good. 
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Goods which are used by their final users are known as final goods. These goods are not resold. 
Example: Shirt purchased by the household is a final good. 
'End-use' of the goods is the basis of classifying the goods as 'final' and 'intermediate'. Goods are final if they have crossed the boundary line of production and are ready for use by their final users (consumers or producers). Goods are intermediate if they are within the boundary line of production and are not ready for use by their final users. Value is yet to be added to intermediate goods. 

53.  Explain the circular flow of income. [CBSE (AI) 201 7] 

Ans. The flow of production, income and expenditure is a circular flow. Production gives rise to income, income gives rise to demand for goods and services, and demand in turn gives rise to expenditure. Expenditure leads to further production. Thus, the flow of production, income and expenditure becomes circular with no beginning or no end. This flow is shown in Fig. 2. 
N 

LI.I 
er:: 
::::, 
(!J 

Ci rcu la r  Flow 
of I ncome 

54. Distinguish between stocks and flows. Give an example of each. [CBSE (AI) 201 7; (F) 201 7] 

Ans. 

Or 

Distinguish between stock and flow variables with suitable examples. [CBSE 2018] 

Stocks 

(i) Stock is that quantity of an economic variable I 
which is measured at a particular point of time . 

(ii) Stock has no time dimension. 

(iii) Stock is a static concept .  

(iv) Examples: Quantity of money, wealth. 

Flows 

(i) Flow is that quantity of an economic variable 
which is measured during the period of time . 

(ii) Flow has time dimension as per hour, per day, 
per month . 

(iii) Flow is a dynamic concept. 

(iv) Examples: Consumption, investment. 

55. Explain the precautions that should be taken while estimating national income by expenditure 
method. [CBSE (AI) 201 7] 

Or 

What precautions should be taken while estimating national income by expenditure method? 
Explain. [CBSE (F) 201 7] 

Ans. The following precautions are to be taken while estimating national income by expenditure method: 
(i) Only final expenditure is to be taken into account to avoid error of double counting. Expenditure on intermediate goods (also called intermediate expenditure) is not to be considered. 

(ii) Expenditure on second-hand goods is not to be included. 
(iii) Expenditure on shares and bonds is not to be included. 
(iv) Expenditure on transfer payments (called transfer expenditure) is not to be included. 
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(v) Expenditure on self-use of own produced goods (like the farmer using his production of wheat or the house-owner using his own house) should be included. 
Briefly, expenditure on only final goods and services is to be taken account of. Expenditure on intermediate goods is to be considered only as intermediate consumption. 

56. Explain the precautions that are taken while estimating national income by value added method. 
[CBSE (At} 2017] 

Or 
What precautions should be taken while estimating national income by value added method? 
Explain. [CBSE (F) 201 7] 

Ans. The following precautions are to be taken while estimating national income by value added method: 
(i) Avoid double counting, by considering only the final goods. 

(ii) Sale of second-hand goods should not be considered. 
(iii) Commission earned on second-hand goods is included in the estimation of 'value added'. 
(iv) Own account production of goods of the producing units is taken into account while estimating value added. 
(v) Production for self-consumption (like the farmer's family using their own farm output) must be considered. 

(vi) Value addition should include imputed rent on owner-occupied houses, because imputed rent is taken as a part of factor income and factor income has got to be identical with value added. 
57. Will the following be included in the domestic product oflndia? Give reasons for your answer. 

(a) Profits earned by foreign companies in India. 

(b) Salaries of Indians working in the Russian Embassy in India. 

(c) Profits earned by a branch of State Bank oflndia inJ apan. [CBSE (Al) 201 7] 
Ans. (a) Profits earned by foreign companies in India is a part of domestic product of India because the companies are within the domestic territory of India. 

(b) Salary oflndians working in Russian Embassy in India is not included in the domestic product of India because Russian Embassy is not a part of domestic territory of India. 
(c) Profits earned by a branch of State Bank of lndia in Japan is not a part of the domestic product of India because the branch of State Bank of lndia in Japan is not within the domestic territory of India. 

58� Will the following be included in the national income of India? Give reasons for your answer. 

(a) Financial assistance to flood victims. 

(b) Profits earned by the branches of a foreign bank in India. 

(c) Salaries oflndians working in the American Embassy in India. [CBSE (At} 2017] 

Ans. (a) Financial assistance to flood victims is not included in the national income of India. This is because financial assistance is a transfer income. 
(b) Profits earned by the branches of a foreign bank in India is reflected in the national income of India as a negative component because it is a part of factor income to rest of the world. 
(c) Salaries of lndians working in the American Embassy in India is included in national income of India because it is a part of factor income from rest of the world. 

59. Calculate National Income: 

Items 

(i) Compensation of employees 
(ii) Rent 
(iii) Profit 
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( ?  in crore) 

2,000 
400 
900 



(iv) Dividend 
(v) Interest 

(vi) Mixed income of self-employed 
(vii) Net factor income to abroad 

(viii) Net exports 
(ix) Net indirect taxes 
(x) Depreciation 

(xi) Net current transfers to abroad 

100 
500 

7,000 
50 
60 

300 
1 50 
30 

[CBSE (AlJ 2011] 
Ans. National Income 

60. 

Ans. 

= Compensation of employees + Rent + Interest + Profit + Mixed income of self-employed - Net factor income to abroad 
= � 2,000 crore + � 400 crore + � 500 crore + � 900 crore + � 7,000 crore -� 50 crore 
= � 10,750 crore 
National income = � 10,750 crore. 
Calculate the Net National Product at Market Price: 

Items ( ?  in crore) 

(i) Mixed income of self-employed 8,000 
(ii) Depreciation 200 

(iii) Profit 1 ,000 
(iv) Rent 600 
(v) Interest 700 

(vi) Compensation of employees 3,000 
(vii) Net indirect taxes 500 

(viii) Net factor income to abroad 60 
(ix) Net exports (-) 50 
(x) Net current transfers to abroad 20 

[CBSE (Al} 2011] 
Net National Product at Market Price 
= Compensation of employees + Rent + Interest + Profit + Mixed income of self-employed 

+ Net indirect taxes - Net factor income to abroad 
= � 3,000 crore + � 600 crore + � 700 crore + � 1 ,000 crore + � 8,000 crore + � 500 crore -� 60 crore 
= � 1 3,740 crore 
Net national product at market price = � 1 3,740 crore. 

61. Calculate the Gross National Product at Market Price: 

Items 

(i) Compensation of employees 
(ii) Profit 

(iii) Mixed income of self-employed 
(iv) Government final consumption expenditure 
(v) Rent 

(vi) Interest 
(vii) Net factor income from abroad 

( ?  in crore) 

2,500 
700 

7,500 
3,000 

400 
350 

50 
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(viii) Net current transfers to abroad 
(ix) Net indirect taxes 
(x) Depreciation 

(xi) Net exports 

100 
1 50 
70 
40 

[ CBSE (AI) 20 I 7] 

Ans. Gross National Product at Market Price 
= Compensation of employees + Rent + Interest + Profit + Mixed income of self-employed 

+ Depreciation + Net indirect taxes + Net factor income from abroad 
= f 2,500 crore + f 400 crore + f 350 crore + f 700 crore + f 7,500 crore + f 70 crore 

+ f 1 50 crore + f 50 crore 
f 1 1 ,720 crore 

Gross national product at market price = f 1 1 ,720 crore. 
62 . Distinguish between domestic product and national product. [CBSE (F) 201 7] 

Ans. 
Domestic Product (NDP

y
c) 

(i ) Domestic product/income is the sum total of 
factor incomes generated within the domestic 
territory of a country . 

National Product (NNP
y
c) 

(i) National product/income is the sum total of 
factor incomes generated by normal residents 
of a country, no matter where this income is 
generated (within the domestic territory or in 
rest of the world ) .  

(ii ) I t  includes income generated both by the (ii) It includes income generated only by the 
residents as well as non-residents of a country . normal residents of a country. 

�) It does not include net factor income from abroad . (iii ) It includes net factor income from abroad . 

National Product = Domestic product + Net factor income from abroad 

63 . Explain 'mixed income of self-employed' and give an example. [CBSE (F) 201 7] 
Ans. Mixed income is the total income of the self-employed persons using their own labour, land, capital and entrepreneurship to produce goods and services. These incomes are a mixture of wages, rent, interest and profit. That is why it is called mixed income. Separate estimation of wages, rent, interest and profit is not possible owing to the fact that factors of production are not hired/purchased from the market. Only self-owned factors are used in household enterprises (or small enterprises run by the households). 

64. Calculate National Income: 

Items 

(i) Profit 
(ii) Mixed income of self-employed 

(iii) Dividends 
(iv) Interest 
(v) Compensation of employees 

(vi) Net factor income to abroad 
(vii) Consumption of fixed capital 
(viii) Net exports 

(ix) Net indirect taxes 
(x) Net current transfers to rest of the world 

(xi) Rent 
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( f  in crore) 

1 ,000 
1 5,000 

200 
400 

7,000 
100 
400 

(-) 200 
800 

40 
500 

[CBSE (F) 201 7] 



Ans. National Income 
= Compensation of employees + Rent + Interest + Profit + Mixed income of self-employed - Net factor income to abroad 
= � 7,000 crore + � 500 crore + � 400 crore + � 1 ,000 crore + � 1 5,000 crore -� 100 crore 
= � 23,800 crore 
National income = � 23,800 crore. 

65. Calculate Net National Product at Market Price: 

Items 

(i) Compensation of employees 
(ii) Mixed income of self-employed 

(iii) Profit 
(iv) Rent 
(v) Interest 

(vi) Net factor income to abroad 
(vii) Net exports 

(viii) Consumption of fixed capital 
(ix) Net indirect taxes 
(x) Net current transfers to abroad 

( f in thousand crore) 

250 
600 

80 
30 
40 

(-) 10  
15  
20 
10  
8 

[CBSE (F} 201 7] 

Ans. Net National Product at Market Price 

66. 

= Compensation of employees + Rent + Interest + Profit + Mixed income of self-employed - Net factor income to abroad + Net indirect taxes 
= � 250 thousand crore + � 30 thousand crore + � 40 thousand crore + � 80 thousand crore 

+ � 600 thousand crore - (-) � 10 thousand crore + � 10  thousand crore 
= � 250 thousand crore + � 30 thousand crore + � 40 thousand crore + � 80 thousand crore 

+ � 600 thousand crore + � 10  thousand crore + � 10  thousand crore 
= � 1 ,020 thousand crore 
Net national product at market price = � 1 ,020 thousand crore. 
Calculate National Income: 

Items ( f  in crore) 

(i) Compensation of employees 2,000 
(ii) Profit 800 

(iii) Rent 300 
(iv) Interest 250 
(v) Mixed income of self-employed 7,000 

(vi) Net current transfers to abroad 200 
(vii) Net exports (-) 100 

(viii) Net indirect taxes 1 ,500 
(ix) Net factor income to abroad 60 
(x) Consumption of fixed capital 1 20 

[CBSE (F) 201 7] 

Ans. National Income 
= Compensation of employees + Rent + Interest + Profit + Mixed income of self-employed - Net factor income to abroad 
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= f 2,000 crore + f 300 crore + f 250 crore + f 800 crore + f 7,000 crore - f 60 crore 
= f 10,290 crore 
National income = f 10,290 crore. 

67. Give one example of negative externalities. [CBSE 2018] 

Ans. Negative externalities occur when smoke omitted by factories causes air pollution, or the industrial waste is driven into rivers causing water pollution. 
68. What are capital goods? How are they different from consumption goods? [CBSE 2018] 

Ans. Capital goods are those goods which are used as fixed assets by the producers in the production of other goods and services. These goods are repeatedly used in the production of other goods and services. Example: Plant & machinery. 
Consumption goods, on the other hand, are those goods which satisfy the consumer's wants 
directly. These goods are used as final goods by their final users. Example: Pen, bread, butter, vegetables, etc. 
Capital goods, as fixed assets of the producers, are to be treated as final goods whereas in case of consumption goods, it depends on their 'end-use'. Example: Kerosene oil used by households is a final good but when used by the firms to clean their machinery is to be treated as an intermediate good. 

69. Calculate (a) Operating Surplus, and (b) Domestic Income: 

Ans. 

Items 

(i) Compensation of employees 
(ii) Rent and interest 
(iii) Indirect taxes 
(iv) Corporation tax 
(v) Consumption of fixed capital 

(vi) Subsidies 
(vii) Dividend 

(viii) Undistributed profits 
(ix) Net factor income to abroad 
(x) Mixed income 

(a) Operating Surplus 
= Rent and Interest+ Undistributed profits+ Corporation tax+ Dividend 
= f 800 crore + f 300 crore + f 460 crore + f 940 crore 
= f 2,500 crore 

Operating surplus = f 2,500 crore. 
(b) Domestic Income 

= Compensation of employees + Operating surplus + Mixed income 
= f 2,000 crore + f 2,500 crore + f 200 crore 
= f 4,700 crore 

Domestic income = f 4,700 crore. 

( f  in crore) 

2,000 
800 
1 20 
460 
100 
20 

940 
300 
1 50 
200 

[CBSE (F) 2018] 

70. Give any two examples of flow concept. [CBSE 2019 (58/1/1)]  

Ans. (i) Income, and (ii) Investment. 
7 1 .  Define the problem of double counting in the computation of national income. State any two 

approaches to correct the problem of double counting. [ CBSE 2019 ( 58/ 1/ 1)] 

Ans. The counting of the value of commodity more than once is called double counting. This leads to overestimation of the value of goods and services produced. Thus, the importance of avoiding double counting lies in avoiding overestimating the value of domestic product. 
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To avoid the problem of double counting, following two methods are used: 
(i) Final Output Method: According to this method, the value of intermediate goods is not considered. Only the value of final goods and services is considered. 

(ii) Value Added Method: Another method to avoid the problem of double counting is to estimate the total value added at each stage of production. 
72. "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. (CBSE 2019 (58/1/1)] 

Ans. Often gross domestic product (GDP) is considered as an index of welfare of the people, but there are strong exceptions to this generalisation. Following are the reasons: 
(i) If with every increase in the level of GDP, distribution of GDP is getting more unequal, welfare level of the society may not rise. Only fewer people tend to benefit from an unequal distribution. Hence, the gulf between haves and have-nots may increase which results in lesser welfare of the society. 

(ii) Composition of GDP may not be welfare-oriented even when the level of GDP tends to rise. There is no direct increase in the welfare of the masses if GDP has risen owing largely to the increase in the production of defence goods. 
78. Given the following data, find the missing value of 'Government Final Consumption Expenditure' and 'Mixed Income of Self-employed'. 

Items 
(i) National income 

(ii) Gross domestic capital formation 
(iii) Government final consumption expenditure 
(iv) Mixed income of self-employed 
(v) Net factor income from abroad 

(vi) Net indirect taxes 
(vii) Profits 

(viii) Wages and Salaries 
(ix) Net exports 
(x) Private final consumption expenditure 

(xi) Consumption of fixed capital 
(xii) Operating surplus 

Ans. Government Final Consumption Expenditure 

( ?  in crore) 
7 1 ,000 
10,000 

? 
? 

1 ,000 
2,000 
1 ,200 

1 5,000 
5,000 

40,000 
3,000 

30,000 
[CBSE2019 (58I1/l)] 

= National income - Private final consumption expenditure - Gross domestic capital formation - Net exports+ Consumption of fixed capital+ Net indirect taxes - Net factor income from abroad 
= � 7 1 ,000 crore -� 40,000 crore -� 10,000 crore -� 5,000 crore + � 3,000 crore + � 2,000 crore -� 1 ,000 crore 
= � 20,000 crore 

Mixed Income of Self-employed 
= National income - Wages and Salaries - Operating surplus - Net factor income from abroad 
= � 7 1 ,000 crore -� 1 5,000 crore -� 30,000 crore -� 1 ,000 crore 
= � 25,000 crore 

Government final consumption expenditure = � 20,000 crore. 
Mixed income of self-employed = � 25,000 crore. 
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74. Given the following data, find the missing values of 'Private Final Consumption Expenditure' 
and 'Operating Surplus'. 

Items 

(i) National income 
(ii) Net indirect taxes 

(iii) Private final consumption expenditure 
(iv) Gross domestic capital formation 
(v) Profits 

(vi) Government final consumption expenditure 
(vii) Wages and Salaries 

(viii) Consumption of fixed capital 
(ix) Mixed income of self-employed 
(x) Operating surplus 

(xi) Net factor income from abroad 
(xii) Net exports 

( f  in crore) 

50,000 
1,000 

? 
1 7,000 

1,000 
1 2,500 
20,000 

700 
1 3,000 

? 
500 

2,000 
[CBSE2019 (58/1/2)] 

A.ns. Private Final Consumption Expenditure 

75. 

= National income - Government final consumption expenditure - Gross domestic capital formation - Net exports + Consumption of fixed capital + Net indirect taxes - Net factor income from abroad 
= � 50,000 crore -� 1 2,500 crore -� 1 7,000 crore -� 2,000 crore + � 700 crore + � 1 ,000 crore -� 500 crore 
= � 1 9,700 crore 

Operating Surplus 
= National income - Wages and Salaries - Mixed income of self-employed - Net factor income from abroad 
= � 50,000 crore -� 20,000 crore -� 1 3,000 crore -� 500 crore 
= � 1 6,500 crore 

Private final consumption expenditure = � 1 9,700 crore. 
Operating surplus = � 1 6,500 crore. 
Given the following data, find the missing values of 'Gross Domestic Capital Formation' and 
'Wages and Salaries'. 

Items 

(i) Mixed income of self-employed 
(ii) Net indirect taxes 

(iii) Wages and Salaries 
(iv) Government final consumption expenditure 
(v) Net exports 

(vi) Consumption of fixed capital 
(vii) Net factor income from abroad 

(viii) Operating surplus 
(ix) National income 
(x) Profits 

(xi) Gross domestic capital formation 
(xii) Private final consumption expenditure 

( f  in crore) 

3,500 
300 

? 
1 4,000 
3,000 

300 
700 

1 2,000 
30,000 

500 
? 

1 1 ,000 
[CBSE 2019 (58/113)] 
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Ans. Gross Domestic Capital Formation 
= National income - Private final consumption expenditure - Government final consumption expenditure - Net exports+ Consumption of fixed capital+ Net indirect taxes - Net factor income from abroad 
= � 30,000 crore -� 1 1 ,000 crore -� 14,000 crore -� 3,000 crore + � 300 crore + � 300 crore -� 700 crore 
= � 1 ,900 crore 

Wages and Salaries 
= National income - Operating surplus - Mixed income of self-employed - Net factor income from abroad 
= � 30,000 crore -� 1 2,000 crore -� 3,500 crore -� 700 crore 
= � 1 3,800 crore 

Gross domestic capital formation = � 1 ,900 crore. 
Wages and Salaries = � 1 3,800 crore. 

76. "Higher Gross Domestic Product (GDP) means greater per capita availability of goods in the economy." Do you agree with the given statement? Give valid reason in support of your answer. (CBSE 2019 (.58/2/1)] 
Ans. One needs to distinguish between GDP at current prices and GDP at constant prices(also called real GDP). Higher GDP would mean greater availability of goods in the economy only when there is a rise in real GDP, not when GDP rise is caused by a rise in the general price level. A rise in real GDP is a situation when the level of output in the economy tends to rise, leading to a rise in the flow of goods and services in the economy. 

77. Explain the meaning of Real Gross Domestic Product and Nominal Gross Domestic Product, using a numerical example. (CBSE 2019 (.58/2/1)] 
Ans. Real Gross Domestic Product (GDP) is the market value of the final goods and services (Q) produced within the domestic territory of a country during an accounting year, as estimated using the base year prices (P*). 

Nominal Gross Domestic Product (GDP) is the market value of the final goods and services (Q) produced within the domestic territory of a country during an accounting year, as estimated using the current year prices (P). 
Suppose, the output ofcommodity-X during the year 20 1 8  was 500 units. The market price of the 
commodity during the same year was � 50 per unit while the price in the base year was � 40 per unit. So, the nominal GDP and Real GDP would be: 
Nominal GDP = 500 x � 50 = � 25,000. 
Real GDP = 500 x � 40 = � 20,000. 

78. Define the following: 
(a) Value addition. (b) Gross domestic product. 
(c) Flow variables. (d) Income from property and entrepreneurship. (CBSE2019 (58/2/1 )] 

Ans. (a) Value addition is the difference between value of output of an enterprise and the value of its 
intermediate consumption. 

Value Addition = Value of output - Intermediate consumption 
(b) Gross domestic product is the market value of final goods and services produced within the domestic territory of the country (by resident and non-resident producers) within one year, inclusive of depreciation. 
(c) Flow variables are those variables which are measured per unit of time period. It has time dimension as per hour, per day, per month. Examples: Consumption, investment. 
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(d) Income from property and entrepreneurship is the income earned by property owners. It can also be termed as operating surplus. Income from property can be rent and interest while income from entrepreneurship are profits which are often split as corporation tax and undistributed profits. 
79. Given the following data, find the values of 'Gross Domestic Capital Formation' and 'Operating 

Surplus'. 

Items 

(i) National income 
(ii) Wages and Salaries 

(iii) Private final consumption expenditure 
(iv) Net indirect taxes 
(v) Gross domestic capital formation 

(vi) Depreciation 
(vii) Government final consumption expenditure 

(viii) Mixed income of self-employed 
(ix) Operating surplus 
(x) Net exports 

(xi) Rent 
(xii) Net factor income from abroad 

Ans. Gross Domestic Capital Formation 

( f  in crore) 

22, 100 
1 2,000 
7,200 

700 
? 

500 
6, 100 
4,800 

? 
3,400 
1 ,200 

(-) 1 50 
(CBSE 2019 (.58/2/1)] 

= National income - Private final consumption expenditure - Government final consumption 
expenditure - Net exports + Depreciation + Net indirect taxes - Net factor income from 
abroad 

= � 22, 100 crore -� 7,200 crore -� 6, 100 crore -� 3,400 crore + � 500 crore + � 700 crore 
- (-) � 1 50 crore 

= � 22, 100 crore -� 7,200 crore -� 6, 100 crore -� 3,400 crore + � 500 crore + � 700 crore 
+ � 1 50 crore 

= � 6,750 crore 
Operating Surplus 

= National income - Wages and Salaries - Mixed income of self-employed - Net factor income 
from abroad 

= � 22, 100 crore -� 1 2,000 crore -� 4,800 crore - (-) � 1 50 crore 
= � 22, 100 crore -� 1 2,000 crore -� 4,800 crore + � 1 50 crore 
= � 5,450 crore 

Gross domestic capital formation = � 6,750 crore. 
Operating surplus = � 5,450 crore. 

SO. If in a locality, a new park is developed by the municipal corporation, it will have externalities, 
both positive and negative. State one example each of both types of externalities with reason. 

(CBSE 2019 (.58/:J/l)] 
Ans. Example of a Positive Externality: When the new park developed by municipal corporation raises 

welfare of people of the locality. 
Example of a Negative Externality: When the new park developed by municipal corporation is 
used by anti-social elements and leads to insecurity of the residents. 
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81. Given the following data, find the values of 'Government Final Consumption Expenditure' and 
'Mixed Income of Self-employed': 

Items 

(i) National income 
(ii) Government final consumption expenditure 

(iii) Gross domestic capital formation 
(iv) Mixed income of self-employed 
(v) Net indirect taxes 

(vi) Net factor income from abroad 
(vii) Private final consumption expenditure 

(viii) Consumption of fixed capital 
(ix) Profits 
(x) Wages and Salaries 

(xi) Net exports 
(xii) Operating surplus 

A.ns. Government Final Consumption Expenditure 

( f  in crore) 

7, 100 
? 

1 ,000 
? 

200 
100 

4,000 
300 
1 20 

1 ,500 
500 

3,000 
[CBSE 2019 (58/Jll)] 

= National income - Private final consumption expenditure - Gross domestic capital formation - Net exports + Consumption of fixed capital + Net indirect taxes - Net factor income from abroad 
= � 7, 100 crore -� 4,000 crore -� l ,000 crore -� 500 crore + � 300 crore + � 200 crore -� l O0 crore 
= � 2,000 crore 

Mixed Income of Self-employed 
= National income - Wages and Salaries - Operating surplus - Net factor income from abroad 
= � 7, 100 crore -� 1 ,500 crore -� 3,000 crore -� 100 crore 
= � 2,500 crore 

Government final consumption expenditure = � 2,000 crore. 
Mixed income of self-employed = � 2,500 crore. 

St. Given the following data, find the values of 'Operating Surplus' and 'Gross Domestic Capital 
Formation': 

Items 

(i) Government final consumption expenditure 
(ii) Mixed income of self-employed 

(iii) National income 
(iv) Net factor income from abroad 
(v) Operating surplus 

(vi) Profits 
(vii) Private final consumption expenditure 

(viii) Net indirect taxes 
(ix) Net exports 
(x) Consumption of fixed capital 

(xi) Gross domestic capital formation 
(xii) Wages and Salaries 

( f  in crore) 

2,000 
1 ,500 

1 2,000 
200 

? 
500 

6,000 
700 

1 ,800 
600 

? 
6,000 

[CBSE 2019 (581312)] 
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Ans. Operating Surplus 
= National income - Wages and Salaries - Mixed income of self-employed - Net factor income from abroad 
= � 1 2,000 crore -� 6,000 crore -� 1 ,500 crore -� 200 crore 
= � 4,300 crore 

Gross Domestic Capital Formation 
= National income - Private final consumption expenditure - Government final consumption expenditure - Net exports+ Consumption of fixed capital+ Net indirect taxes - Net factor income from abroad 
= � 1 2,000 crore -� 6,000 crore -� 2,000 crore -� 1 ,800 crore + � 600 crore + � 700 crore -� 200 crore 
= � 3,300 crore 

Operating surplus = � 4,300 crore. 
Gross domestic capital formation = � 3,300 crore. 

83. Given the following data, find the values of 'Operating Surplus' and 'Net Exports': 
Items ( f in crore) 

(i) Mixed income of self-employed 700 
(ii) Net factor income from abroad 

(iii) Private final consumption expenditure 
(iv) Profits 
(v) Net indirect taxes 

(vi) National income 
(vii) Gross domestic capital formation 
(viii) Wages and Salaries 

(ix) Net exports 
(x) Government final consumption expenditure 

(xi) Consumption of fixed capital 
(xii) Operating surplus 

Ans. Operating Surplus 

1 50 
2,200 

200 
1 50 

5,000 
1 , 1 00 
2,200 

? 
1 ,300 

200 
? 

[CBSE 2019 (581313)] 
= National income - Wages and Salaries - Mixed income of self-employed - Net factor income from abroad 
= � 5,000 crore -� 2,200 crore -� 700 crore -� 1 50 crore 
= � 1 ,950 crore 

Net Exports 
= National income - Private final consumption expenditure - Government final consumption expenditure - Gross domestic capital formation + Consumption of fixed capital + Net indirect taxes - Net factor income from abroad 
= � 5,000 crore -� 2,200 crore-� l ,300 crore-� l , l O0 crore + � 200 crore + � 150 crore-� 150 crore 
= � 600 crore 

Operating surplus= � 1 ,950 crore. 
Net exports = � 600 crore. 
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84. How is Real Gross Domestic Product (GDP) different from Nominal Gross Domestic Product 
(GDP)? Explain using a numerical example. (CBSE Z019°(j8/4/1)] 

Ans. Real GDP (Gross Domestic Product) is the market value of the final goods and services produced within the domestic territory of a country during an accounting year, as estimated using the base year prices. Base year is the year of comparison. 
Nominal GDP (Gross Domestic Product) is the market value of the final goods and services produced within the domestic territory ofa country during an accounting year, as estimated using the current year prices. Current year prices are the prices prevailing during the year of estimation. 

Real GDP = Nominal GDP x 100 Price Index 
If real GDP = 600 and price index = 1 10, then 

Nominal GDP = Real GDP x Price Index 
100 

= 600 X } 
l Q = 660 100 

85. (a) Define 'net factor income from abroad'. How is it different from 'net exports'? 
(b) Calculate the value of "Rent" from the following data : 

Items 
(i) Gross domestic product at market price 

(ii) Mixed income of self-employed 
(iii) Subsidies 
(iv) Interest 
(v) Rent 

(vi) Profit 
(vii) Compensation of employees 

(viii) Consumption of fixed capital 
(ix) Indirect tax 

( f  in crore) 
1 8,000 
7,000 

250 
800 

? 
975 

6,000 
1,000 
2,000 (CBSE '2019 (j8/4/1)] 

Ans. (a) Net factor income from abroad refers to the excess of factor income earned by our residents from rest of the world over factor income earned by non-residents from the domestic territory of our country. 
Net export, on the other hand, refers to the difference between exports and imports during an 
accounting year: 

Net Exports = Exports - Imports 
(b) Rent 

= Gross domestic product at market price - Compensation of employees - Interest - Profit - Mixed income of self-employed - Consumption of fixed capital - Indirect tax+ Subsidies 
= � 1 8,000 crore -� 6,000 crore -� 800 crore -� 975 crore -� 7,000 crore -� 1 ,000 crore -� 2,000 crore + � 250 crore 
= � 475 crore 
Rent = � 4 7 5 crore. 

86. (a) Define net exports. How is it different from net factor income from abroad? 
(b) Calculate value of "Interest" from the following data: 

Items 
(i) Indirect tax 

(ii) Subsidies 
(iii) Profits 

( f  in crore) 
1 ,500 

700 
1 , 1 00 
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(iv) Consumption of fixed capital 
(v) Gross domestic product at market price 

(vi) Compensation of employees 
(vii) Interest 
(viii) Mixed income of self-employed 

(ix) Rent 
Ans. (a) See Q. 85(a), page 6 1 .  

(b) Interest 

700 
1 7,500 
9,300 

? 
3,500 

800 
[CBSE 201 9 (58/4/2) ] 

= Gross domestic product at market price - Compensation of employees - Rent - Profits 
- Mixed income of self-employed - Consumption of fixed capital - Indirect tax + Subsidies 

= � 1 7,500 crore -� 9,300 crore -� 800 crore -� 1 ,  I 00 crore -� 3,500 crore -� 700 crore -� 1 ,500 crore + � 700 crore 
= � 1 ,300 crore 
Interest = � 1 ,300 crore. 

87 .  (a) Define 'value of output'. How is it different from 'value addition' ? 

(b) Calculate the value of "Mixed Income of Self-employed" from the following data: 

Items ( f in crore) 

(i) Compensation of employees 1 7,300 
(ii) Interest 1 ,200 

(iii) Consumption of fixed capital 
(iv) Mixed income of self-employed 
(v) Subsidies 

(vi) Gross domestic product at market price 
(vii) Indirect taxes 
(viii) Profits 

(ix) Rent 

1 , 1 00 
? 

750 
27,500 

2, 100 
1 ,800 
2,000 

[CBSE 201 9 (58/4/3) ] 

Ans. (a) Value of output refers to market value of the goods (or services) produced by a firm during an accounting year. 
Value of Output = Sales + �Stock 

While value added refers to the market value of the goods produced minus market value of the goods used as inputs/raw material in the process of production. 
Value Added = Value of output - Intermediate consumption 

(b) Mixed Income of Self-employed 
= Gross domestic product at market price - Compensation of employees - Rent - Interest - Profits - Consumption of fixed capital - Indirect tax + Subsidies 
= � 27,500 crore -� 1 7,300 crore -� 2,000 crore -� l ,200 crore -� l ,800 crore -� 1 , l 00 crore -� 2, 100 crore + � 750 crore 
= � 2,750 crore 
Mixed income of self-employed = �  2,750 crore. 

88.  Distinguish between net factor income from abroad and net exports. [CBSE 201 9 (58/5/1) ]  

Ans. Net factor income from abroad is  the difference between (i) factor income earned by our residents who are temporarily residing abroad, and (ii) factor income earned by non-residents who are temporarily residing in our country. 
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Net Factor Income from Abroad= Factor income earned by our residents from rest of the world - Factor income earned by non-residents from the domestic territory of our country 
Net exports, on the other hand, refer to the difference between exports and imports during an 
accounting year. Exports are an expenditure by the foreigners on the domestically produced final 
goods and services, while imports are an expenditure on the goods and services produced abroad. 

Net Exports = Exports - Imports 
89. What are 'non-monetary exchanges'?  Discuss with suitable example. [CBSE 201 9 (58/5/1)] 

Ans. See Q. 47, page 46, 47. 
90. (a) What is meant by the problem of double counting? Discuss briefly the two approaches to avoid 

this problem. 

(b) Define 'capital goods'. [CBSE 201 9 (58/5/1) ]  

Ans. (a) See Q. 71 ,  page 54, 55. 
(b) Capital goods are fixed assets of the producers which are repeatedly used in the production of 

other goods and services and which are of high value. Example: Tractors used by the farmers. 
9 1 .  Given the following data, find the values of 'Operating Surplus' and 'Net Exports': 

Items ( f in crore) 

(i) Wages and Salaries 2,400 
(ii) National income 

(iii) Net exports 
(iv) Net factor income from abroad 
(v) Gross domestic capital formation 

(vi) Mixed income of self-employed 
(vii) Private final consumption expenditure 

(viii) Net indirect taxes 
(ix) Operating surplus 
(x) Government final consumption expenditure 

(xi) Consumption of fixed capital 
(xii) Profits 

Ans. Operating Surplus 

4,200 
? 

200 
1 , 1 00 

400 
2,000 

1 50 
? 

1 ,000 
100 
500 

[CBSE 201 9 (58/5/1) ]  

= National income - Wages and Salaries - Mixed income of self-employed - Net factor income from abroad 
= � 4,200 crore -� 2,400 crore -� 400 crore -� 200 crore 
= � 1 ,200 crore 

Net Exports 
= National income - Private final consumption expenditure - Government final consumption expenditure - Gross domestic capital formation + Consumption of fixed capital + Net indirect taxes - Net factor income from abroad 
= � 4,200 crore -� 2,000 crore -� 1 ,000 crore -� 1 , 1 00 crore + � 100 crore + � 1 50 crore -� 200 crore 
= � 1 50 crore 

Operating surplus = � 1 ,200 crore. 
Net exports = � 1 50 crore. 
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NCERT & MISCELLANEOUS QUESTIONS 
1 . What is the difference between microeconomics and macroeconomics? [NCERT] 

Ans. (i) Microeconomics studies economic issues or economic problems at the level of an individual- an individual firm, an individual household or an individual consumer. On the other hand, macroeconomics studies economic issues or economic problems at the level of the economy as a whole. 
(ii) Allocation of resources to different uses is the central issue in microeconomics. On the other hand, determination of the level of output and employment is the central issue in macroeconomics. 

(iii) There is a smaller degree of aggregation in microeconomics. Example: We study output behaviour of an industry which is aggregate of all the firms producing a particular commodity. 
On the other hand, there is a larger degree of aggregation in macroeconomics. Example: We study national output which is aggregate of output of all the producing units in the economy. 

2. Describe the Great Depression of l 929. [NCERT] 

Ans. It was precisely in 1 929 that great depression affected developed economies of the capitalistic world. Its impact continued almost for the entire decade of 30's. During that worldwide depression, there was a persistent fall in the level of employment and output. In USA, unemployment shot up from 3% to 25% between the period 1 929-33. Fall in employment was accompanied with a fall in GDP. Between the period 1 929-33, GDP in USA fell by about 33%. 
3 . Describe the four major sectors in an economy according to the macroeconomic point of view. 

[NCERT] 

Ans. An economy is generally classified into the following four sectors: 
(i) Household sector, engaged in the consumption of goods and services. 

(ii) Producing sector, engaged in the production of goods and services. 
(iii) Government sector, engaged in such activities which are related to taxation and subsidies. 
(iv) Rest of the world sector, engaged in exports and imports. 

4. Distinguish between stock and flow. Between net investment and capital which is a stock and 
which is a flow? Compare net investment and capital with flow of water into a tank. [NCERT] 

Ans. Stock is that quantity of an economic variable which is measured at a particular point of time. Stock 
has no time dimension. Flow is that quantity of an economic variable which is measured during the 
period of time. Flow has time dimension as per hour, per day, per month. 
Net investment is a flow variable and capital is a stock variable. Flow of water in a tank is flow 
because it is measured per unit of time period. Whereas, stock of water in a tank is stock because it 
is measured at a point of time. Capital is like a stock of water in the tank at a point of time. 

5 .  What is the difference between planned and unplanned inventory accumulation? Write down 
the relation between change in inventories and value added of a firm. [NCERT] 

Ans. Planned inventory accumulation refers to desired inventory stock. This is maintained by the producers with a view to exploiting potential demand for his product. Otherwise, the producer might suffer the loss of unfulfilled demand. Unplanned inventory accumulation refers to undesired inventory stock. It arises because demand for the product turns out to be lower than expected. Accordingly, unplanned inventory accumulation leads to losses. 
Value Added = Sales, net of intermediate costs+ Change in inventory stock (Closing inventory stock - Opening inventory stock) 

6. What are the four factors of production and what are the remunerations to each of these called? 
[NCERT] 

Ans. The four factors of production are land, labour, capital and entrepreneurship. The remunerations to each of these are called compensation of employees (reward for labour), rent (reward for land), interest (reward for capital) and profit (reward for entrepreneurship). 
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7. Why should the aggregate final expenditure of an economy be equal to the aggregate factor 
payments? Explain. [NCERTJ 

Ans. Factor payments are equal to factor incomes. Income is either spent on the purchase of final goods 
and services or is saved. Expenditure ofincome on the final goods either causes final consumption 
expenditure or investment expenditure. To the extent income is saved (or not spent), final goods 
remain unsold. But unsold goods are treated as a part of inventory investment and therefore, a 
part of total investment expenditure in the economy. Hence, aggregate final expenditure of an 
economy is equal to aggregate factor payments. Algebraically, 

Y = C + S  

= C + I, because S = I. 
8. Write down the three identities of calculating the GDP of a country by the three methods. Also 

briefly, explain why each of these should give us the same value of GDP. [NCERTJ 

Ans. Three Identities of Calculating GDP 

Value Addition 

Value of output (Sales 
+ AStock) 

- Intermediate consumption 
= GVAMP 

= GDPMP 

Income Generated 

Compensation of employees 
+ Rent 
+ Interest 
+ Profit 
+ Mixed income of self-employed 
+ Depreciation 
+ Net indirect taxes 

= GDPMP 

Final Expenditure 

Private final consumption expenditure 
+ Government final consumption expenditure 
+ Gross domestic fixed investment 
+ Inventory investment 
+ Export 
- Import 

= GDPMP 

Value added is identical with income generated because value added (in terms of NDPFc) is distributed as factor incomes among households who are owners of the factors of production. Further GDPMP (in terms of value addition) is identical with expenditure on final goods and services, because value of expenditure is nothing but market price of the domestically produced final goods and services during an accounting year. 
9. Suppose the GDP at market price of a country in a particular year was � 1 , 100 crore. Net factor 

income from abroad was � 1 00 crore. The value of indirect taxes - subsidies was � 150 crore 
and national income was � 850 crore. Calculate the aggregate value of depreciation. [NCERTJ 

Ans. GDPMP = � 1 , 1 00 crore, NFIA (Net factor income from abroad) =� 100 crore, NIT (Net indirect 
taxes) = � 1 50 crore and NNPFc (National income) = � 850 crore. 

NNPFc + NIT = NNPMP 

= � 850 crore + � 1 50 crore 
= � 1 ,000 crore 

GDPMP + NFIA = GNPMP 

= � 1 , 1 00 crore + � 100 crore 
= � 1 ,200 crore 

Depreciation = GNPMP - NNPMP 

Depreciation = � 200 crore. 

= � 1 ,200 crore -� 1 ,000 crore 
= � 200 crore 
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10 .  In a single day Raju, the barber, collects � 500 from haircuts; over this day, his equipment 
depreciates in value by � 50. Of the remaining � 450, Raju pays sales tax worth � 30, takes home 
� 200 and retains � 220 for improvement and buying of new equipment. He further pays � 20 as 
income tax from his income. Based on this information, complete Raju's contribution to the 
following measures of income: (i) Gross Domestic Product, (ii) NNP at market price, (iii) NNP at 
factor cost. [NCERT] 

Ans. Assuming intermediate consumption = 0 and change in stock (�tock) = 0. 
(i) GV AMP = � 500 (Raju's contribution to GDP) 
(ii) NV AMP = GVAMP - Depreciation 

= � 500 -� 5 0  

= � 45 0  (Raju's contribution to NNPMp) 
(iii) NVAFc = NV AMP - Net indirect taxes 

= � 45 0 -� 30 

= � 420 (Raju's contribution to NNPFc) 
1 1 .  The value of the nominal GNP of an economy was � 2 ,500 crore in a particular year. The value of 

GNP of that country during the same year, evaluated at the prices of same base year, was � 3,000 
crore. Calculate the value of the GNP deflator of the year in percentage terms. Has the price 
level risen between the base year and the year under consideration? [NCERT] 

Ans. GNP Deflator = Nominal GNP x I 00 Real GNP 
= 2,5 0 0  

X 1 00 3,000 

= 83.33% 
The price level falls between the base year and the year under consideration. 

12 .  Write down some of the limitations of using GDP as an index of welfare of a country. [NCERT] 

Ans. Following are the limitations of using GDP as an index of welfare of a country: 
(i) Distribution of GDP is not taken into account. 

(ii) Composition of GDP is not accounted for. 
(iii) Non-monetary exchanges remain un-recorded, to which extent GDP remains underestimated. 
(iv) Externalities are not considered, even when these have considerable impact on social welfare. 

13 .  Distinguish between microeconomics and macroeconomics. 

Ans. 

Microeconomics 

(i) Microeconomics studies economic issues or 
economic problems at the level of an individual­
an individual firm, an individual household or an 
individual consumer. 

(ii) Allocation of resources to different uses is the 
central issue in microeconomics .  

(iii) There is a smaller degree of aggregation in 
microeconomics .  Example: We study output 
behaviour of an industry which is aggregate of 
all the firms producing a particular commodity . 
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Macroeconomics 

(i) Macroeconomics studies economic issues or 
economic problems at the level of the economy 
as a whole. 

(ii) Distribution of the level of output and 
employment is the central issue m 
macroeconomics .  

(iii) There is a larger degree of aggregation in 
macroeconomics .  Example: We study national 
output which is aggregate of output of all the 
producing units in the economy. 



14. Distinguish between intermediate goods and final goods. 

Ans. The difference between intermediate goods and final goods are as under: 
Intermediate Goods 

(i) Intermediate goods are those goods which are 
used as raw material for further production or 
are purchased for resale .  

(ii) These goods are within the boundary line of 
production. 

(iii) Value is yet to be added to these goods by way of 
further processing or resale .  

(iv) These goods are not included in the estimation 
of national income. 

Final Goods 

(i) Final goods are those goods which are used 
either for final consumption or for investment. 

(ii) These goods have crossed the boundary line of 
production. 

(iii) Value is not to be added to these goods by way of 
further processing or resale .  

(iv) These goods are included in the estimation of 
national income. 

Example: A carpenter buys wood worth t 5 ,000 and converts it  into chairs worth t 1 0 ,000 .  Here, chairs 
are final oods while wood is an intermediate good. 

15. Distinguish between consumption of fixed capital and capital loss. 
Ans. Consumption of fixed capital refers to depreciation of fixed assets. It refers to loss of value of fixed assets while these are being used in the process of production. It occurs on account of: (i) normal wear and tear, (ii) accidental damages, and (iii) expected obsolescence. 

On the other hand, capital loss is a loss of value of fixed assets when these are not being used. It occurs on account of: (i) natural calamities (like earthquake, floods or fire), and (ii) fall in market value of the assets during periods of economic recession. 
16 .  Distinguish between depreciation and depreciation reserve fund. 

Ans. Depreciation is the loss of fixed assets in use on account of: (i) normal wear and tear, (ii) normal rate of accidental damages, and (iii) expected or foreseen obsolescence. 
On the other hand, depreciation reserve fund is a provision of funds to cope with depreciation losses. These funds are used for the replacement of fixed assets when these are worn-out or when these become obsolete/outdated. 

17 .  Giving reasons, classify the following into intermediate goods and final goods: 

(i) Curtain cloth purchased by a household. 

(ii) Machinery installed in an office. 
Ans. (i) Curtain cloth purchased by a household is a final good because the household is the final user of the curtain cloth and no value is to be added to the curtain cloth. 

(ii) Machinery installed in an office is a final good because machinery is finally and repeatedly used by the office for several years and these are of high value. 
18 .  Giving reasons, classify the following into intermediate goods and final goods: 

(i) Ceiling fan purchased by a tailor for his shop. 

(ii) Chalks, dusters, etc.,  purchased by a school. 
Ans. (i) Ceiling fan purchased by a tailor for his shop is a final good because tailor is the final user of the ceiling fan and no value is to be added to the ceiling fan. This will be deemed as investment expenditure because ceiling fan is used by the tailor for several years and is of high value. 

(ii) Chalks, dusters, etc., purchased by a school are intermediate goods as these are used up in the process of value addition during the year. 
19 .  Distinguish between money flows and real flows. 

Ans. Flow of income refers to flow of goods and services ( or their money value) across different sectors of the economy. It is called real flow in case it occurs in the form of goods and services, e.g. , households rendering their factor services to the producers and in return producers offering final goods and services to the households. 
It is called money flow because there is a flow of money value from one sector to the other, e.g. , producers make factor payments to the households and households make payments to the producers for the purchase of goods and services. 
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20. Why is the flow of income and product called a circular flow? 
Ans. It is because of the following reasons that the flow ofincome and product is called a circular flow: 

(i) Corresponding to each real flow to one direction, there is a money/income flow from the opposite direction. Example: Corresponding to the flow of factor services (which is a real flow) from household to the producer sector, there is a flow of factor payments (which is a money flow) from producer to the household sector. 
(ii) In a two sector economy, receipts of one sector are equal to payments to other sector. In case receipts are less than the payments (or payments are less than the receipts), circularity is bound to stop at one point or the other. 

(iii) Activities of production, income generation and expenditure never stop in the economy. They keep chasing one another in a circular manner. 
2 1 .  How money flows are opposite to real flows? 

Ans. Money flows are opposite to real flows. Because money flows are in response to the real flows. Example: There is a real flow of goods and services from the producers to the households. It is in response to it, that the households make payments to the producers. So that money flows from the households to producers in terms of consumption expenditure. Likewise, there is a real flow of factor services from the households to the producers. It is in response to it, that the producers make payments to the households. So that, money flows from producers to the households in terms of factor payments. 
22 .  Explain the concepts of injections and leakages in the circular flow of income. 

Ans. Injections refer to addition of value in the process of circular flow. This causes positive multiplier effect on the level of income and employment in the economy. Important injections are: (i) Consumption expenditure by the government, (ii) Investment expenditure by the government, and (iii) Exports. 
Leakages refer to loss of value in the process of circular flow. This has a negative multiplier effect on the level of income and employment in the economy. Important leakages are: (i) Saving, (ii) Taxation, and (iii) Imports. 

23 .  Explain circular flow with two sector economy. 
Ans. In a two sector economy, there are only two sectors of economic activity, namely households and firms. Households supply factor services to firms and firms hire factor services from households. Households spend their entire income on consumption. Firms sell what is produced to the households. 

There are two types of markets: 
Product market-market for goods and services. 
Factor market-market for factors of production. 
In this type of economy, circular flow can be explained with the help of Fig. 3 . 
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The Circular F low of Income in a Two Sector Economy 

Product Market 

Factor Market 



As seen from the diagram (Fig. 3): 
(i) Total production of goods and services by firms = Total consumption of goods and services by household sector. 
(ii) Factor payments by firms = Factor incomes of household sector. 

(iii) Consumption expenditure of household sector = Income of household sector. 
(iv) Thus, Real flows of production and consumption of firms and households = Money flows of income and expenditure of firms and households. 

24. When will be domestic factor income greater than national income? 
Ans. Domestic Factor Income = Wages + Rent + Interest + Profit + Mixed income of self-employed. 

National Income = Domestic factor income+ Net factor income from abroad. 
Thus, domestic factor income is greater than national income when net factor income from abroad is negative. 

25 .  What are the items that are excluded from GNP? Give reasons. 
Ans. Items that are excluded from GNP are: leisure time activities (like gardening), services rendered by housewives and other such activities whose value cannot be measured in monetary terms; income generated through unlawful activities is also not included, because such income is not legally accountable. 

26. Distinguish between domestic income and national income. 
Ans. See Q. 62, page 52. 

2 7 .  Distinguish between gross domestic product at market price and net domestic product at factor cost. 

Ans. 

NDPFc = GDP MP - Depreciation - Net indirect taxe� 
The equation offers following observations relating to the difference between GDP MP and NDPFc: 

Gross Domestic Product at Market Price (GDP
MP ) 

(i) It is the market value of the final goods and 
services produced within the domestic territory 
of a country during the period of an accounting 
year, inclusive of depreciation (consumption of 
fixed capital) .  

(ii) I t  includes depreciation. 

(iii) It includes net indirect taxes. 

Net Domestic Product at Factor Cost (NDPFc ) 

(i) It is the sum total of factor payments 
(compensation of employees + rent + interest + 
profit + mixed income of self-employed) 
generated within the domestic territory of a 
country during the period of an accounting 
year. 

(ii) It does not include depreciation. 

(iii) I t  does not include indirect taxes . 

28.  Distinguish between gross domestic product at market price and net national product at factor 
cost. 

Ans. 

L NNPFc = GDP MP - Depreciation - Net indirect taxes+ Net factor income from abroad � 
The equation offers following observations relating to the difference between GDP MP and NNPFc: 

Gross Domestic Product at Market Price (GDP Mp) 

(i) It is produced within domestic territory of a 
country by normal residents as well as 
non-residents . 

(ii) It includes depreciation. 

(iii) I t  includes net indirect taxes.  

(iv) I t  does not include net factor income from 
abroad. 

Net National Product at Factor Cost (NNPrd 

(i) It is produced both within and outside the 
domestic territory of a country, but only by 
normal residents of a country . 

(ii) It does not include depreciation .  

(iii) I t  does not include net indirect taxes.  

(iv) I t  includes net factor income from abroad. 
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29.  Explain briefly the distinction between gross domestic product at factor cost and net national 
product at market price. 

Ans. 
NNPMr = GDP Fe - Depreciation + Net indirect taxes+ Net factor income from abroad 

The equation offers following observations relating to the difference between GDP Fe and NNPMP: 
Gross Domestic Product at Factor Cost (GDPFc) 

(i) It is produced within the domestic territory of a 
country both by normal residents as well as 
non-residents. 

(ii) I t  includes depreciation. 

(iii ) I t  does not include net indirect taxes .  

(iv) It does not  include net  factor income from 
abroad . 

Net National Product at Market Price (NNPMP) 

(i) I t  is produced both within and outside the 
domestic territory of a country, but only by the 
normal residents of a country. 

(ii ) It does not include depreciation. 

(iii) It includes net indirect taxes .  

(iv) I t  includes net  factor income from abroad . 

30. Differentiate between factor inputs and non-factor inputs. 

Ans. Factor inputs or primary inputs are factors of production and classified as land, labour, capital and enterprise while non-factor or secondary inputs are those non-durable producer goods and services which are used by the producers for production of goods and services. These are also called intermediate goods. Examples: Seeds, manures. 
3 1 .  Explain briefly the basis of classification of production units into primary, secondary and 

tertiary sectors. 
Ans. Production units engaged in exploiting natural resources are grouped under primary sector. 

Example: Crop farming. Those engaged in transforming one type of commodity into another are grouped into secondary sector. Example: Cloth manufacturing. Those rendering services are grouped into tertiary sector. Example: Shipping services. 
32 .  What type of data is required to measure national income at each of the three phases of its 

circular flow? 
Ans. The following data are required: 

(i) Production Phase: The data relating to net value added at factor cost in primary, secondary and tertiary sectors and net factor income from abroad. 
(ii) Income Phase: The data relating to net interest, net rent, net profit, net wages and net factor income from abroad. 

(iii) Expenditure Phase: The data relating to private consumption expenditure, government consumption expenditure, gross domestic capital formation, net exports, depreciation, net indirect taxes and net factor income from abroad. 
33 .  What precautions are necessary while using value added method of measuring national 

income? 

Ans. See Q. 56, page 50. 
34. What precautions are necessary while using income method of measuring national income? 

Ans. Following are the necessary precautions while using income method of measuring national income: 
(i) Income from transfer payments should not be included. 

(Example: � 5,000 given to you by your father as your b'day gift.) 
(ii) Income in terms of capital gain should not be included. 

(Example: Gain from the sale of old property, shares and bonds.) 
(iii) Imputed rent of owner-occupied houses must be included. 
(iv) Imputed value of self-owned factor inputs (like use of own premises or own funds in business) should be taken account of. 
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35.  What precautions are necessary while using expenditure method of measuring national 
income? 

Ans. See Q. 55, page 49, 50. 
36. Give an outline of the steps involved in the estimation of national income with the help of value added method. 

Ans. Value added method is that method which measures the contribution of each producing 
enterprise to production in the domestic territory of the country. 
Steps in Value Added Method: The following steps are taken while measuring national income 
with the help of value added method: 
(i) First Step: It involves classification of productive enterprises into three categories, viz., (a) Primary 

sector, (b) Secondary sector, and (c) Tertiary sector. 
(ii) Second Step: Value of output ( of a producing unit) is determined by multiplying the quantity 

of the product by its market price. Gross value added is estimated by deducting the 
intermediate consumption from the value of output. Depreciation is deducted from gross 
value added to get net value added. 

(iii) Third Step: Net indirect taxes are deducted from net value added at market price to get net 
value added at factor cost which is equal to net domestic income. Net factor income from 
abroad is added to net domestic income to get national income. 

3 7. Give an outline of the steps involved in the estimation of national income with the help of income method. 
Ans. Income method is that method which measures national income from the side of payments made 

in the form of wages, rent, interest and profit to the primary factors of production in an accounting 
year. 
Steps in Income Method: The following steps are taken while measuring national income with the 
help of income method: 
(i) First Step: All the producing enterprises are classified broadly in the following three sectors: 

(a) Primary sector, (b) Secondary sector, and (c) Tertiary sector. 
(ii) Second Step: The net domestic income is calculated by adding: 

(a) Compensation of employees (Wages + Supplementary income + Payments in kind), 
(b) Operating surplus (Rent + Profit + Interest), and 
(c) Mixed income. 

(iii) Third Step: Net national income is estimated by adding net factor income from abroad to net 
domestic income. 

38 .  Briefly outline the steps involved in the estimation of national income with the help of 
expenditure method. 

Ans. The expenditure method involves the following steps: 
(i) First Step: Sum total of the following final expenditure incurred in one year gives gross 

domestic product at market price: (a) Private final consumption expenditure, (b) Government 
final consumption expenditure, (c) Gross domestic fixed capital formation, (d) Changes in 
stocks, and (e) Net exports (Exports - Imports). 

(ii) Second Step: The net indirect taxes and depreciation are deducted from gross domestic 
product at market price to get net domestic income. 

(iii) Third Step: The net factor income from abroad is added to net domestic income to get 
national income. 

The expenditure method tries to measure the flow of goods and services for the following purposes: (i) For private consumption, (ii) For government consumption, (iii) For gross domestic capital formation, and (iv) For net exports. 
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39. Explain the components of domestic factor income. 
Ans. Domestic factor income is the sum total of factor incomes generated within the domestic territory of a country during one year. 

Components of Domestic Factor Income: 
(i) Compensation of Employees: It is the payments by producers, of wages and salaries to their 

employees in cash and in kind and of contributions paid or imputed in respect of their 
employees to social security schemes. 

(ii) Operating Surplus: It is the total income from property and entrepreneurship in the form of rent, interest and profit. Profit includes dividends, corporation tax and undistributed profits. 
(iii) Mixed Income of the Self-employed: It is the total income of own account workers as well as profits generated in the unincorporated enterprises. 

To find out national income, net factor income from abroad is added to domestic income. 
L National Income = Domestic factor income + Net factor income from abroad --=i 

Net factor income from abroad is added to domestic income to find national income because (i) it facilitates the exclusion of factor incomes earned by non-residents within our domestic territory, and (ii) it facilitates inclusion of factor incomes earned by our normal residents in rest of the world. 
40. State the various components of the income method that are used to calculate national income. 

Ans. Income method measures domestic income (NDPFc) in terms of factor payments to the owners of factors of production for rendering their factor services. It includes the following components: 
(i) Compensation of Employees: It includes: (a) Wages and salaries in cash, (b) Payment in kind, 

(c) Employers' contribution to social security schemes, and (d) Pension on retirement. 
(ii) Operating Surplus: It refers to income from property and entrepreneurship. It includes the 

following items: (a) Rent, (b) Interest, and (c) Profit. 
(iii) Mixed Income: It refers to the incomes of the self-employed persons using their own labour, 

land, capital and entrepreneurship to produce goods and services. These incomes are a 
mixture of wages, rent, interest and profit. 

The above three components add up to NDPFc, briefly called domestic income. Thus, 
NDPFc = Compensation of employees + Operating surplus + Mixed income 

Domestic income is adjusted as under to find national income (NNPFc): 
NDPFc + Net factor income from abroad 

= NNPFc (National Income) 
4 1 .  State the various components of the expenditure method that are used to calculate national 

income. [CBSE Sample Paper 2016] 

Ans. Expenditure method measures GDP MP in terms of expenditure on the purchase of final goods and services produced in the economy during an accounting year. It includes the following components: 
(i) Private Final Consumption Expenditure (Ch) : It refers to expenditure on final goods and services by the individuals, households and non-profit private institutions serving society. 

(ii) Government Final Consumption Expenditure (C
g
) : It refers to expenditure on final goods and services by the government, like expenditure on the purchase of goods for consumption by the defence personnel. 

(iii) Investment Expenditure (I): It refers to expenditure on the purchase of final goods by the producers. These goods are to be further used in the process of production. This includes: 
(a) expenditure on fixed assets, called fixed investment, and 
(b) change in stocks called inventory investment. 
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(iv) Net Exports (NE): It is the difference between exports and imports during an accounting year. 
ch + c

g 
+ 1 + NE = GDPMP 

GDPMP is adjusted as under to find national income (NNPFc) 
GDP MP - Depreciation - Net indirect taxes+ Net factor income from abroad 

= NNPFc (National Income) 
42 . Explain the problem of double counting in estimating national income with the help of an 

example. Also, explain two alternative ways of avoiding the problem. 
Ans. The counting of the value of commodity more than once is called double counting. This leads to 

overestimation of the value of goods and services produced. Thus, the importance of avoiding 
double counting lies in avoiding overestimating the value of domestic product. 

43 . 
Ans. 

44. 
Ans. 

For example, a farmer produces one ton of wheat and sells it for� 400 in the market to a flour mill. 
The flour mill sells it for� 600 to the baker. The baker sells the bread to the shopkeeper for� 800. 
The shopkeeper sells the entire bread to the final consumers for� 900. Thus, 

l Value of Out ut = � 400 + � 600 + � 800 + � 900 = � 2, 700 7 
Infact, the value of the wheat is counted four times, the value of services of the miller thrice, and 
the value of services by the baker twice. In other words, the value of wheat and value of services of 
the miller and of the baker have been counted more than once. The counting of the value of 
commodity more than once is called double counting. 
To avoid the problem of double counting two methods are used: (i) Final Output Method, and 
(ii) Value Added Method. 
(i) Final Output Method: According to this method, the value of intermediate goods is not 

considered. Only the value of final goods and services is considered. In the above example, the 
value of final goods, i .e . , bread is� 900. 

(ii) Value Added Method: Another method to avoid the problem of double counting is to estimate 
the total value added at each stage of production. In the above example, the value added at 
each stage of production is� 400 + � 200 + � 200 + � 100 = � 900. 

Differentiate between gross domestic product at current prices and at constant prices. 
Gross domestic product at current prices is the market value of the final goods and services 
(produced in an economy during the year) and estimated at prices prevailing during the current 
year. Gross domestic product at constant prices is the market value of the final goods and services 
(produced in an economy during the year) and estimated at prices prevailing during the base year 
(which happens to be the year of comparison). 
Explain the concepts of Real GDP and Nominal GDP, using a suitable numerical example. 

[CBSE Sample Paper 201 7] 

Real GDP (or GDP at constant prices) is the value measured at constant prices of the final goods and services produced within the domestic territory of a country during an accounting year. 
Nominal GDP (or GDP at current prices) is the value measured at current prices of the final goods and services produced within the domestic territory of a country during an accounting year. 
Example: Year Output (Units) 

20 1 5  500 

20 1 6  550 25 l 
Market Price per =-7 u it ( � )  

20 

-�----

Real GDP during the year 201 5  = 500 x � 20 = � 10,000 
Real GDP during the year 201 6  = 550 x � 20 = � 1 1 ,000 
Nominal GDP during the year 20 1 5  = 500 x � 20 = � 10,000 
Nominal GDP during the year 20 1 6  = 550 x � 25 = � 1 3,750 

National Income and Related Aggregates 73 

Read
 

 
You

r F
low

Fi
nd
 Y

ou
r 

 fo
r F

ree

eB
ook

s



45. Use following information of an imaginary country: 

Ans. 

Year 

20 14-20 1 5  
20 1 5-20 1 6  
20 1 6-20 1 7  

Nominal GDP 

6 .5  
8 .4  

9 
l 

GDP Deflator 

1 00 
1 40 
1 25 

(i) For which year is real GDP and nominal GDP same and why? 
(ii) Calculate Real GDP for the given years. Is there any year for which Real GDP falls? 

Year 

20 1 4-20 1 5  
20 1 5-20 1 6  
20 1 6-20 1 7  

We find that, 

[CBSE Sample Paper 2018] 
Real GDP or GDP at Constant Prices 

Nominal GDP 

6 . 5  
8 .4  

9 

GDP Deflator 

1 00 
1 40 
1 25 

Real GDP (= Nominal GDP x 1 00) GDP Deflator 
� X 1 00 = 6 .5  1 00 

8.4 X 1 00 = 6 1 40 
__i_ X 1 00 = 7 .2 1 25 

(i) In 20 14-20 15, real GDP and nominal GDP are the same. This is because, it is the base year, when the GDP deflator = 100. 
(ii) Real GDP falls from 6.5 to 6 in 20 1 5-20 1 6. This is because ofa high rise in the price level, even when nominal GDP has risen. 

46. State the significance of real GDP. 
Ans. Following observations highlight the significance of real GDP or GDP at constant prices: 

(i) Change in Availability of Goods and Services: Only real GDP shows a change in the 
availability of goods and services to the people of a country. Because any change in real GDP 
implies a corresponding change in the flow of goods and services in the economy. 

(ii) Change in Level of Economic Activity: Real GDP shows change in the level of economic 
activity in the country. Increase in real GDP implies increase in the level of economic activity 
(in terms of increase in the level of production). 

(iii) Inter-regional and International Comparison: Real GDP facilitates inter-regional and 
international comparison of the level of production. Nominal GDP does not serve this 
purpose. 

47. Can gross domestic product be used as an index of welfare of the people? Give reasons. 
Ans. Often gross domestic product (GDP) is considered as an index of welfare of the people, but there 

are strong exceptions to this generalisation. Following are the reasons: 
(i) If with every increase in the level of GDP, distribution of GDP is getting more unequal, welfare 

level of the society may not rise. Only fewer people tend to benefit from an unequal 
distribution. Hence, the gulfbetween haves and have-nots may increase which results in lesser 
welfare of the society. 

(ii) Composition of GDP may not be welfare oriented even when the level of GDP tends to rise. 
There is no direct increase in the welfare of the masses if GDP has risen owing largely to the 
increase in the production of defence goods. 
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48. Social welfare may not increase even when real GDP increases. Explain. 
Ans. Increase in GDP may not cause increase in welfare in a situation when distribution of income 

becomes skewed (unequal). If, along with increase in GDP, the percentage of population below 
poverty line happens to increase, it implies a situation of deprivation on one hand, and 
concentration of economic power on the other. It is a situation when a rising percentage of GDP is 
pocketed by a smaller percentage of population. The bulk of population suffers poverty, while only 
a small segment of society enjoys prosperity owing to a rise in GDP. The rise in GDP is achieved at 
the cost of social justice. 

49. How 'distribution of gross domestic product' is a limitation in taking gross domestic product as an index of welfare? Explain. 
Ans. Increase in gross domestic product (GDP) is often taken as a measure of economic welfare. This is 

because increase in GDP implies increased flow of goods and services in the economy. However, 
distribution of GDP acts as a limitation in this context. If with every increase in the level of GDP, 
distribution of GDP is getting more unequal, welfare level of the society may not rise. Only fewer 
people tend to benefit from a larger share of the cake. The gulf between haves and have-nots may 
increase. The bulk of the population may have even lesser goods than before even when the overall 
level of GDP has tended to rise. 

50. How 'non-monetary exchanges' are a limitation in taking gross domestic product as an index of 
welfare? Explain. 

Ans. See Q. 47, page 46, 47. 
5 1 .  How 'externalities' are a limitation in taking gross domestic product as an index of welfare? Explain. 

Ans. Externalities are the good and bad impact of an activity without paying the price or penalty for 
that. Example: Positive externalities occur when a beautiful garden maintained by Mr. X raises 
welfare of Mr. Y even when Mr. Y is not paying for it. There is no valuation ofit in the estimation of 
GDP. Negative externalities occur when smoke omitted by factories causes air pollution, or the 
industrial waste is driven into rivers causing water pollution. Environmental pollution causes a loss 
of social welfare. But nobody is penalised for it and there is no valuation of it in the estimation of 
GDP. Impact of externalities (positive or negative) is not accounted in the index of social welfare in 
terms of GDP. To that extent, GDP as an index of welfare is not an appropriate index. It either 
underestimates or overestimates the level of welfare. 

52 .  GDP may not be an appropriate index of welfare of the people. How? 
Or 

Explain any four limitations of using GDP as a measure/index of welfare of a country. 
[CBSE Sample Paper 201 6] 

Ans. When real GDP rises, flow of goods and services tends to rise. Other things remaining constant, 
this implies greater availability of goods per person, leading to higher level of welfare. But 
there are strong exceptions to this generalisation. Following observations/limitations may be 
noted in this context: 
(i) Distribution of GDP: If with every increase in the level of GDP, distribution of GDP is getting 

more unequal, welfare level of the society may not rise. In this situation, the bulk of the 
population may have even lesser goods than before (even when the overall level of GDP has 
tended to rise). 

(ii) Composition of GDP: Composition of GDP may not be welfare oriented even when the level of GDP tends to rise. There is no direct increase in the welfare of the masses if GDP has risen owing largely to the increase in the production of defence goods. 
(iii) Non-monetary Exchanges: In economies like of India, non-monetary transactions are quite evident in rural areas where payments for farm-labour are often made in kind rather than cash. Such transactions remain unrecorded. To that extent, GDP remains underestimated and is, therefore, not a proper index of welfare. 
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(iv) Externalities: Externalities refer to good and bad impact of an activity without paying the price or penalty for that. Example: Negative externalities occur when smoke omitted by factories causes air pollution. Environmental pollution causes a loss of social welfare. Impact of externalities is omitted in the estimation of GDP. To that extent, GDP is not an appropriate index of welfare. 
53. Explain the treatment assigned to the following while estimating national income. Give 

reasons. 

(i) Expenditure on maintenance of a building. 

(ii) Expenditure on adding a floor to the building. 

(iii) Expenditure on fertilisers by a farmer. 

Ans. (i) Expenditure on maintenance of a building is not included in national income. It is an intermediate expenditure incurred on the maintenance of an income generating asset. 
(ii) Expenditure on adding a floor to the building is included in national income. It is an investment expenditure or capital formation, as an additional floor leads to asset formation. 

(iii) Expenditure on fertilisers by a farmer is not included in national income because it is an intermediate cost for the farmer, as fertilisers are used up in the process of production. 
54. Will the following factor incomes be included in domestic factor income of India? Give reasons 

for your answer. 

(i) Compensation of employees to the residents of Japan working in Indian embassy in Japan. 

(ii) Rent received by an Indian resident from Russian embassy in India. 

(iii) Profits earned by a branch of State Bank of India in England. 

Ans. (i) Compensation of employees to the residents of Japan working in Indian embassy in Japan is a part of domestic factor income of India because Indian embassy in Japan is a part of domestic territory of India. 
(ii) Rent received by an Indian resident from Russian embassy in India is not a part of domestic factor income of India because Russian embassy in India is not a part of domestic territory of India. 

(iii) Profits earned by a branch of State Bank of India in England is not a part of domestic factor income of India because the branch of State Bank of India in England is not a part of domestic territory of India. 
55. Will the following be included in the national income of India? Give reasons. 

(i) Profits earned by an Indian bank from its branches abroad. 

(ii) Salaries paid to non-resident Indians working in Indian embassy in America. 

(iii) Payment of interest on a loan taken by an employee from the employer. 

Ans. (i) Profits earned by an Indian bank from its branches abroad is included in national income of India because it is a part of net factor income from abroad. 
(ii) Salaries paid to non-resident Indians working in Indian embassy in America is reflected in the national income of India as a negative component because it is a part of factor income to rest of the world. 

(iii) Payment of interest on a loan taken by an employee from the employer is not included in the estimation of national income as the loan is not taken for production purposes. 
56. How will the following be treated while estimating national income of India? Give reasons. 

(i) Dividend received by an Indian from his investment in shares of a foreign company. 

(ii) Money received by a family in India from relatives working abroad. 

(iii) Interest received on loans given to a friend for purchasing a car. 

Ans. (i) Dividend received by an Indian from his investment in shares of a foreign company is included in national income of India because it is a part of net factor income from abroad. 
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(ii) Money received by a family in India from relatives working abroad is not included in national income of India because it is a transfer payment. 
(iii) Interest received on loans given to a friend for purchasing a car is not included in national income of India because loans are used not for production purpose. 

57. How will the following be treated while estimating national income of India? Give reasons. 
(i) Dividend received by a foreigner from investment in shares of an Indian company. 

(ii) Payment of interest by a government firm. 
(iii) Scholarship given to Indian students studying in India by a foreign company. 

Ans. (i) Dividend received by a foreigner from investment in shares of an Indian company is included in national income of lndia as a negative component. Because it is a part of net factor income to rest of the world. 
(ii) Payment of interest by a government firm should be included while estimating national income of India because it is a kind of factor payment. 

(iii) Scholarship given to Indian students studying in India by a foreign company is not included in national income of India as it is a transfer payment. 
58. Explain the treatment assigned to the following while estimating national income. Give reasons. 

(i) Family members working free on the farm owned by the family. 
(ii) Rent free house from an employer. 

(iii) Expenditure on free services provided by government. 
Ans. (i) Family members working free on the farm owned by the family are engaged in the value addition process. Imputed value of their farm output is included in the estimation of national income. Accordingly, income generated by the farming family would be treated as mixed income of self-employed, which includes compensation of labour. 

(ii) Rent free house from an employer is included in the estimation of national income because it is a kind of wages in kind and therefore, a part of compensation of employees. 
(iii) Expenditure on free services provided by government should be included in the estimation of national income because expenditure on these services is a part of government final consumption expenditure. 

59. How will the following be treated while estimating national income? Give reasons. 
(i) Expenditure on education of children by a family. 

(ii) Payment of electricity bill by a school. 
(iii) Payment of excise duty by a firm. 

Ans. (i) Expenditure on education of children by a family is included in the estimation of national income since it is a part of private final consumption expenditure. 
(ii) Payment of electricity bill by a school is not included in national income since it is a part of intermediate consumption. 

(iii) Payment of excise duty by a firm only increases the market value of final goods and services. It is a tax and therefore a transfer payment. This is not included in the estimation of national income. 
60. How will the following be treated while estimating national income of India? Give reasons. 

(i) Entertainment tax received by the government. 
(ii) Capital gains to Indian residents from sale of shares of a foreign company. 

(iii) Remittances from non-resident Indians to their families in India. 
Ans. (i) Entertainment tax like any other tax is a transfer payment. It is not to be included in the estimation of national income. 

(ii) Capital gains to Indian residents from sale of shares of a foreign company is not included in the national income of India because it is a part of financial transactions corresponding to which there is no flow of goods and services in the economy. 
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(iii) Remittances from non-resident Indians to their families in India are to be treated as transfer payments. Accordingly, these are not to be included in the estimation of national income oflndia. 
61. While estimating national income, how will the following be treated? Give reasons. 

(i) Imputed rent of self-occupied houses. 
(ii) Interest received on debentures. 

(iii) Financial help received by flood victims. 
Ans. (i) Imputed rent of self-occupied houses is included in the estimation of national income. This is because all houses have rental value, no matter whether these are rented out or self-occupied. 

(ii) Interest received on debentures is included in the estimation of national income. This is because income from debentures is a factor income. 
(iii) Financial help received by flood victims is not included in the estimation of national income. This is because financial help is a transfer payment. 

6t. How will the following be treated while estimating national income? Give reasons. 
(i) Capital gain on sale of a house. 

(ii) Prize won in a lottery. 
(iii) Interest on public debt. 

Ans. (i) Capital gain on sale of a house is not included in the estimation of national income because it does not add to the flow of goods and services in the economy. 
(ii) Prize won in a lottery is not included in the estimation of national income because it is a windfall gain and therefore treated as a transfer payment. 

(iii) Interest on public debt is deemed as transfer payment. Hence, not included in the estimation of national income. 
63. How will the following be treated while estimating national income of India? Give reasons. 

(i) Value of bonus shares received by shareholders of a company. 
(ii) Fees received from students. 

(iii) Interest received on loan given to a foreign company in India. 
Ans. (i) Value of bonus shares received by shareholders of a company is not included in the estimation of national income of India because these are just financial transactions (leading to change of ownership of financial assets), not contributing to the flow of goods and services in the economy. 

(ii) From the students' point of view, expenditure on fees is to be treated as a part of private final consumption expenditure. Accordingly, it is to be included in the estimation of national income of India when expenditure method is used to estimate it. However, from the schools' point of view, fee received is just a revenue from the sale of services. 
(iii) Interest received on loan given to a foreign company in India is included in estimating national income of India as a part of net factor income from abroad. 

64. Giving reason, explain how should the following be treated in estimating gross domestic 
product of India. 
(i) Fees to a mechanic paid by a firm. 

(ii) Expenditure on purchasing a car for use by a firm. 
(iii) Salary of Indian residents working in Russian Embassy in India. 

Ans. (i) Fees to a mechanic paid by a firm will not be included in the estimation of gross domestic product of India because this fees is an intermediate expenditure for the firm and not a final expenditure. 
(ii) Expenditure on purchasing a car for use by a firm will be included in the estimation of gross domestic product of lndia because it is an investment expenditure. The car purchased will be used by the firm for many years and the firm will be a final user of the car, provided it is neither a second hand car nor purchased for further sale. 
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(iii) Salary of Indian residents working in Russian Embassy in India is not included in gross domestic product oflndia because Russian Embassy is not a part of domestic territory oflndia. 
65. How should the following be treated while estimating national income? Give reasons. 

(i) Purchase of taxi by a taxi driver. 
(ii) Bonus paid to employees. 

(iii) Expenditure on providing police services by the government. 
Ans. (i) Purchase of taxi by a taxi driver will be included in the estimation of national income because it is an investment expenditure. A taxi will be used by the taxi driver for several years to earn his living. 

(ii) Bonus paid to employees will be included in the estimation of national income since it is a component of compensation of employees. 
(iii) Expenditure on providing police services by the government should be included in the estimation of national income because expenditure incurred by the government is a part of government's final consumption expenditure. 

66. Will the following factor income be included in domestic factor income of lndia? Give reasons for 
your answer: [CBSE Sample Paper 2018] 

(i) Compensation of employees to the resident of Japan working in Indian embassy in Japan. 
(ii) Payment of fees to a chartered accountant by a firm. 

(iii) Rent received by an Indian resident from Russian embassy in India. 
(iv) Compensation given by insurance company to an injured worker. 

Ans. (i) Compensation of employees to the resident of Japan working in Indian embassy in Japan is included in domestic factor income of India because Indian embassy in Japan is a part of domestic territory of India. 
(ii) Payment of fees to a chartered accountant by a firm is not included in the domestic factor income of India as it is an intermediate expenditure of the firm. 

(iii) Rent received by an Indian resident from Russian embassy in India is not included in domestic factor income of India because Russian embassy in India is not a part of domestic territory of India. 
(iv) Compensation given by insurance company to an injured worker is not included in domestic factor income of lndia. Because this compensation is not a part of factor payment (or a part of compensation of employees). 

NUMERICALS 
1 .  From the following data, calculate the 'Gross Domestic Product at Market Price' : 

Items 
(i) Value of output of primary sector 

(ii) Intermediate consumption of secondary sector 
(iii) Intermediate consumption of primary sector 
(iv) Net factor income from abroad 
(v) Net indirect taxes 

(vi) Value of output of tertiary sector 
(vii) Value of output of secondary sector 
(viii) Intermediate consumption of tertiary sector 

( �  in crore) 
2,000 

800 
1,000 
(-) 30 

300 
1 ,400 
1 ,800 

600 
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Sol. Gross Domestic Product at Market Price 
= (i) + (vi) + (vii) - (ii) - (iii) - (viii) 

= � 2,000 crore + � 1 ,400 crore + � 1 ,800 crore -� 800 crore - � 1 ,000 crore -� 600 crore 
= � 2,800 crore 

Gross domestic product at market price = 1( 2,800 crore. 

2. Find out 'Gross Domestic Product at Factor Cost' from the following data: 

Items 

(i) Compensation of employees 
(ii) Operating surplus 

(iii) Mixed income of the self-employed 
(iv) Consumption of fixed capital 
(v) Net indirect taxes 

Sol. Gross Domestic Product at Factor Cost 

( 1(  in crore) 

1 10 
90 

100 
70 
10  

= Compensation of employees + Operating surplus + Mixed income of the self-employed 
+ Consumption of fixed capital 

= � 1 10 crore + � 90 crore + � 100 crore + � 70 crore 
= � 370 crore 

Gross domestic product at factor cost = 1( 370 crore. 

a. Calculate 'Net Domestic Product at Market Price' from the following data: 

Items 

(i) Net indirect taxes 
(ii) Consumption of fixed capital 

(iii) Net factor income from abroad 
(iv) Rent 
(v) Profit 

(vi) Interest 
(vii) Royalty 
(viii) Wages and salaries 

(ix) Employers' contribution to social security schemes 
Sol. Net Domestic Product at Market Price 

( 1( in crore) 

38 
34 

(-) 3 
10  
25 
20 

5 
1 70 
30 

= Wages and salaries + Employers' contribution to social security schemes+ Rent+ Profit + Interest+ Royalty+ Net indirect taxes 
= � 1 70 crore + � 30 crore + � 10  crore + � 25 crore + � 20 crore + � 5 crore + � 38 crore 
= � 298 crore 

Net domestic product at market price = 1( 298 crore. 

4. Given the following data, calculate 'Net Domestic Product at Factor Cost or Domestic Income': 

Items (� in crore) 

(i) Wages 10,000 
(ii) Rent 5,000 

(iii) Interest 
(iv) Dividend 
(v) Mixed Income of the self-employed 

(vi) Undistributed profit 
(vii) Contribution to social security 
(viii) Corporation profit tax 
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400 
3,000 

400 
200 
400 
400 



Sol. Net Domestic Product at Factor Cost 
= Wages+ Rent+ Interest+ Dividend+ Mixed income of the self-employed+ Undistributed profit + Contribution to social security + Corporation profit tax 
= � 10,000 crore + � 5,000 crore + � 400 crore + � 3,000 crore + � 400 crore + � 200 crore + � 400 crore + � 400 crore 
= � 1 9,800 crore 

Net domestic product at factor cost = 1( 19,800 crore. 

5. Calculate 'Gross National Product at Market Price' from the following data: 

Items 

(i) Profit 
(ii) Compensation of employees 

(iii) Interest 
(iv) Consumption of fixed capital 
(v) Opening stock 

(vi) Subsidies 
(vii) Closing stock 

(viii) Mixed income of the self-employed 
(ix) Contribution to social security schemes 
(x) Net factor income from abroad 

(xi) Rent 
(xii) Indirect taxes 

Sol. Gross National Product at Market Price 

(� in crore) 

220 
350 
100 
50 
30 
20 
50 

1 50 
30 
10  
80 
90 

= Compensation of employees + Profit + Interest + Rent + Mixed income of the self-employed + Net factor income from abroad + Consumption of fixed capital + Indirect taxes - Subsidies 
= � 350 crore + � 220 crore + � 100 crore + � 80 crore + � 1 50 crore + � 10 crore + � 50 crore 

+ � 90 crore -� 20 crore 
= � 1 ,030 crore 

Gross national product at market price = 1( 1 ,030 crore. 

[Note: Item (ix) is a lready included in item (it).) 

6. From the following data, calculate 'Gross National Product at Factor Cost': 

Items 

(i) Gross fixed capital formation 
(ii) Change in stocks 

(iii) Net capital formation 
(iv) Mixed income of the self-employed 
(v) Net factor income from abroad 

(vi) Net exports 
(vii) Compensation of employees 

(� in crore) 

100 
20 

1 10 
200 

(-) 10  
(-) 20 

250 
(viii) Operating surplus 400 

(ix) Net indirect taxes 50 
Sol. Gross National Product at Factor Cost 

= Compensation of employees+ Operating surplus+ Mixed income of the self-employed+ Net factor income from abroad+ Consumption of fixed capital ( = Gross fixed capital formation + Change in stocks - Net capital formation) 
= � 250 crore + � 400 crore + � 200 crore + (-) � 10 crore + (� 100 crore + � 20 crore -� 1 10 crore) 
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= � 250 crore + � 400 crore + � 200 crore -� I O  crore + � I O  crore 
= � 850 crore 

Gross national product at factor cost = f 850 crore. 

[Hint: Consumption of fixed capital is calculated as difference between Gross domestic capital formation (Gross fixed capital formation+ Change in stocks) and Net capital formation.] 
7. Calculate 'Net National Product at Market Price', and 'Net National Product at Factor Price' 

from the following data: 

Items 

(i) Indirect taxes 
(ii) Subsidies 

(iii) Depreciation 
(iv) Mixed income of self-employed 
(v) Operating surplus 

(vi) Gross domestic product at market price 
(vii) Net factor income to abroad 

Sol. Net National Product at Market Price 

( t  in crore) 

9,000 
1 ,800 
1 ,700 
1 ,600 
6,000 

20,000 
(-) 200 

= Gross domestic product at market price - Depreciation - Net factor income to abroad 
= � 20,000 crore -� 1 ,700 crore - (-) � 200 crore 
= � 20,000 crore -� I ,  700 crore + � 200 crore 
= � 1 8,500 crore 

Net National Product at Factor Cost 
= Net national product at market price - Indirect taxes + Subsidies 
= � 1 8,500 crore -� 9,000 crore + � 1 ,800 crore 
= � 1 1 ,300 crore 

Net national product at market price = f 18,500 crore. 

Net national product at factor cost = f 1 1 ,300 crore. 

8. Firm A spent � 500 on non-factor inputs and produced goods worth � 900. It sold goods worth 
� 600 and � 300 to Firm B and consumer households respectively. Find out Gross Value Added 
by Firm A. 

Sol. Gross Value Added by Firm A 
= Value of goods produced (Sold to firm B + Sold to consumer households) - Value of non-factor inputs 
= � 900 (� 600 + � 300) -� 500 
= � 400 

Gross value added by firm A = f 400. 

9. Calculate 'Value Added by Firm X and Firm Y' from the following data: 

Items 

(i) Sales by firm X to households 
(ii) Sales by firm Y 

(iii) Purchases by households from firm Y 
(iv) Exports by firm Y 
(v) Change in stock of firm X 

(vi) Change in stock of firm Y 
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� in lakh) 

100 
500 
300 

50 
20 
10  



(vii) Imports by firm X 
(viii) Sales by firm Z to firm Y 

(ix) Purchases by firm Y from firm X 
Sol. 

Firm X 

Firm Y 

Firm Z 

Sales 
( 1) 

1 00 } 200 300 

500 
250 

Change in Stock 
(2) 

20 

1 0  
+ 

Purchases from 
Other Firms (3) 

70 
250 } 450 200 

Value added by firm X = (1)  + (2) - (3) = 300 + 20 - 70 = f 250 lakh. 
Value added by firm Y = ( 1 )  + (2) - (3) = 500 + I O  - 450 = f 60 lakh. 

10 .  Find out 'Value Added by Firm B' from the following data: 
Items 

(i) Purchases by firm B from firm A 
(ii) Sales by firm B to firm C 
(iii) Sales by firm B to households 
(iv) Opening stock of firm B 
(v) Opening stock of firm C 

(vi) Closing stock of firm B 

t-

70 
250 
200 

� in lakh) 
Value Added 

(4) 
250 

60 

� in lakh) 
30 
25 
35 

5 
10  
10  

(vii) Purchases by firm B from firm D 1 5  
(viii) Exports by firm B 20 

Sol. Value Added by Firm B = Sales by firm B + Change in stock of firm B - Purchases from other firms 
Description 

(i) Sales = Sales by Firm B to Firm C 

Total 
+ Sales by Firm B to Households 
+ Export by Firm B 

(ii) Change in Stock of Firm B = Closing Stock - Opening stock = l O - 5 
(iii) Purchases of Firm B from other Firms 

= Purchase by Firm B from Firm A + Purchase by Firm B from Firm D = 30 + 1 5  
Value Added = (80 + 5 )  - 45 

Value added by firm B = f 40 lakh. 

(t in lakh) 

25 35 20 
80 
5 

40 

1 1 .  From the following data about Firm X, calculate 'Gross Value Added at Factor Cost' by it: 
Items (� in crore) 

(i) Sales 500 
(ii) Opening stock 
(iii) Closing stock 

30 
20 
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(iv) Purchase of intermediate products 
(v) Purchase of machinery 
(vi) Subsidy 

Sol. Gross Value Added at Factor Cost by Firm X 

300 
1 50 
40 

= Sales + Change in stock (Closing stock - Opening stock) - Purchase of intermediate products 
+ Subsidy 

= � 500 crore + (� 20 crore -� 30 crore) -� 300 crore + � 40 crore 
= � 500 crore -� 10  crore -� 300 crore + � 40 crore 
= � 230 crore 

Gross value added at factor cost by firm X = 1( 230 crore. 

12. From the following data about Firm A, calculate 'Net Value Added at Market Price' by it: 

Items 

(i) Sales 
(ii) Change in stock 

(iii) Depreciation 
(iv) Net indirect taxes 
(v) Purchase of machinery 
(vi) Purchase of intermediate products 

Sol. Net Value Added at Market Price by Firm A 
= Sales + Change in stock - Depreciation - Purchase of intermediate products 
= � 700 lakh + � 40 lakh -� 80 lakh -� 400 lakh 
= � 260 lakh 

Net value added at market price by firm A =  1( 260 lakh. 
13. Calculate 'Net Value Added at Factor Cost' from the following data: 

Items 
(i) Purchases of raw materials 

(ii) Import duty 
(iii) Excise duty 
(iv) Net addition to stocks 
(v) Value of output 
(vi) Depreciation 

Sol. Net Value Added at Factor Cost 

( 1(  in lakh) 

700 
40 
80 

100 
250 
400 

( 1(  in lakh) 
300 

20 
30 
50 

500 
10  

= Value of output - Purchase of raw materials - Depreciation - Import duty - Excise duty 
= � 500 lakh -� 300 lakh -� 10  lakh -� 20 lakh -� 30 lakh 
= � 1 40 lakh 

Net value added at factor cost = 1( 140 lakh. 

14. Calculate 'Value of Output' from the following data: 
Items 

(i) Net value added at factor cost 
(ii) Intermediate consumption 

(iii) Excise duty 
(iv) Subsidy 
(v) Depreciation 
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( 1(  in lakh) 
1 50 
100 
20 

5 

10  



Sol. Value of Output 
= Net value added at factor cost+ Intermediate consumption+ Excise duty - Subsidy + Depreciation 
= � 1 50 lakh + � 100 lakh + � 20 lakh -� 5 lakh + � 10  lakh 
= � 275 lakh 

Value of output = 1( 275 lakh. 
15. Calculate 'Intermediate Consumption' from the following data: 

Items 
(i) Value of output 

(ii) Net value added at factor cost 
(iii) Sales tax 
(iv) Subsidy 
(v) Depreciation 

Sol. Intermediate Consumption 

( 1( in crore) 
220 
100 

1 5  
5 

20 
= Value of output - Net value added at factor cost - Net indirect taxes - Depreciation 
= � 220 crore -� 100 crore - (� 1 5  crore -� 5 crore) -� 20 crore 
= � 220 crore -� 100 crore -� 10  crore -� 20 crore 
= � 90 crore 

Intermediate consumption = 1( 90 crore. 
16. Calculate 'Sales' from the following data: 

Items 
(i) Net value added at factor cost 

(ii) Intermediate consumption 
(iii) Indirect tax 
(iv) Depreciation 
(v) Change in stock 

Sol. Sales 

( 1(  in lakh) 
300 
240 

30 
40 

(-) 60 
= Net value added at factor cost - Change in stock + Intermediate consumption + Depreciation 

+ Net indirect tax 
= � 300 lakh - (-) � 60 lakh + � 240 lakh + � 40 lakh + � 30 lakh -� 0 lakh) 
= � 300 lakh + � 60 lakh + � 240 lakh + � 40 lakh + � 30 lakh 
= � 670 lakh 

Sales = 1( 670 lakh. 
17. Find 'Net Value Added at Market Price': 

Items 
(i) Output sold (units) 

(ii) Price per unit of output (�) 
(iii) Excise (�) 
(iv) Import duty (�) 
(v) Net change in stocks (�) 

(vi) Depreciation (�) 
(vii) Intermediate cost (�) 

1 ,000 
30 

1 ,600 
400 

(-) 500 
2,000 
8,000 
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Sol. Net Value Added at Market Price 
= Sales (Output sold x Price per unit of output) + Net change in stocks - Intermediate cost 

- Depreciation 
= ( 1 ,000 X t 30) + (-) t 500 - t 8,000 - t 2,000 
= t 30,000 - t 500 - t 8,000 - t 2,000 
= t 1 9,500 

Net value added at market price = f 19 ,500. 

18. Calculate 'National Income' from the following data: 

Items 

(i) Mixed income of the self-employed 
(ii) Old-age pension 

(iii) Dividends 
(iv) Operating surplus 
(v) Wages and salaries 

(vi) Profit 
(vii) Employers' contribution to social security schemes 

(viii) Net factor income from abroad 
(ix) Consumption of fixed capital 
(x) Net indirect taxes 

Sol. National Income 

( f  in crore) 

200 
20 

100 
900 
500 
400 

50 
(-) 10  

50 
50 

= Wages and salaries + Employers' contribution to social security schemes + Operating surplus 
+ Mixed income of the self-employed + Net factor income from abroad 

= t 500 crore + t 50 crore + t 900 crore + t 200 crore + (- ) t 10  crore 
= t 500 crore + t 50 crore + t 900 crore + t 200 crore - t I O  crore 
= t 1 ,640 crore 

National income = f 1 ,640 crore. 

19. Calculate 'National Income' from the following data: 

Items 

(i) Current transfers by government 
(ii) Private final consumption expenditure 

(iii) Net current transfers from rest of the world 
(iv) Government final consumption expenditure 
(v) Net factor income from abroad 

(vi) Net domestic capital formation 
(vii) Consumption of fixed capital 

(viii) Net exports 
(ix) Net indirect taxes 

Sol. National Income 

(t in crore) 

1 5  
400 

20 
100 

(-) 10  
80 
50 
40 
60 

= Private final consumption expenditure + Government final consumption expenditure + Net domestic capital formation+ Net exports - Net indirect taxes+ Net factor income from abroad 
= t 400 crore + t 100 crore + t 80 crore + t 40 crore - t 60 crore + (-) t 10  crore 
= t 400 crore + t 100 crore + t 80 crore + t 40 crore - t 60 crore - t 10  crore 
= t 550 crore 

National income = f 550 crore. 
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20. Calculate 'Gross National Product at Market Price' from the following data: 

Items 

(i) Current transfers from government 
(ii) Compensation of employees 

(iii) Net current transfers from rest of the world 
(iv) Rent 
(v) Consumption of fixed capital 

(vi) Interest 
(vii) Net indirect taxes 

(viii) Profit 
(ix) Mixed income of the self-employed 
(x) Net factor income from abroad 

Sol. Gross National Product at Market Price 

(� in crore) 

25 
600 

20 
100 
50 

1 20 
1 10 
80 

200 
(-) 10  

= Compensation of employees+ Rent+ Interest+ Profit+ Mixed income of the self-employed + Consumption of fixed capital+ Net indirect taxes+ Net factor income from abroad 
= � 600 crore + � 100 crore + � 1 20 crore + � 80 crore + � 200 crore + � 50 crore + � 1 10 crore + (-) � 10  crore 
= � 600 crore + � I 00 crore + � 1 20 crore + � 80 crore + � 200 crore + � 50 crore + � 1 10 crore -� 10  crore 
= � 1 ,250 crore 

Gross national product at market price = f 1 ,250 crore. 

21. Calculate 'National Income' from the following data: 

Items 

(i) Net current transfers to abroad 
(ii) Net exports 

(iii) Private final consumption expenditure 
(iv) Net factor income to abroad 
(v) Government final consumption expenditure 

(vi) Indirect tax 
(vii) Net domestic capital formation 

(viii) Change in stocks 
(ix) Subsidy 

Sol. National Income 

(� in crore) 

1 5  
(-) 20 

400 
10  

100 
30 
50 

7 
5 

= Private final consumption expenditure + Government final consumption expenditure + Net domestic capital formation + Net exports - Net factor income to abroad - Net indirect taxes (Indirect tax - Subsidy) 
= � 400 crore + � 100 crore + � 50 crore + (-) � 20 crore -� 10 crore - � 30 crore -� 5 crore) 
= � 400 crore + � 100 crore + � 50 crore -� 20 crore -� 10 crore -� 25 crore 
= � 495 crore 

National income = f 495 crore. 

22. Calculate 'National Income' from the following data: 

Items 

(i) Private final consumption expenditure 
(ii) Net domestic capital formation 

(� in crore) 

600 
70 
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(iii) Net exports 
(iv) Current transfers from government 
(v) Government final consumption expenditure 
(vi) Net indirect taxes 

(vii) Net factor income from abroad 
Sol. National Income 

(-) 20 
5 

100 
30 
10  

= Private final consumption expenditure + Government final consumption expenditure + Net domestic capital formation + Net exports - Net indirect taxes + Net factor income from abroad 
= � 600 crore + � 100 crore + � 70 crore + (-) � 20 crore -� 30 crore + � 10  crore 
= � 600 crore + � 100 crore + � 70 crore -� 20 crore -� 30 crore + � 10  crore 
= � 730 crore 

National income = f 730 crore. 

23. Calculate 'National Income' from the following: 

Items 

(i) Net domestic fixed capital formation 
(ii) Private final consumption expenditure 

(iii) Consumption of fixed capital 
(iv) Net factor income to abroad 
(v) Government final consumption expenditure 

(vi) Net indirect taxes 
(vii) Net imports 

(viii) Change in stocks 
Sol. Gross Domestic Product at Market Price 

( f  in crore) 

1 20 
400 
1 20 

(-) 10  
300 
100 
30 

(-) 20 
= Private final consumption expenditure + Government final consumption expenditure + Net domestic fixed capital formation + Consumption of fixed capital + Change in stocks - Net imports 
= � 400 crore + � 300 crore + � 1 20 crore + � 1 20 crore + (-) � 20 crore -� 30 crore 
= � 400 crore + � 300 crore + � 1 20 crore + � 1 20 crore -� 20 crore -� 30 crore 
= � 890 crore 

National Income 
= Gross domestic product at market price - Consumption of fixed capital - Net indirect taxes - Net factor income to abroad 
= � 890 crore -� 1 20 crore -� 100 crore - (-) � 10  crore 
= � 890 crore -� 1 20 crore -� 100 crore + � 10  crore 
= � 680 crore 

National income = � 680 crore. 

24. Calculate 'Net Domestic Product at Factor Cost' from the following: 

Items 

(i) Wages and salaries 
(ii) Net current transfers to abroad 

(iii) Rent 
(iv) Interest paid by the production units 
(v) Corporation tax 

(vi) Contribution to social security schemes by employers 
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( f  in crore) 

1 ,200 
(-) 20 

100 
1 30 
50 

250 



(vii) Dividends 
(viii) Undistributed profits 

100 
20 

Sol. Net Domestic Product at Factor Cost 
= Wages and salaries+ Contribution to social security schemes by employers+ Rent+ Interest + Corporation tax+ Dividends+ Undistributed profits 
= � 1 ,200 crore + � 250 crore + � 100 crore + � 1 30 crore + � 50 crore + � 100 crore + � 20 crore 
= � 1 ,850 crore 

Net domestic product at factor cost = �  1 ,850 crore. 

25. Calculate 'Gross National Product at Market Price' from the following: 
Items 

(i) Net factor income to abroad 
(ii) Net indirect taxes 

(iii) Operating surplus 
(iv) Corporation tax 
(v) Undistributed profits 

(vi) Mixed income 
(vii) Consumption of fixed capital 

(viii) Personal taxes 
(ix) Compensation of employees 

(� in crore) 

10  
250 
600 
1 70 

10  
500 
100 
1 50 

1 , 1 00 
Sol. Gross National Product at Market Price 

26. 

Sol. 

= Compensation of employees + Operating surplus + Mixed income + Consumption of fixed capital+ Net indirect taxes - Net factor income to abroad 
= � 1 ,  I 00 crore + � 600 crore + � 500 crore + � I 00 crore + � 250 crore -� I O  crore 
= � 2,540 crore 

Gross national product at market price = �  2 ,540 crore. 

Find out 'Net National Product at Market Price': 

Items ( f  in crore) 

(i) Net current transfers from abroad (-) 10  
(ii) Wages and salaries 650 

(iii) Net factor income to abroad (-) 20 
(iv) Social security contributions by employers 50 
(v) Net indirect taxes 80 

(vi) Rent 200 
(vii) Consumption of fixed capital 1 20 

(viii) Corporate tax 50 
(ix) Dividend 1 50 
(x) Undistributed profits 60 

(xi) Interest 250 
Net National Product at Market Price 
= Wages and salaries+ Social security contributions by employers+ Rent+ Interest+ Corporate 

tax+ Dividend+ Undistributed profits + Net indirect taxes - Net factor income to abroad 
= � 650 crore + � 50 crore + � 200 crore + � 250 crore + � 50 crore + � 1 50 crore + � 60 crore 

+ � 80 crore - (-) � 20 crore 
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= � 650 crore + � 50 crore + � 200 crore + � 250 crore + � 50 crore + � 1 50 crore + � 60 crore 
+ � 80 crore + � 20 crore 

= � 1 ,5 10  crore 
Net national product at market price = f 1 ,5 1 0  crore. 

27. Find out 'Gross Domestic Product at Market Price': 

Items 

(i) Private final consumption expenditure 
(ii) Depreciation 

(iii) Net factor income to abroad 
(iv) Closing stock 
(v) Government final consumption expenditure 

(vi) Net indirect taxes 
(vii) Opening stock 

(viii) Net domestic fixed capital formation 
(ix) Net exports 

( f  in crore) 

900 
100 

(-) 10  
20 

400 
50 
20 

1 80 
1 5  

Sol. Gross Domestic Product at Market Price 

28. 

Sol. 

= Private final consumption expenditure+ Government final consumption expenditure+ Net 
domestic fixed capital formation + Change in stocks (Closing stock - Opening stock) + Depreciation 

+ Net exports 
= � 900 crore + � 400 crore + � 1 80 crore + (� 20 crore -� 20 crore) + � 100 crore + � 1 5  crore 
= � 900 crore + � 400 crore + � 1 80 crore + � 0 crore + � 100 crore + � 1 5  crore 
= � 1 ,595 crore 

Gross domestic product at market price = f 1 ,595 crore. 

Find out 'Gross National Product at Market Price': 

Items 

(i) Net indirect taxes 
(ii) Private final consumption expenditure 

(iii) Consumption of fixed capital 
(iv) Closing stock 
(v) Government final consumption expenditure 

(vi) Net domestic fixed capital formation 
(vii) Net factor income to abroad 

(viii) Net imports 
(ix) Opening stock 
Gross National Product at Market Price 

( f  in crore) 

35 
600 

50 
10  

250 
200 

(-) 1 5  
20 
10  

= Private final consumption expenditure+ Government final consumption expenditure+ Net 
domestic fixed capital formation + Change in stocks (Closing stock - Opening stock) + Consumption of fixed capital - Net imports - Net factor income to abroad 

= � 600 crore + � 250 crore + � 200 crore + ( � 10  crore -� 10  crore) + � 50 crore - � 20 crore 
- (-) � 1 5  crore 

= � 600 crore + � 250 crore + � 200 crore + � 0 crore + � 50 crore -� 20 crore + � 15 crore 
= � 1 ,095 crore 

Gross national product at market price = f 1 ,095 crore. 
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29. Calculate 'Gross Domestic Product at Market Price' by (a) Production Method, and (b) Income 
Method: 

Sol. 

Items ( f  in crore) 

(i) Intermediate Consumption of: 

(a) Primary sector 500 
(b) Secondary sector 400 
(c) Tertiary sector 300 

(ii) Value of Output of: 

(a) Primary sector 1,000 
(b) Secondary sector 900 
(c) Tertiary sector 700 

(iii) Rent 10  
(iv) Emoluments of employees 400 
(v) Mixed income 650 

(vi) Operating surplus 300 
(vii) Net factor income from abroad (-) 20 
(viii) Interest 5 

(ix) Consumption of fixed capital 40 
(x) Net indirect tax 10  
(a) Production Method: 

Gross Domestic Product at Market Price 
= (Value of output of primary sector - Intermediate consumption of primary sector) + (Value 

of output of secondary sector - Intermediate consumption of secondary sector) + (Value of output of tertiary sector - Intermediate consumption of tertiary sector) 
= � 1 ,000 crore -� 500 crore) + � 900 crore -� 400 crore) + � 700 crore -� 300 crore) 
= � 500 crore + � 500 crore + � 400 crore 
= � 1 ,400 crore 

(b) Income Method: 

Gross Domestic Product at Market Price 
= Emoluments of employees + Operating surplus + Mixed income + Consumption of fixed 

capital + Net indirect tax 
= � 400 crore + � 300 crore + � 650 crore + � 40 crore + � 10 crore 
= � 1 ,400 crore 

Gross domestic product at market price (by production and income methods) = �  1 ,400 crore. 

SO. From the following data, calculate 'Net National Product at Market Price' by (a) Expenditure 
Method, and (b) Income Method: 

Items 

(i) Personal consumption expenditure 
(ii) Wages and salaries 

(iii) Employers' contribution to social security schemes 
(iv) Gross business fixed investment 
(v) Gross residential construction investment 

( f  in lakh) 

700 
700 
100 
60 
60 
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(vi) Gross public investment 
(vii) Inventory investment 

(viii) Profit 
(ix) Government purchases of goods and services 
(x) Rent 

(xi) Exports 
(xii) Imports 

(xiii) Interest 
(xiv) Mixed income of the self-employed 
(xv) Net factor income from abroad 

(xvi) Depreciation 
(xvii) Indirect taxes 

(xviii) Subsidies 
Sol. (a) Expenditure Method: 

Net National Product at Market Price 

40 
20 

100 
200 

50 
40 
20 
40 

100 
(-) 10  

0 

20 
10  

= Personal consumption expenditure + Gross business fixed investment + Gross public investment + Gross residential construction investment + Inventory investment + Government purchases of goods and services + Exports - Imports + Net factor income from abroad 
= t 700 lakh + t 60 lakh + t 40 lakh + t 60 lakh + t 20 lakh + t 200 lakh + t 40 lakh 

- t 20 lakh + (-) t 10  lakh 
= t 700 lakh + t 60 lakh + t 40 lakh + t 60 lakh + t 20 lakh + t 200 lakh + t 40 lakh 

- t 20 lakh - t 10  lakh 
= t 1 ,090 lakh 

(b) Income Method: 

Net National Product at Market Price 
= Wages and salaries+ Employers' contribution to social security schemes+ Profit+ Rent 

+ Interest+ Mixed income of the self-employed+ Net factor income from abroad 
+ Indirect taxes - Subsidies 

= t 700 lakh + t 100 lakh + t 100 lakh + t 50 lakh + t 40 lakh + t 100 lakh + (-) t 10  lakh 
+ t 20 lakh - t 10  lakh 

= t 700 lakh + t 100 lakh + t 100 lakh + t 50 lakh + t 40 lakh + t 100 lakh - t 10  lakh 
+ t 20 lakh - t 10  lakh 

= t 1 ,090 lakh 
Net national product at market price (by expenditure and income methods) = f 1 ,090 lakh. 

31 .  From the following data, calculate (a) Gross Domestic Product at Factor Cost, and (b) Factor 
Income to Abroad: 

Items 

(i) Compensation of employees 
(ii) Profits 

(iii) Dividends 
(iv) Gross national product at market price 
(v) Rent 

(vi) Interest 
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( f  in crore) 

1 ,000 
200 

80 
1 ,800 

250 
200 



(vii) Gross domestic capital formation 
(viii) Net fixed capital formation 

(ix) Change in stock 
(x) Factor income from abroad 

(xi) Net indirect taxes 
Sol. (a) Gross Domestic Product at Factor Cost 

300 
200 

50 
80 

1 20 

= Compensation of employees + Profits + Rent + Interest + Consumption of fixed capital [Gross domestic capital formation - (Net fixed capital formation+ Change in stock)] 
= t 1 ,000 crore + t 200 crore + t 250 crore + t 200 crore + [t 300 crore - � 200 crore + t 50 crore)] 
= t 1 ,000 crore + t 200 crore + t 250 crore + t 200 crore + t 50 crore 
= t 1 ,700 crore 

(b) Gross National Product at Factor Cost 
= Gross national product at market price - Net indirect taxes 
= t 1 ,800 crore - t 1 20 crore 
= t 1 ,680 crore 
Net Factor Income from Abroad 
= Gross national product at factor cost - Gross domestic product at factor cost 
= t 1 ,680 crore - t 1 ,700 crore 
= (-) t 20 crore 
Net Factor Income from Abroad 
= Factor income from abroad - Factor income to abroad 
Or, Factor Income to Abroad 
= Factor income from abroad - Net factor income from abroad 
= t 80 crore - (-) t 20 crore 
= t 80 crore + t 20 crore 
= t 100 crore 

(a) Gross domestic product at factor cost = f 1 ,700 crore. 

(b) Factor income to abroad = f I 00 crore. 

52. Calculate (a) Gross Domestic Product at Market Price, and (b) Factor Income from Abroad from 
the following data: 

Items 

(i) Profits 
(ii) Exports 

(iii) Compensation of employees 
(iv) Gross national product at factor cost 
(v) Net current transfers from rest of the world 

(vi) Rent 
(vii) Interest 

(viii) Factor income to abroad 
(ix) Net indirect taxes 
(x) Net domestic capital formation 

(t in crore) 

550 
40 

1 ,600 
3,000 

90 
300 
400 
1 20 
300 
650 
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(xi) Gross fixed capital formation 
(xii) Change in stock 

Sol. (a) Gross Domestic Product at Market Price 
700 
50 

= Compensation of employees+ Profits+ Rent+ Interest+ Net indirect taxes+ Consumption of fixed capital (Gross fixed capital formation + Change in stock - Net domestic capital formation) 
= t 1 ,600 crore + t 550 crore + t 300 crore + t 400 crore + t 300 crore + (t 700 crore + t 50 crore - t 650 crore) 
= t 1 ,600 crore + t 550 crore + t 300 crore + t 400 crore + t 300 crore + t 100 crore 
= t 3,250 crore 

(b) Gross National Product at Market Price 
= Gross national product at factor cost + Net indirect taxes 
= t 3,000 crore + t 300 crore 
= t 3,300 crore 
Net Factor Income from Abroad 
= Gross national product at market price - Gross domestic product at market price 
= t 3,300 crore - t 3,250 crore 
= t 50 crore 
Net Factor Income from Abroad 
= Factor income from abroad - Factor income to abroad 
Or, Factor Income from Abroad 
= Net factor income from abroad+ Factor income to abroad 
= t 50 crore + t 1 20 crore 
= t 1 70 crore 

(a) Gross domestic product at market price = f 3,250 crore. 

(b) Factor income from abroad = f 1 70 crore. 

13. From the following data relating to a firm, calculate its Net Value Added at Factor Cost: 

Items (t in crore) 

(i) Subsidy 40 
(ii) Sales 800 

(iii) Depreciation 
(iv) Exports 
(v) Closing stock 
(vi) Opening stock 

(vii) Intermediate purchases 
(viii) Purchase of machinery used in factory 

(ix) Import of raw material 
Sol. Net Value Added at Factor Cost 

30 
100 
20 
50 

500 
200 

60 
= Sales + Change in stock - Intermediate purchases - Depreciation - Net indirect taxes (Indirect 

taxes - Subsidy) 
= t 800 crore + (t 20 crore - t 50 crore) - t 500 crore - t 30 crore - � 0 crore - t 40 crore) 
= t 800 crore - t 30 crore - t 500 crore - t 30 crore + t 40 crore 
= t 280 crore 

Net value added at factor cost = t 280 crore. 
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34. 

Sol. 

Calculate Net Value Added at Factor Cost: 

Items (� in crore) 

(i) Opening stock 20 
(ii) Sales tax 1 5  

(iii) Subsidy 5 
(iv) Consumption of fixed capital 50 
(v) Closing stock 40 

(vi) Sales 500 
(vii) Intermediate consumption 320 

(viii) Operating surplus 60 
Net Value Added at Factor Cost 
= Sales + Closing stock - Opening stock - Intermediate consumption - Consumption of fixed 

capital - Sales tax + Subsidy 
= � 500 crore + � 40 crore -� 20 crore -� 320 crore -� 50 crore -� 1 5  crore + � 5 crore 
= � 1 40 crore 

Net value added at factor cost = � 140 crore. 

35. Calculate Value Added by Firm A and Firm B from the following data: 

Sol. 

Items 

(i) Sales by firm B to general government 
(ii) Total sales by firm A 

(iii) Purchases by households from firm B 
(iv) Exports by firm B 
(v) Change in stock of firm A 

(vi) Imports by firm A 
(vii) Change in stock of firm B 

(viii) Sales by firm C to firm B 
(ix) Sales by firm A to firm B 
Value Added by Firm A 
= Total sales by firm A + Change in stock of firm A - Imports by firm A 
= � 500 crore + � 30 crore -� 80 crore 
= � 450 crore 

Value Added by Firm B 

(� in crore) 

50 
500 
400 

50 
30 
80 
20 

200 
1 50 

= Sales by firm B to general government. + Sales to households + Exports + Change in stock of 
firm B - Purchases from firm C - Purchases from firm A 

= � 50 crore + � 400 crore + � 50 crore + � 20 crore -� 200 crore -� 1 50 crore 
= � 520 crore -� 350 crore 
= � 1 70 crore 

Value added by firm A =  f 450 crore. 

Value added by firm B = � 1 70 crore. 
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36. From the following data, calculate Gross Value Added at Factor Cost: 
Items 

(i) Sales 
(ii) Rent 

(iii) Subsidies 
(iv) Change in stock 
(v) Purchase of raw materials 
(vi) Profits 

Sol. Gross Value added at Factor Cost 
= Sales + Change in stock - Purchase of raw materials + Subsidies 
= t 1 80 crore + t 1 5  crore - t 100 crore + t 10  crore 
= t 105 crore 
Gross value added at factor cost = t I 05 crore. 

37. From the following data, calculate Gross Value Added at Factor Cost: 
Items 

(i) Net indirect tax 
(ii) Purchase of intermediate products 

(iii) Purchase of machines 
(iv) Sales 
(v) Consumption of fixed capital 
(vi) Change in stock 

Sol. Gross Value added at Factor Cost 
= Sales + Change in stock - Purchase of intermediate products - Net indirect tax 
= t 250 crore + t 30 crore - t 1 20 crore - t 20 crore 
= t 1 40 crore 
Gross value added at factor cost = t 140 crore. 

38. Calculate Gross Domestic Product at Factor Cost from the following data: 
Items 

(i) Private final consumption expenditure 
(ii) Net domestic capital formation 

(iii) Change in stock 
(iv) Net factor income from abroad 
(v) Net indirect tax 
(vi) Government final consumption expenditure 

(vii) Net exports 
(viii) Gross fixed capital formation 

(ix) Export of machinery 
Sol. Gross Domestic Product at Factor Cost 

(t in crore) 
1 80 

5 

10  
15  

100 
25 

(t in crore) 
20 
1 20 
300 
250 

20 
30 

(t in crore) 
800 
1 50 
30 

(-) 20 
1 20 
450 

(-) 30 
1 70 
40 

= Private final consumption expenditure + Government final consumption expenditure 
+ Gross fixed capital formation + Change in stock + Net exports - Net indirect taxes 

= t 800 crore + t 450 crore + t 1 70 crore + t 30 crore + (-) t 30 crore - t  1 20 crore 
= t 800 crore + t 450 crore + t 1 70 crore + t 30 crore - t 30 crore - t 1 20 crore 
= t 1 ,300 crore 

Gross domestic product at factor cost = t 1 ,300 crore. 
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S9. Calculate Net National Product at Market Price from the following data: 

Items 

(i) Net factor income from abroad 
(ii) Private final consumption expenditure 

(iii) Personal tax 
(iv) Government final consumption expenditure 
(v) Corporation tax 
(vi) Gross domestic capital formation 

(vii) Net exports 
(viii) Consumption of fixed capital 

Sol. Net National Product at Market Price 

(� in crore) 

(-) 5 
100 
20 
20 
1 5  
30 

(-) 10  
25  

= Private final consumption expenditure + Government final consumption expenditure + Gross domestic capital formation + Net exports - Consumption of fixed capital + Net factor income from abroad 
= � 100 crore + � 20 crore + � 30 crore + (-) � 10  crore -� 25 crore + (-) � 5 crore 
= � 100 crore + � 20 crore + � 30 crore -� 10  crore -� 25 crore -� 5 crore 
= � 1 10 crore 

NNPMP = � 1 10 crore. 

40. Calculate National Income from the following data: 

Items 

(i) Compensation of employees 
(ii) Rent 
(iii) Interest 
(iv) Consumption of fixed capital 
(v) Net indirect taxes 

(vi) Profit 
(vii) Mixed income of self-employed 

(viii) Net factor income from abroad 
Sol. National Income 

(� in crore) 

800 
500 
300 

80 
1 50 
500 
800 

(-) 50 
= Compensation of employees + Rent + Interest + Profit + Mixed income of self-employed 

+ Net factor income from abroad 
= � 800 crore + � 500 crore + � 300 crore + � 500 crore + � 800 crore + (-) � 50 crore 
= � 800 crore + � 500 crore + � 300 crore + � 500 crore + � 800 crore -� 50 crore 
= � 2,850 crore 

National income = �  2,850 crore. 

41. From the following data calculate National Income by (a) Income Method, and (b) Expenditure 
Method: 

Items 

(i) Government final consumption expenditure 
(ii) Subsidies 

(iii) Rent 
(iv) Wages and salaries 
(v) Indirect tax 

(vi) Private final consumption expenditure 
(vii) Gross domestic capital formation 

(� in crore) 

300 
10  

400 
400 

60 

600 

1 20 
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(viii) Social security contributions by employers 
(ix) Royalty 
(x) Net factor income paid to abroad 

(xi) Interest 
(xii) Net domestic capital formation 

(xiii) Profit 
(xiv) Net exports 

Sol. (a) Income Method: 

National Income 

55 
25 
30 
20 

1 10 
1 30 
70 

= Wages and salaries + Social security contributions by employers + Rent + Royalty + Interest + Profit - Net factor income paid to abroad 
= � 400 crore + � 55 crore + � 400 crore + � 25 crore + � 20 crore + � 1 30 crore -� 30 crore 
= � 1 ,000 crore 

(b) Expenditure Method: 

National Income 
= Private final consumption expenditure + Government final consumption expenditure + Net domestic capital formation+ Net exports - Net indirect tax - Net factor income paid to abroad 
= � 600 crore + � 300 crore + � l l O crore + � 70 crore- � 60 crore -� l O crore) -� 30 crore 
= � 600 crore + � 300 crore + � 1 10 crore + � 70 crore -� 50 crore -� 30 crore 
= � 1 ,000 crore 

National income (by income and expenditure methods) = �  1 ,000 crore. 

42. From the following data calculate National Income by (a) Income Method, and (b) Expenditure 
Method: 

Items 

(i) Private final consumption expenditure 
(ii) Mixed income of self-employed 
(iii) Gross domestic fixed capital formation 
(iv) Opening stock 
(v) Compensation of employees 

(vi) Closing stock 
(vii) Government final consumption expenditure 

(viii) Operating surplus 
(ix) Consumption of fixed capital 
(x) Net indirect taxes 

(xi) Net factor income from abroad 
(xii) Exports 

(xiii) Imports 
Sol. (a) Income Method: National Income 

(� in crore) 

300 
85 
70 
1 5  

200 
25 

1 50 
200 

10  
25  

(-) 5 
10  
20 

= Compensation of employees + Operating surplus + Mixed income of self-employed + Net factor income from abroad 
= � 200 crore + � 200 crore + � 85 crore + (-) � 5 crore 
= � 200 crore + � 200 crore + � 85 crore -� 5 crore 
= � 480 crore 
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(b) Expenditure Method: National Income 
= Private final consumption expenditure + Government final consumption expenditure 

+ Gross domestic fixed capital formation + Change in stock (Closing stock - Opening stock) 
+ Net exports - Consumption of fixed capital - Net indirect taxes + Net factor income from abroad 

= � 300 crore + � 1 50 crore + � 70 crore + � 25 crore -� 1 5  crore) + � 10 crore -� 20 crore) 
-� 10  crore -� 25 crore + (-) � 5 crore 

= � 300 crore + � 150 crore + � 70 crore +� lO crore-� lO crore -� lO crore-� 25crore-� 5 crore 
= � 480 crore 

National income (by income and expenditure methods) = �  480 crore. 

43. Estimate National Income by (a) Expenditure Method, and (b) Income Method from the 
following data: 

Items 

(i) Private final consumption expenditure 
(ii) Government final consumption expenditure 

(iii) Net domestic capital formation 
(iv) Net exports 
(v) Wages and salaries 

(vi) Employers' contribution to provident fund 
(vii) Profit 

(viii) Interest 
(ix) Indirect taxes 
(x) Subsidies 

(xi) Rent 
(xii) Net factor income from abroad 

(xiii) Consumption of fixed capital 
(xiv) Royalty 

Sol. (a) Expenditure Method: 

National Income 

(� in crore) 

2 10 
50 
40 

(-) 5 
1 70 

10  
45 
20 
30 

5 
10  
3 

25 
1 5  

= Private final consumption expenditure + Government final consumption expenditure 
+ Net domestic capital formation+ Net exports - Indirect taxes + Subsidies + Net factor income from abroad 

= � 2 10 crore + � 50 crore + � 40 crore + (-) � 5 crore -� 30 crore + � 5 crore + � 3 crore 
= � 2 10 crore + � 50 crore + � 40 crore -� 5 crore -� 30 crore + � 5 crore + � 3 crore 
= � 273 crore 

(b) Income Method: 

National Income 
= Wages and salaries + Employers' contribution to provident fund + Rent + Royalty + Interest + Profit + Net factor income from abroad 
= � 1 70 crore + � 10  crore + � 10  crore + � 1 5  crore + � 20 crore + � 45 crore + � 3 crore 
= � 273 crore 

National income (by expenditure and income methods) = �  273 crore. 
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44. From the following data, calculate Gross National Product at Market Price by (a) Income 
Method, and (b) Expenditure Method: 

Items 

(i) Mixed income of self-employed 
(ii) Compensation of employees 

(iii) Private final consumption expenditure 
(iv) Net factor income from abroad 
(v) Net indirect taxes 

(vi) Consumption of fixed capital 
(vii) Net domestic capital formation 

(viii) Net exports 
(ix) Profit 
(x) Rent 
(xi) Interest 

(xii) Government final consumption expenditure 
Sol. (a) Gross National Product at Market Price (by Income Method) 

(� in crore) 

400 
500 
900 

(-) 20 
100 
1 20 
280 

(-) 30 
350 
100 
1 50 
450 

= Compensation of employees + Rent+ Interest + Profit + Mixed income of self-employed + Consumption of fixed capital+ Net indirect taxes+ Net factor income from abroad 
= � 500 crore + � 100 crore + � 150 crore + � 350 crore + � 400 crore + � 1 20 crore + � 100 crore + (-) � 20 crore 
= � 500 crore + � 100 crore + � 150 crore + � 350 crore + � 400 crore + � 1 20 crore + � 100 crore -� 20 crore 
= � 1 ,700 crore 

(b) Gross National Product at Market Price (by Expenditure Method) 
= Private final consumption expenditure + Government final consumption expenditure + Net domestic capital formation + Net exports + Consumption of fixed capital + Net factor income from abroad 
= � 900 crore + � 450 crore + � 280 crore + (-) � 30 crore + � 1 20 crore + (-) � 20 crore 
= � 900 crore + � 450 crore + � 280 crore -� 30 crore + � 1 20 crore -� 20 crore 
= � 1 ,700 crore 

GNPMP (by income and expenditure methods) = �  1 ,700 crore. 

45. From the following data calculate National Income by (a) Income Method, and (b) Expenditure 
Method: 

Items 

(i) Private final consumption expenditure 
(ii) Government final consumption expenditure 

(iii) Compensation of employees 
(iv) Net exports 
(v) Net indirect taxes 

(vi) Net domestic capital formation 
(vii) Consumption of fixed capital 

(viii) Net factor income from abroad 
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(� in crore) 

1 ,000 
2,000 
1 ,200 
(-) 20 

370 
800 
100 

(-) 10  



(ix) Interest 
(x) Rent 

(xi) Mixed income of self-employed 
(xii) Profit 

Sol. (a) National Income (by Income Method) 

3 10  
200 
800 
900 

= Compensation of employees+ Rent+ Interest+ Profit+ Mixed income of self-employed 
+ Net factor income from abroad 

= � 1 ,200 crore + � 200 crore + � 3 10  crore + � 900 crore + � 800 crore + (-) � 10  crore 
= � 1 ,200 crore + � 200 crore + � 3 10  crore + � 900 crore + � 800 crore -� 10  crore 
= � 3,400 crore 

(b) National Income (by Expenditure Method) 
= Private final consumption expenditure + Government final consumption expenditure 

+ Net domestic capital formation + Net exports - Net indirect taxes + Net factor income 
from abroad 

= � 1 ,000 crore + � 2,000 crore + � 800 crore + (-) � 20 crore -� 370 crore + (-) � 10  crore 
= � 1 ,000 crore + � 2,000 crore + � 800 crore -� 20 crore -� 370 crore -� 10  crore 
= � 3,400 crore 

National income (by income and expenditure methods) = �  3,400 crore. 

46. From the following data calculate Gross National Product at Market Price by (a) Income 
Method, and (b) Expenditure Method: 

Items 

(i) Net domestic capital formation 
(ii) Compensation of employees 

(iii) Net indirect taxes 
(iv) Profit 
(v) Rent 

(vi) Private final consumption expenditure 
(vii) Consumption of fixed capital 

(viii) Government final consumption expenditure 
(ix) Interest 
(x) Mixed income of self-employed 

(xi) Net factor income from abroad 
(xii) Net exports 

(� in crore) 

375 
600 
1 50 
450 
200 

1 , 1 00 
1 1 5 
700 
250 
500 

(-) 1 5  
(-) 25 

Sol. (a) Gross National Product at Market Price (by Income Method) 
= Compensation of employees + Rent + Interest + Profit + Mixed income of self-employed + Consumption of fixed capital + Net indirect taxes + Net factor income from abroad 
= � 600 crore + � 200 crore + � 250 crore + � 450 crore + � 500 crore + � 1 1 5 crore + � 1 50 crore 

+ (-) � 1 5  crore 
= � 600 crore + � 200 crore + � 250 crore + � 450 crore + � 500 crore + � 1 1 5 crore + � 1 50 crore -� 1 5  crore 
= � 2,250 crore 
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(b) Gross National Product at Market Price (by Expenditure Method) 
= Private final consumption expenditure + Government final consumption expenditure + Net domestic capital formation + Net exports + Consumption of fixed capital + Net factor income from abroad 
= � 1 , 1 00 crore + � 700 crore + � 375 crore + (-) � 25 crore + � 1 1 5 crore + (-) � 1 5  crore 
= � 1 , 1 00 crore + � 700 crore + � 375 crore -� 25 crore + � 1 1 5 crore -� 1 5  crore 
= � 2,250 crore 

GNPMP (by income and expenditure methods) = � 2,250 crore. 
47. From the following data calculate National Income by (a) Income Method, and (b) Expenditure Method: 

Items 
(i) Compensation of employees 

(ii) Net factor income from abroad 
(iii) Net indirect tax 
(iv) Profit 
(v) Private final consumption expenditure 

(vi) Net domestic capital formation 
(vii) Consumption of fixed capital 

(viii) Rent 
(ix) Interest 
(x) Mixed income of self-employed 

(xi) Net exports 
(xii) Government final consumption expenditure 

Sol. (a) National Income (Income Method) 

(� in crore) 
1 ,000 
(-) 20 

1 20 
800 

2,000 
770 
1 30 
600 
620 
700 

(-) 30 
1 , 1 00 

= Compensation of employees + Rent + Interest + Profit + Mixed income of self-employed + Net factor income from abroad 
= � 1 ,000 crore + � 600 crore + � 620 crore + � 800 crore + � 700 crore + (-) � 20 crore 
= � 1 ,000 crore + � 600 crore + � 620 crore + � 800 crore + � 700 crore -� 20 crore 
= � 3,700 crore 

(b) National Income (Expenditure Method) 
= Private final consumption expenditure+ Government final consumption expenditure+ Net 

domestic capital formation + Net exports - Net indirect taxes + Net factor income from abroad 
= � 2,000 crore + � 1 , 100 crore + � 770 crore + (-) � 30 crore -� 1 20 crore + (-) � 20 crore 
= � 2,000 crore + � 1 , 100 crore + � 770 crore -� 30 crore -� 120 crore -� 20 crore 
= � 3,700 crore 

National income (by income and expenditure methods) = �  3,700 crore. 
48. From the following data calculate National Income by (a) Income Method, and (b) Expenditure Method: 

Items 
(i) Compensation of employees 

(ii) Government final consumption expenditure 
(iii) Net factor income from abroad 
(iv) Net export 
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(� in crore) 
600 
550 

(-) 10  
(-) 15  



(v) Profit 
(vi) Net indirect tax 

(vii) Mixed income of self-employed 
(viii) Rent 

(ix) Interest 
(x) Private final consumption expenditure 

(xi) Net domestic capital formation 
(xii) Consumption of fixed capital 

Sol. (a) National Income (Income Method) 

400 
60 

350 
200 
3 10  

1,000 
385 

85 

= Compensation of employees + Rent+ Interest+ Profit + Mixed income of self-employed + Net factor income from abroad 
= � 600 crore + � 200 crore + � 310 crore + � 400 crore + � 350 crore + (-) � 10 crore 
= � 600 crore + � 200 crore + � 310 crore + � 400 crore + � 350 crore -� 10 crore 
= � 1 ,850 crore 

(b) National Income (Expenditure Method) 
= Private final consumption expenditure + Government final consumption expenditure + Net domestic capital formation + Net export- Net indirect taxes + Net factor income from abroad 
= � 1 ,000 crore + � 550 crore + � 385 crore + (-) � 1 5  crore -� 60 crore + (-) � 10  crore 
= � 1 ,000 crore + � 550 crore + � 385 crore -� 1 5  crore -� 60 crore -� 10  crore 
= � 1 ,850 crore 

National income (by income and expenditure methods) = �  1 ,850 crore. 

49. From the following data calculate National Income by (a) Income Method, and (b) Expenditure 
Method: 

Items 

(i) Private final consumption expenditure 
(ii) Net domestic capital formation 

(iii) Compensation of employees 
(iv) Mixed income of self-employed 
(v) Government final consumption expenditure 

(vi) Net factor income from abroad 
(vii) Profit 

(viii) Rent 
(ix) Net exports 
(x) Interest 

(xi) Net indirect tax 
(xii) Net current transfers from rest of the world 

Sol. (a) National Income (Income Method) 

(� in crore) 

900 
200 
500 
400 
400 

(-) 10  
220 

90 
(-) 25 

100 
1 65 
50 

= Compensation of employees + Rent + Interest + Profit + Mixed income of self-employed + Net factor income from abroad 
= � 500 crore + � 90 crore + � 100 crore + � 220 crore + � 400 crore + (-) � 10  crore 
= � 500 crore + � 90 crore + � 100 crore + � 220 crore + � 400 crore -� 10  crore 
= � 1 ,300 crore 
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(b) National Income (Expenditure Method) 
= Private final consumption expenditure + Government final consumption expenditure 

+ Net domestic capital formation+ Net exports - Net indirect taxes+ Net factor income from abroad 
= � 900 crore + � 400 crore + � 200 crore + (-) � 25 crore -� 1 65 crore + (-) � 10  crore 
= � 900 crore + � 400 crore + � 200 crore -� 25 crore -� 1 65 crore -� 10  crore 
= � 1 ,300 crore 

National income (by income and expenditure methods) = �  1 ,300 crore. 

50. From the following data calculate National Income by (a) Income Method, and (b) Expenditure 
Method: 

Items 

(i) Compensation of employees 
(ii) Private final consumption expenditure 

(iii) Profit 
(iv) Rent 
(v) Government final consumption expenditure 

(vi) Interest 
(vii) Net factor income from abroad 
(viii) Net indirect taxes 

(ix) Mixed income of self-employed 
(x) Net exports 

(xi) Net domestic capital formation 
(xii) Consumption of fixed capital 

Sol. (a) National Income (Income Method) 

(� in crore) 

800 
1 ,200 

500 
200 
800 
1 50 
20 

1 90 
630 

(-) 30 
500 
1 50 

= Compensation of employees + Rent + Interest + Profit + Mixed income of self-employed 
+ Net factor income from abroad 

= � 800 crore + � 200 crore + � 1 50 crore + � 500 crore + � 630 crore + � 20 crore 
= � 2,300 crore 

(b) National Income (Expenditure Method) 
= Private final consumption expenditure + Government final consumption expenditure + Net 

domestic capital formation + Net exports - Net indirect taxes + Net factor income from abroad 
= � 1 ,200 crore + � 800 crore + � 500 crore + (-) � 30 crore -� 1 90 crore + � 20 crore 
= � 1 ,200 crore + � 800 crore + � 500 crore -� 30 crore -� 1 90 crore + � 20 crore 
= � 2,300 crore 

National income (by income and expenditure methods) = �  2,300 crore. 

51. Compute National Income: 

Items 

(i) Mixed income of self-employed 
(ii) Net factor income from abroad 

(iii) Rent 
(iv) Private income 
(v) Consumption of fixed capital 
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(� in crore) 

2,500 
(-) 50 

500 
4,000 

400 



(vi) Corporation tax 
(vii) Profits 

(viii) Net retained earnings of private enterprises 
(ix) Compensation of employees 
(x) Net indirect taxes 

(xi) Net current transfers from abroad 
(xii) Net exports 

(xiii) Interest 
(xiv) Direct taxes paid by households 

Sol. National Income 

700 
300 
500 

1 ,600 
500 
1 50 

(-) 40 
500 
300 

[CBSE Sam;le Paper 201 1] 

= Compensation of employees + Rent + Interest + Profits + Mixed income of self-employed 
+ Net factor income from abroad 

= � 1 ,600 crore + � 500 crore + � 500 crore + � 300 crore + � 2,500 crore + (-) � 50 crore 
= � 1 , 600 crore + � 500 crore + � 500 crore + � 300 crore + � 2, 500 crore -� 50 crore 
= � 5,350 crore 
National income = f5,350 crore. 

52. Find National Income from following using Expenditure Method: 

Items 

(i) Current transfers from rest of the world 
(ii) Net indirect taxes 

(iii) Net exports 
(iv) Rent 
(v) Private final consumption expenditure 

(vi) Net domestic capital formation 
(vii) Compensation of employees 

(viii) Net factor income from abroad 
(ix) Government final consumption expenditure 
(x) Profit 

(xi) Mixed income of self-employed 
(xii) Interest 

Sol. National Income 

( f  in crore) 

50 
100 

(-) 25 
90 

900 
200 
500 

(-) 10  
400 
220 
400 
230 

[CBSE Sample P11per 2018] 

= Private final consumption expenditure + Government final consumption expenditure + Net 
domestic capital formation + Net exports - Net indirect taxes + Net factor income from abroad 

= � 900 crore + � 400 crore + � 200 crore + (-) � 25 crore -� 100 crore + (-) � 10  crore 
= � 900 crore + � 400 crore + � 200 crore -� 25 crore -� I 00 crore -� I O  crore 
= � 1 ,365 crore 
National income = � 1 ,365 crore. 
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55. In an economy, following transactions took place. Calculate Value of Output and Value Added by firm B: 
(i) Firm A sold to firm B goods of f 80 crore; to firm C f 50 crore; to household f 30 crore and goods of value f 1 0  crore remains unsold. 

(ii) Firm B sold to firm C goods of f 70 crore; to firm D f 40 crore; goods of value f 30 crore were exported and goods of value f 5 crore was sold to government. [CBSE Sample Paper 2019) 
Sol. Value of Output of Firm B = Sales to firm C + Sales to firm D + Exports + Sales to the government 

= � 70 crore + � 40 crore + � 30 crore + � 5 crore 
= � 1 45 crore 

Value Added by Firm B = Value of output of firm B - Purchases from firm A 
= � 1 45 crore -� 80 crore 
= � 65 crore 

Value of output of firm B = f 145 crore. 
Value added by firm B = f 65 crore. 
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MONEY AND 

BANKING 

I Barter System of Exchange 

I Concept of Money 

I Supply of Money 

I Commercial Banks 

I Central Bank 

1 .  Barter System of Exchange 

POWER POINTS 

Barter system of exchange is a system in which goods are exchanged for goods. Money as a medium of exchange does not exist. 
Principal Drawbacks of the Barter System: 

(i) It requires double coincidence of wants: Between two individuals, each one wants to buy that commodity which the other wants to sell. So that, each individual sells one commodity and buys the other at the same time. 
(ii) It lacks common unit of exchange. 

2. Concept of Money 

Definit ion 

Anything which is commonly accepted as a medium of exchange (like notes and coins) is  called money. 
Overtime, functions of money have expanded. Besides serving as a medium of exchange, money is used as a store of value (for savings) as well as for transfer of value. Accordingly, some economists define money in these words "Money is what money does". It refers to all functions of money. However, restricting ourselves to the limits of the syllabus, we are not discussing functions of money in detail other than noting the commonly known facts that money serves as a medium of exchange, a store of value, a unit of value (all prices are expressed in terms of money), and a means of transfer of value (transfer offunds from one place to the other). 

Types/Forms of Money 

(i) Fiat Money: It is the money issued by order of the government (notes and coins in circulation). 
(ii) Fiduciary Money: It is the money backed with mutual trust between the payer and the payee (cheques and drafts). 
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(iii) Full Bodied Money: It refers to money in terms of coins whose commodity value is equal to the money value as and when these are issued. 
(iv) Credit Money: It is the money of which money value is more than commodity value. 

3 .  Supply of Money 

It is a stock concept. It refers to total currency and notes with the people as well as demand deposits of the commercial banks at a point of time. It may be noted that while estimating total money supply we include all such financial instruments which act as money. 
Supply of Money = Currency held by the People + Net Demand Deposits held by Commercial Banks 

4. Commercial Banks 

These are those financial institutions which accept deposits from the people and make advances. 
Primary Functions of Commercial Banks are: 

(i) Accepting deposits, and (ii) Advancing loans. 
Money/Credit  Creation by Commercial  Banks 

Commercial banks create money on the basis of their cash reserves. Money created is many times more than the cash reserves of the commercial banks. 
This is also called credit creation by the commercial banks. It depend on CRR (Cash Reserve Ratio) as fixed by the central bank of the country (like Reserve Bank of India). Higher the CRR, lower the credit creation and vice versa. 

Credit Mult ipl ier 

Credit multiplier is the reciprocal of CRR. It shows the number of times cash reserves of the commercial banks (with RBI) multiply to be equal to demand deposits. 
k = --CRR 

(Here, k = Credit multiplier; CRR = Cash reserve ratio: a percentage of demand deposits of the commercial banks to be kept with RBI as cash reserves.) 
Thus, if CRR = 5%, Credit multiplier = _l_ = 20. 5% 
Likewise, if CRR = 10%, Credit multiplier = _l_ = 10. 1 0% 

[Note: Cred it mu ltip l ier reflects the maximum amount of credit that the commercial banks can legal ly create on the basis 
of CRR (also cal led legal reserve ratio).] 

5. Central Bank 
Cental bank is an apex banking institution which controls and manages the entire banking system in the country. It is a bank of all the banks as well as a bank of the government. 
Functions of Central Bank: 

(i) Issuing of notes, (ii) Banker to the government, (iii) Banker's bank, (iv) Lender of the last resort, (v) Custodian of foreign exchange, (vi) Clearing house function, and (vii) Control of credit. 
'Control of Credit '  Function of the Central Bank 

The central bank controls the creation of credit by the commercial banks by exercising its monetary policy. 
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Instruments of monetary policy are broadly classified as: 
(A) Quantitative Instruments : (i) Repo rate, (ii) Bank rate, (iii) Reverse repo rate, (iv) Open market operations, (v) CRR (Cash Reserve Ratio), and (vi) SLR (Statutory Liquidity Ratio). 
(B) Qualitative Instruments : (i) Margin requirement, (ii) Rationing of credit, and (iii) Moral suasion. 

QUESTION-ANSWERS 

1 .  Obiective Type Questions 

A. Multiple Choice Questions 

Choose the correct option: 

1 .  A system in which commodities are exchanged for commodities is called: 

(a) barter system of exchange 
(b) monetary system of exchange 
(c) commodity for commodity exchange economy 
(d) both (a) and (c) 

2 .  Which of the following is the basic characteristic of the barter system of exchange? 

(a) Medium of exchange (b) Double coincidence of wants 
(c) Store of value (d) Both (a) and (c) 

3. C-C economy refers to that system where: 

(a) goods are exchanged for goods (b) goods are exchanged for domestic currency 
(c) goods are exchanged for foreign currency (d) goods are not exchanged at all 

Ans. 1 .  (d) 2. (b) 3. (a) 
B .  Fi l l  i n  the B lanks 

Choose appropriate word and fill in the blank: 

1 .  In , goods are exchanged for goods. (barter system of exchange/monetary system of exchange) 
2 .  C-C economy is dominated by system of exchange. (barter/monetary) 

Ans. 1 .  barter system of exchange 2. barter 
C. True or False 

State whether the following statements are True or False: 

1 .  There is no difficulty of double coincidence of wants in barter system. 
2 .  In the C-C economy, saving is possible only by way of storage of goods. 

Ans. 1 .  False 2. True 
D. Very Short Answer Questions 

1 .  Define barter system of exchange. 

(True/False) 
(True/False) 

Ans. Barter system of exchange is the system in which goods are exchanged for goods. 
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2 .  What do you understand by double coincidence of wants? 

Ans. Double coincidence of wants means that (at a point of time), the two individuals are in possession of such goods which they are willing to exchange for the satisfaction of their wants. 
2. Reason-based Questions (Comprehension of the Subject-matter) 

Read the fol lowing statements carefu l ly. Write 'True' or 'False' with a reason.  

1 .  Under barter system of exchange, goods are exchanged for goods. 

Ans. True. Barter system of exchange is a system in which goods are exchanged for goods . 
2 .  A common medium of exchange exists in the C-C economy. 

Ans. False . A common medium of exchange does not exist in the C-C economy. It is an economy where goods are exchanged for goods. 
3 .  Double coincidence of wants is the principal feature of the barter system of exchange. 

Ans. True. Double coincidence of wants is the principal feature of the barter system of exchange. This arises because goods are exchanged for goods, and there is no common medium of exchange like money. 
4. In the C-C economy, saving is ruled out because there is no money in this economy. 

Ans. False. Saving is not ruled out in the C-C economy. Saving is possible by way of storage of goods. 
5 .  Amisha buys an ice cream from a grocery shop for � 20 and at the same time sells the packaging 

material to the grocery shop for � 200. The sale and purchase by Amisha refer to barter system of 
exchange as it involves double coincidence of wants. 

Ans. False. Sale and purchase by Amisha does not refer to barter system of exchange. Because, both sale and purchase are done using money as a common medium of exchange. 

1 .  Objective Type Questions 

A. Mu ltiple Choice Questions 

Choose the correct option: 

1 .  Money is: 

(a) anything which requires double coincidence of wants 
(b) anything which is commonly accepted as a medium of exchange 
(c) anything which is commonly accepted as a commodity money 
(d) none of these 

2 .  Evolution of money has facilitated: 
(a) a common unit of exchange 
(c) transfer of value 

3 .  With the introduction of money: 

(b) store of value 
(d) all of these 

(a) acts of sale and purchase have been separated 
(b) acts of exchange have been separated 
(c) acts of production and consumption have been separated 
(d) both (b) and (c) 

4. Money which is accepted as a medium of exchange because of the trust between the payer 
and the payee is called: 

(a) full bodied money (b) credit money 
(c) fiat money (d) fiduciary money 
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5. Money that is issued by the authority of the government is called: 

(a) full bodied money (b) credit money 
(c) fiat money (d) fiduciary money 

6. Money value is equal to commodity value in case of: 

(a) fiat money (b) full bodied money 
(c) fiduciary money (d) credit money 

7. Electronic transfer of money in terms of credit/debit entries of the account-holders in the banks 
is called: 

(a) e-marketing 
(c) e-money 

8. In case of credit money: 

(b) e-business 
(d) e-banking 

(a) money value = commodity value 
(c) money value < commodity value 

(b) money value > commodity value 
(d) none of these 

9. e-money functions as a medium of exchange by way of: 

(a) transfer of value from one account to the other 
(b) cash payments 
(c) payments through cheques 
(d) all of these 

10 .  Money is a: 

(a) static factor 
(c) contingent factor 

Ans. 1 .  (b) 2. (d) 
7. (c) 8. (b) 

B .  Fi l l  in the B lanks 

3.  (a) 
9. (a) 

Choose appropriate word and fill in the blank: 

(b) dynamic factor 
(d) all of these 

4. (d) 

10. (b) 

1 .  Money was evolved in order to remove the drawbacks of 
2 .  Anything can be money which is generally accepted as 

5. (c) 6. (b) 

system. 
(barter/monetary) 

(medium of exchange/medium of store) 
3 . _______ money is issued by order of the government. (Fiat/Fiduciary) 
4. Credit money is that money whose money value is 

Ans. 1 .  barter 2. medium of exchange 3. Fiat 
C. True or Fal se 

State whether the following statements are True or False: 

than its commodity value. 
(more/less) 

4. more 

1 .  Full-bodied money is that money whose money value is equal to its commodity value. (True/False) 
2. Cheques are fiduciary money. (True/False) 
3 . Money value of a paper note is what is written on it. (True/False) 

Ans. 1 .  True 2. True 3. True 
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D. Very Short Answer Questions 
1 .  What is meant by money? 

Ans. Money can be defined as something that is generally accepted as a means of exchange and acts as a measure and as a store of value. 
2 .  Define fiat money. 

Ans. Fiat money is the money issued by order of the government. 
3 .  Define fiduciary money. 

Ans. Fiduciary money is the money backed with mutual trust between the payer and the payee. 
4. What is full bodied money? 

Ans. Full bodied money refers to money in terms of coins whose commodity value is equal to the money 
value as and when these are issued. 

5. What is credit money? 
Ans. Credit money is the money of which money value is more than commodity value. 

6. Define bank money. 
Ans. Bank money is the money created by the bank in the form of demand deposits, over and above cash deposits of the people with the banks. It is a credit money and not a legal tender. 

2 .  Reason-based Questions (Comprehension of the Subject-matter) 

Read the fol lowing statements carefu l ly. Write 'True' or 'False' with a reason. 
1. Money is what money does. 

Ans. True. Basically, money facilitates exchange of goods and services . Accordingly, money is defined as 'anything that acts as a medium of exchange'. 
2 .  Introduction of money has removed the major drawback of double coincidence of wants in the barter system of exchange. 

Ans. True. Use of money as a medium of exchange has removed the major drawback of double coincidence of wants in the barter system of exchange. With the introduction of money, acts of sale and purchase have been separated. 
3 . Fiat money is that money which is accepted as a medium of exchange because of the trust between the payer and the payee. 

Ans. False. Fiat money is that money which is issued by order/authority of the government. 
4. Cheques are fiat money. 

Ans. False. Cheques are fiduciary money because these are accepted as a means of payment on the basis of trust, not on the basis of any order of the government. 
5. Commodity value of a ten rupee coin in India is more than its money value. 

Ans. False. Commodity value of a ten rupee coin in India is definitely less than its money value. Otherwise, people would have melted the coins and sold them as a commodity. 
6. Money value of a Thousand rupee note is what is written on it. 

Ans. True. Money value of money is the value which is inscribed on a coin or written on a paper note. Thus, money value of a Thousand rupee note is what is written on it. 
7. Money is a dynamic factor. 

Ans. True. Money is a dynamic factor because it has imparted dynamism to the process of production, consumption, investment and exchange. 
8. Money has facilitated the sale and purchase of goods and services. 

Ans. True. Money has facilitated the sale and purchase of goods and services. With the use of money as a medium of exchange, goods and services can be purchased for money any time. Similarly, goods and and services can be sold for money any time. 
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9. Measurement of value was very difficult in the barter system of exchange. 

Ans. True. Measurement of value was very difficult in the barter system of exchange because there was no common unit of value. 
10 .  Emergence of financial market increases the consumption and investment expenditure in the 

economy. 

Ans. True. Financial market offers funds for investment as well as the purchase of consumer durables. Availability of funds through financial market has led to a multiple increase in consumption expenditure as well as investment expenditure. 

1 .  Obiective Type Questions 

A. Multiple Choice Questions 

Choose the correct option: 

1 .  Which of the following is correct? 

(a) Supply of money is a stock concept 
(b) Supply of money does not include stock of money held by the government 
(c) Supply of money does not include stock of money held by the banking system of a country 
(d) All of these 

2 .  Which of the following is not a component of M1 measurement of money supply? 

(a) Demand deposits (b) Currency 
(c) Other deposits (d) Term deposits 

3 .  In India, coins are issued by: 

(a) State Bank of India (b) Reserve Bank of lndia 
(c) Ministry of Finance (d) Ministry of Urban development 

4. Which of the following systems is followed by Reserve Bank of India for issuing currency? 

(a) Proportionate system (b) Simple deposit system 
(c) Minimum reserve system (d) Fixed fiduciary issue system 

5 .  Term deposits are those: 

(a) against which no cheque can be issued 
(b) against which no interest is paid to the depositors 
(c) which are fixed deposits 
(d) both (a) and (c) 

Ans. 1 .  (d) 2. (d) 3. (c) 4. (c) 
B .  Fi l l  in the B lanks 

Choose appropriate word and fill in the blank: 

5. (d) 

1 .  Supply of money means stock of money with the (people/supplier of money) 
2 .  _______ demand deposits are taken as a part of money supply. (Gross/Net) 
3 . _______ is called monetary base in the economy. (Bank money/High powered money) 

Ans. 1 .  people 2. Net 3. High powered money 
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C. True or False 

State whether the following statements are True or False: 

1 .  In India, note issue system conforms to Minimum Reserve System. 
2 .  Term deposits are deposits withdrawn by cheque. 
3 . In India, one rupee notes are issued by the Government of lndia. 

Ans. I .  True 2. False 3 .  True 
D. Very Short Answer Questions 

1 .  Define money supply. 

(True/False) 
(True/False) 
(True/False) 

Ans. Money supply refers to the total quantity or stock of money available in the economy at a point of 
time. 
[Note: It does not include stock of money held by the suppl iers of money, viz. , the central bank, the commercial 

banks and the government.] 

2. Define M1 measure of money supply. 
Ans. M 1 = Currency (including notes and coins held by the people)+ Demand deposits+ Other deposits. 

3 .  What are the components of money supply? 
Ans. The components of money supply are: (i) Currency held by the public, (ii) Demand deposits of the 

people with the commercial banks, and (iii) Other deposits (demand deposits with RBI of domestic 
and foreign institutions other than that of the government of the country and commercial banks 
within the country). 

4. Who are the suppliers of money in India? 
Ans. Suppliers of money include: (i) the government of the country, (ii) the central bank of the country, 

and (iii) the commercial banks. 
5. What is the difference between term deposits and demand deposits? 

Ans. Term deposits are always for a specific period of time called 'the term'. Cheques cannot be issued 
against term deposits. Demand deposits, on the other hand, are not for any specific period of time. 
Cheques can be issued against demand deposits. 

2. Reason-based Questions (Comprehension of the Subject-matter) 

Read the fol lowing statements carefu l ly. Write 'True' or 'False' with a reason. 
1. Demand deposits with commercial banks are a part of money supply. 

Ans. True. Demand deposits with the commercial banks are a part of M 1 measure of money supply. 
These are chequeable deposits and therefore, serve like notes and coins. 

2 .  Money supply in the economy include only notes and coins issued by the central bank. 
Ans. False. Money supply in the economy includes notes and coins with the people as well as demand 

deposits with the banks. 
3 .  Money can be withdrawn as and when needed by the depositors in case of term deposits. 

Ans. False. Depositors cannot withdraw money as and when needed in case of term deposits because 
term deposits are always for a specific period of time. These are not chequeable deposits. 

4. Stock of money with the government is a part of money supply. 
Ans. False. Stock of money with the suppliers/creators of money is not to be treated a part of money 

supply in the country. We know, the government is the supplier of money. 
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5. Commercial banks are the principal suppliers of money in India. 

Ans. False. RBI (Reserve Bank of India) is the principal supplier of money in India. 
6. Gross demand deposits are not a part of money supply while net deposits are. 

Ans. True. Gross demand deposits include inter-banking claims whereas net demand deposits do not 
include inter-banking claims. Inter-banking claims are not a part of demand deposits of the 
people. Hence, only net demand deposits are taken as a part of money supply, not the gross 
deposits. 

7. Term deposits are near money, and therefore should be treated as a component of M1 supply of 
money. 

Ans. False. M I supply of money includes only most liquid components of money supply. There are those 
components (like currency with the people) which can be used for purpose of sale and purchase of 
goods any time. Term deposits are not so liquid and therefore, not included in M 1 supply of 
money. 

► 1ij11�1�1�;tHrn1:M11$1 

1 .  Obiective Type Questions 

A. Multiple Choice Questions 

Choose the correct option: 

1 .  A commercial bank is that financial institution: 

(a) which only accepts deposits from the people 
(b) which only offers loans to the people 
(c) which accepts deposits from the people as well as offers loans to them 
(d) which only deals in foreign exchange transactions 

2 .  For the commercial banks, the source of profit is: 

(a) unclaimed deposits 
(b) grants by the government 
(c) spread: the difference between the interest they charge and the interest they pay 
(d) none of these 

3 .  Those deposits against which money cannot be withdrawn any time are called: 

(a) fixed deposits (b) term deposits 
(c) non-chequeable deposits (d) all of these 

4. Commercial banks advance loans: 

(a) only to the extent of their term deposits 
(b) only to the extent of their gold reserves 
(c) only to the extent of their demand deposits 
(d) multiple times of their required cash reserves with the RBI 

5. Primary deposits are: 

(a) cash deposits with the commercial banks 
(b) gold reserves with the commercial banks 
(c) reserves of foreign exchange 
(d) none of these 
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