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Class XII Session 2022-23

Theory: 80 Marks	3 Hours
Project: 20 Marks
	Units
	
	Marks
	Periods

	Part A
	Introductory Macroeconomics
	
	

	
	National Income and Related Aggregates
	10
	30

	
	Money and Banking
	06
	15

	
	Determination of Income and Employment
	12
	30

	
	Government Budget and the Economy
	06
	17

	
	Balance of Payments
	06
	18

	
	
	40
	

	
	
	
	

	Part B
	Indian Economic Development
	
	

	
	Development Experience (1947-90) and Economic Reforms since 1991
	12
	28

	
	Current Challenges facing Indian Economy
	20
	50

	
	Development Experience of India – A Comparison with Neighbours
	08
	12

	
	Theory Paper (40+40 = 80 Marks)
	40
	

	
	
	
	200

	
	
	
	

	Part C
	Project Work
	20
	20























Part A: Introductory Macroeconomics
Unit 1: National Income and Related Aggregates	30 Periods
What is Macroeconomics?
Basic concepts in macroeconomics: consumption goods, capital goods, final goods, intermediate goods; stocks and flows; gross investment and depreciation.
Circular flow of income (two sector model); Methods of calculating National Income - Value Added or Product method, Expenditure method, Income method.
Aggregates related to National Income:
Gross National Product (GNP), Net National Product (NNP), Gross Domestic Product (GDP) and Net Domestic Product (NDP) - at market price, at factor cost; Real and Nominal GDP.
GDP and Welfare
Unit 2: Money and Banking	15 Periods
Money – meaning and functions, supply of money - Currency held by the public and net demand deposits held by commercial banks.

Money creation by the commercial banking system.

Central bank and its functions (example of the Reserve Bank of India): Bank of issue, Govt. 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	30 Periods
Aggregate demand and its components.
Propensity to consume and propensity to save (average and marginal). Short-run equilibrium output; investment multiplier and its mechanism. Meaning of full employment and involuntary unemployment.

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

Unit 4: Government Budget and the Economy	17 Periods
Government budget - meaning, objectives and components. Classification of receipts - revenue receipts and capital receipts;
Classification of expenditure – revenue expenditure and capital expenditure. Balanced, Surplus and Deficit Budget – measures of government deficit.

Unit 5: Balance of Payments	18 Periods
Balance of payments account - meaning and components; Balance of payments – Surplus and Deficit
Foreign exchange rate - meaning of fixed and flexible rates and managed floating. Determination of exchange rate in a free market, Merits and demerits of flexible and fixed exchange rate.
Managed Floating exchange rate system
Part B: Indian Economic Development
Unit 6: Development Experience (1947-90) and Economic Reforms since 1991:
28 Periods
A brief introduction of the state of Indian economy on the eve of independence. Indian economic system and common goals of Five Year Plans.

Main features, problems and policies of agriculture (institutional aspects and new agricultural strategy), industry (IPR 1956; SSI – role & importance) and foreign trade.
Economic Reforms since 1991:
Features and appraisals of liberalisation, globalisation and privatisation (LPG policy); Concepts of demonetization and GST

Unit 7: Current challenges facing Indian Economy	60 Periods Human Capital Formation: How people become resource; Role of human capital in economic development; Growth of Education Sector in India
Rural development: Key issues - credit and marketing - role of cooperatives; agricultural diversification; alternative farming - organic farming
Employment: Growth and changes in work force participation rate in formal and informal sectors; problems and policies
Sustainable Economic Development: Meaning, Effects of Economic Development on Resources and Environment, including global warming

Unit 8: Development Experience of India:	12 Periods
A comparison with neighbours India and Pakistan
India and China
Issues: economic growth, population, sectoral development and other Human Development Indicators
Part C: Project in Economics	20 Periods

Prescribed Books:
1. Statistics for Economics, NCERT
2. Indian Economic Development, NCERT
3. Introductory Microeconomics, NCERT
4. Macroeconomics, NCERT
5. Supplementary Reading Material in Economics, CBSE
Note: The above publications are also available in Hindi Medium.













Suggested Question Paper Design Economics (Code No. 030)
Class XII (2022-23)
March 2023 Examination

Marks: 80	Duration: 3 hrs.

	SN
	Typology of Questions
	Marks
	Percentage

	

1
	Remembering and Understanding:
Exhibit memory of previously learned material by recalling facts, terms, basic concepts, and answers.
Demonstrate understanding of facts and ideas by organizing, comparing, translating, interpreting, giving descriptions, and stating main ideas
	

44
	

55%

	
2
	Applying: Solve problems to new situations by applying
acquired knowledge, facts, techniques and rules in a different way.
	
18
	
22.5%

	



3
	Analysing, Evaluating and Creating:
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 information, validity of ideas, or quality of work based on a set of criteria.
Compile information together in a different way by combining elements in a new pattern or proposing alternative solutions.
	



18
	



22.5%

	
	Total
	80
	100%











Guidelines for Project Work in Economics (Class XI and XII)

The objectives of the project work are to enable learners to:
· probe deeper into theoretical concepts learnt in classes XI and XII
· analyse and evaluate real world economic scenarios using theoretical constructs and arguments
· demonstrate the learning of economic theory
· follow up aspects of economics in which learners have interest
· develop the communication skills to argue logically The expectations of the project work are that:
· learners will complete only ONE project in each academic session
· project should be of 3,500-4,000 words (excluding diagrams & graphs), preferably hand-written
· it will be an independent, self-directed piece of study
Role of the teacher:
The teacher plays a critical role in developing thinking skills of the learners. A teacher should:
· help each learner select the topic based on recently published extracts from the news media, government policies,   RBI bulletin, NITI Aayog reports, IMF/World Bank reports etc., after detailed discussions and deliberations of the topic
· play the role of a facilitator and supervisor to monitor the project work of the learner through periodic discussions
· guide the research work in terms of sources for the relevant data
· educate learner about plagiarism and the importance of quoting the source of the information to ensure authenticity of research work
· prepare the learner for the presentation of the project work
· arrange a presentation of the project file
Scope of the project:
Learners may work upon the following lines as a suggested flow chart:
[image: ][image: ]Choose a title/topic Collection of the research material/data
[image: ][image: ]Organization of material/data Present material/data
[image: ][image: ]Analysing the material/data for conclusion Draw the relevant conclusion
Presentation of the Project Work


Expected Checklist:
· Introduction of topic/title
· Identifying the causes, consequences and/or remedies
· Various stakeholders and effect on each of them
· Advantages and disadvantages of situations or issues identified
· Short-term and long-term implications of economic strategies suggested in the course of research
· Validity, reliability, appropriateness and relevance of data used for research work and for presentation in the project file
· Presentation and writing that is succinct and coherent in project file
· Citation of the materials referred to, in the file in footnotes, resources section, bibliography etc.
Mode of presentation/submission of the Project:
At the end of the stipulated term, each learner will present the research work in the Project File to the External and Internal examiner. The questions should be asked from the Research Work/ Project File of the learner. The Internal Examiner should ensure that the study submitted by the learner is his/her own original work. In case of any doubt, authenticity should be checked and verified.
Marking Scheme :
Marks are suggested to be given as –
	S. No.
	Heading
	Marks Allotted

	1.
	Relevance of the topic
	3

	2.
	Knowledge Content/Research Work
	6

	3.
	Presentation Technique
	3

	4.
	Viva-voce
	8

	
	Total
	20 Marks

	Class XII

	· Micro and Small Scale Industries
	· Food Supply Channel in India

	· Contemporary Employment situation in India
	· Disinvestment policy of the government

	· Goods and Services Tax Act and its Impact on GDP
	· Health Expenditure (of any state)

	· Human Development Index
	· Inclusive Growth Strategy

	· Self-help group
	· Trends in Credit availability in India

	· Monetary policy committee and its functions
	· Role of RBI in Control of Credit

	· Government Budget & its Components
	· Trends in budgetary condition of India

	· Exchange Rate determination – Methods and Techniques
	· Currency War – reasons and repercussions

	· Livestock – Backbone of Rural India
	· Alternate fuel – types and importance

	· Sarwa Siksha Abhiyan – Cost Ratio Benefits
	· Golden Quadrilateral- Cost ratio benefit

	· Minimum Support Prices
	· Relation between Stock Price Index and Economic Health of Nation

	· Waste Management in India – Need of the hour
	· Minimum Wage Rate – approach and Application

	· Digital India- Step towards the future
	· Rain Water Harvesting – a solution to water crises

	· Vertical Farming – an alternate way
	· Silk Route- Revival of the past

	· Make in India – The way ahead
	· Bumper Production- Boon or Bane for the farmer

	· Rise of Concrete Jungle- Trend Analysis
	· Organic Farming – Back to the Nature

	· Any other newspaper article and its evaluation on basis of economic principles
	· Any other topic





































                                















                                     KENDRIYA VIDYALAYA RAIPUR REGION (C.G)
MACRO ECONOMICS (SESSION 2022-23)
XII ECONOMICS (030)

UNIT-1
NATIONAL INCOME AND RELATED AGGREGATES 
[image: Introduction to National Income Accounting - Recruitment]
(TOTAL 10 Marks)
	
	MACRO ECONOMICS –deals with the decision making behaviour of economy as a whole.
Examples –National income accounting, money and banking, determination of income, output and employment, government budget and the balance of payment.

NATIONAL INCOME: National Income is the sum total of the money value of
all final goods and services produced in a country during a financial year. It is the income of the people of a nation during a year.

FINAL GOODS: Goods used for final consumption and not again subjected to the
process of production is called final goods. Final goods itself are of two types- consumption
goods and Capital goods.

CONSUMER OR CONSUMPTION GOODS: Goods are not subjected to a further
process of Production and used by the Consumer directly are called consumer or consumption goods.eg. pen, pencil.

PRODUCER GOODS OR CAPITAL GOODS: Goods once produced and which
can be used again for Production are called Producer or Capital Goods. Eg Machines, buildings.

INTERMEDIATE GOODS: Goods used as an input for producing other goods are called Intermediate goods. Eg wood in a paper factory, leather in a shoe factory.

INVESTMENT: Investment means Capital formation. It is the addition to the existing stock of Capital. It is a Flow variable.

GROSS INVESTMENT: Total durables or Capital goods produced during a year in an economy is called Gross Investment.

NET INVESTMENT: The addition to the existing stock of capital is Net Investment. It is the new capital formation. 
               NET INVESTMENT = GROSS INVESTMENT – DEPRECIATION

DEPRECIATION OR CONSUMPTION OF FIXED CAPITAL: The loss of value
of fixed assets due to wear and tear is called Depreciation. It is also called
Consumption of fixed capital.

· It is calculated by:

· The other names are Consumption of Fixed Capital, Replacement Investment, Capital Consumption Allowances etc.

STOCK VARIABLE: A Variable that can be measured at a point of time is called a STOCK. It is a static concept. It has no time limit. It is measured at a particular point of time. Eg. Wealth, Capital, Inventory.

FLOW VARIABLE: A Variable that is measured in a specific period of time is called FLOW. It is a dynamic concept. It is measured over a period of time. Eg. Consumption, income, change in inventory.

INVENTORY The quantity of output that a firm could not be sold is called Inventory. In short, it is the unsold stock. Inventory is a stock variable. It may accumulate or de cumulate.
Change in inventory = Closing stock – Opening stock.

NET INDIRECT TAX (NIT): Indirect Tax are the tax imposed by the government on goods and services. Sometimes government gives Subsidies to encourage producers. The difference between Indirect Tax and Subsidies is called Net Indirect Tax.
NET INDIRECT TAX = INDIRECT TAX – SUBSIDIES.

TRANSFER PAYMENT OR TRANSFER INCOME OR TRANSFER RETURNS.
If is a unilateral payment for which no services are rendered. Usually It is paid by the government. Eg. Old age pension, Scholarship, Widow pension etc.

NET FACTOR INCOME FROM ABROAD (NFIA): It is the difference between
the factor income earned by the domestic factors of production employed in the rest of the world and the factor income earned by factors of production of the rest of the world employed in the domestic country.

Leakages: - It refers to the withdrawals from the circular flow. Leakages cause contraction of the circular flow. Savings is an example of Leakage. 

PHASES OF CIRCULAR FLOW
There are three phases of circular flow
· Generation: Production of goods and services by the firms
· Distribution : Flow of factor income from firms to households
· Disposition: Consumption expenditure by household on the goods and services produced by firms
[image: phases of circular flow.png]

CIRCULAR FLOW OF INCOME IN A TWO SECTOR ECONOMY. It is a flow which shows how income of an economy circulate different sectors in an economy. The two sectors exist in an economy are Firms and Households. Firms are the Production units and they receive factors of production from the households and give rewards for the factors production. The households spent the entire income received from the forms and nothing to save. This is shown by the flow chart.
[image: ]









Two Types of Circular Flow 
1. Real / Product / Physical Flow Real flow of income implies the flow of factors services from household sector to the producing sector in the form of land, labour, capital and organisation and Good and services to the household sector 
2. Money / Monetary / Nominal Flow Money flow of income implies the flow of factors payments from producing sector to the household sector in the form of rent, labour, interest and profit and expenditure to Good and services from household sector 
Nominal GDP: 
If the GDP is measured in terms of current market prices , then it is called Nominal GDP
Real GDP :
If the GDP is measured in terms of constant market prices , then it is called Real GDP



Gross And Net:
1. Gross means the value of product including depreciation. Net means the value of product excluding depreciation.
2. The difference between these two terms is depreciation.
3. Where depreciation is the expected decrease in the value of fixed capital assets due to its general use.
4. It is the result of production process.
Gross = Net + Depreciation Net = Gross – Depreciation
Note: Other names of depreciation are:
(a) Consumption of fixed capital (b) Capital consumption allowance  (c) Current replacement cost.

National Income And Domestic Income:
1. National Income refers to net money value of all the final goods and services produced by the normal residents of a country during an accounting year.
2. Domestic Income refers to a total factor incomes earned by the factor of production within the domestic territory of a country during an accounting year.
3. The difference between these two incomes is Net Factor Income from abroad (NFIA), which is included in National Income (NY) and excluded from Domestic Income (DY).
4. Where NFIA is the difference between income earned by normal residents from rest of the world and similar payments made to Non residents within the domestic territory. NFIA = Income earned by Residents from rest of the world (ROW) – Payments to Non-Residents within Domestic territory.
                       NY = DY + NFIA                 DY = NY – NFIA


Factor Cost And Market Price:
1. Factor Cost (FC): It refers to amount paid to factors of production for their contribution in the production process.
2. Market Price (MP): It refers to the price at which product is actually sold in the market. The difference between these two is Net Indirect Taxes (NIT) which is included in MP and excluded from FC. Where NIT is the difference between indirect taxes and subsidies.
                                NIT = IT – Subsidies


Domestic Territory 
Domestic territory or Economic territory is the geographical territory administered by a government within which persons, goods and capital circulate freely. 

Domestic Territory Includes 
1. Ships and aircraft owned and operated by the resident between two or more countries. 
2. Fishing vessels, oil and natural gas rigs and floating platforms operated by the residents of a country in the international waters or areas where the country has exclusive rights for operation 
3. Embassies, consulates and military establishments of the country located abroad. 

Domestic Territory does not include. 
1. Territorial enclaves (like embassies) used/ administered by foreign governments. 
2. All International organizations which are physically located within geographical boundaries of a country. Their offices form a part of international territory. 

Normal Resident 
A normal resident is said to be a person (or an institution) who ordinarily resides in a country and whose centre of economic interest lies in that country. The period of stay should be at least one year or more 



Normal Residents Includes 
1. Both nationals and non-nationals residing in a country for more than a year. 
2. The staffs of international bodies are treated as normal residents of the country in which the international body operates. 
3. Local employees working in foreign embassies located in their country are treated as normal residents. 
4. Workers from across the border who cross border in the morning to work in the other country and return in the evening are treated as normal resident of the parent country. 

Normal Residents Does Not Include 
1. International Bodies (like World Bank, World Health Organization or International Monetary Fund) are not considered residents of the country in which these organizations operate but are treated as residents of international territory. 
2. Students and medical patients staying abroad are treated as normal residents of their home country even if their stay in the host country is for more than one year 

National Income At Current Prices 
If goods and services produced in 1 year are valued at current prices, i.e., prices prevailing in that particular year, we get national income at current prices. National income at current prices are called Nominal National Income 

National Income At Constant Prices Or Real National Income 
If goods and services produced in a year are valued at fixed prices, i.e., prices of the base year, we get national income at constant prices. A base year is carefully chosen year which is a normal year free from price fluctuations. (In India now 2011-12 is treated as base year) 

Market Price 
Market Price = Factor Cost + Indirect Taxes – Subsidies or Factor Cost + Net Indirect Taxes (Net Indirect Tax = Indirect Taxes – Subsidies) 

Net Factor Income From Abroad (NFIA) 
NFIA = factor income earned from abroad by normal residents or country – the factor income earned by non-residents (foreigners) 

Value of Output 
Money value of output of an enterprise is obtained by multiplying its physical output of goods and services with its market price 
Symbolically: Value of Output = Quantity of Output X Price 
                   or Value of Output = Sales + Change in stock 

Value Added 
It refers to the addition of value to the raw material (intermediate goods) by a firm by virtue of its productive activities. Symbolically: 
Value Added = Value of output – Intermediate Consumption 

MEASUREMENT OF NATIONAL INCOME OR GDP’
1. Product Method 
    Net Value added in primary sector at factor cost 
+ Net value added in secondary sector at factor cost 
+ Net value added in tertiary sector at factor cost 
+ Net Factor income from abroad 
+ Net Indirect Taxes 
+ Consumption of fixed capital (Depreciation) 
= GNP AT MARKET PRICES 

Value Added Method for calculation of National Income

Step 1 Calculate gross value added by Primary, Secondary & tertiary sectors
	Formula 1
	Formula2
	Formula3
	Formula4

	GVAMP =
+GVOMP                  







-Intermediate Consumption
	GVAMP =
+Sales




+Change in stocks


-Intermediate Consumption
	GVAMP =
+Domestic Sales



+Exports
+(Closing Stocks
-Opening Stocks)

-Intermediate Consumption
	GVAMP =
+Sales to household
+Salesto government
+Exports
+(Closing Stocks
-Opening Stocks)

-Domestic purchase of raw material
-Import of Raw material



Step 2
GDPMP = GVAMP   Primary Sector + GVAMP   Secondary Sector + GVAMP   Tertiary Sector

Step 3
NNPFC = GDPMP – Depreciation + Net factor income from abroad – Net indirect taxes





2. Income Method 
    Compensation of Employees 
+ Operating surplus 
+ Mixed income Employed 
+ Net Indirect Taxes 
+ Consumption of fixed capital (Depreciation) 
+ Net Factor income from abroad 
= GNP at MARKET PRICES 


Income Method for calculation of National Income

Step 1
	Formula 1
	Formula 2
	Formula 3

	NDP FC   =
+Mixed Income of self employed
+Compensation of employees

+Operating Surplus
	NDP FC   =
+Mixed Income of self employed
+Wages & Salaries
+Employers contribution to social security scheme
+Interest
+Profit
+Rent
+Royalty
	NDP FC   =
+Mixed Income of self employed
+Wages & Salaries in cash
+Wages & Salaries in kind
+Employers contribution to social security scheme
+Interest
+Corporate taxes
+Dividend
+Undistributed Profit
+Rent
+Royalty



Step 2
NNPFC = NDP FC   + Net factor income from abroad 

3. Expenditure Method 
    Private final consumption expenditure 
+ Govt. final consumption Expenditure 
+ Gross Capital formation
+ Net Exports 
+ Change in Stock 
+ Net Factor income from abroad 
= GNP at MARKET PRICES 

Expenditure Method for calculation of National Income
Step 1
	Formula 1
	Formula2
	Formula3
	Formula4

	GDPMP =
+P
+Gross Investment




+G
+X-M
	GDPMP =
+P
+GDCF




+G
+X-M
	GDPMP =
+P
+GDFCF

+Change in Stock


+G
+X-M
	GDPMP =
+P
+Gross Business fixed investment
+Change in Stock
+Gross residential construction investment
+Gross public investment
+G
+X-M



Where, P is Private Final Consumption Expenditure
G is Government Final Consumption Expenditure
Net Exports = X- M = Exports – Imports
GDCF = Gross Domestic Capital Formation = GDFCF + Change in Stock
GDFCF is Gross Domestic Fixed Capital Formation 

Step 2
NNPFC = GDPMP – Depreciation + Net factor income from abroad – Net Indirect Taxes








NOTE: When any component of investment in above formula is given as NET value then in
Step 1 we get NDPMP 
	Formula 1
	Formula2
	Formula3
	Formula4

	NDPMP =
+P
+Net Investment






+G
+X-M
	NDPMP =
+P
+NDCF







+G
+X-M
	NDPMP =
+P
+NDFCF

+Change in Stock





+G
+X-M
	NDPMP =
+P
+Net Business fixed investment
+Change in Stock
+Net residential construction investment
+Net public investment
+G
+X-M


Step 2 will be
NNPFC =NDPMP + Net factor income from abroad – Net Indirect Taxes

Items to be Included 
1. Rent of Owner-occupied houses 
2. Production for self-consumption 

Items to be Excluded 
1. All transfer Payments 
2. Illegal Incomes – Smuggling, black Marketing etc. 
3. Corporate taxes 
4. Wind fall gains from lotteries 
5. Income from the sale of second hand goods. 
6. Service of Housewives 

Difficulties of National Income Measurement 
1. Problem of double counting 
2. Difficulty to convert value of goods and services in terms of money 
3. Problem of measuring Capital Depreciation. 
4. Income earned through illegal Activities 
5. Difficulty of including Transfer Payments 

GDP and Welfare:
Higher level of GDP of a country may be treated as an index of greater wellbeing of the people of that country, but there are certain reasons why this may not be correct.
(a) Distribution of GDP
· If the GDP of a country is rising , the welfare may not rise as a consequence
· This is because the rise in GDP may be concentrated in the hands of very few individuals
· For the rest , the income may in fact have fallen
· In such cases the welfare of the entire country cannot be said to have increased
(b) Non-Monetary Exchange
· The value of non-monetary transactions like services of housewife , kitchen gardening are not included while calculating GDP due to non-availability of data
· These have also certain values and which measures economic welfare
· By non-inclusion of these values in the estimation of GDP there is underestimation of GDP
· Hence GDP calculated in the standard manner may not give us a clear indication of the productive activity and well-being of the country
(c) Externalities: 
· Externalities refers to the benefits (or harms) a firm or an individual causes to another for which they are not paid (of penalized) – benefits called positive externalities and harms called negative externalities
· Externalities do not have any market in which they can be bought and sold
· The value of externalities are not taken in to account while estimating national income
· Positive externalities under estimate the national income and negative externalities overestimate the national income
(d) Composition of GDP
· If GDP is composed of more socially undesirable goods like guns, bombs it will definitely overestimate the GDP in calculating welfare of the people.



	

	








	Multiple Choice Questions (MCQs)

1. Which of the following is a flow concept?
(a) Capital Formation            (b) Change in stock        (c)  GDP at MP           (d) All of the above.
Ans:  (d)

2. If the money value of final goods and services produced by normal residents of a country in a  year, measured at the prices of the current year then it is  called as:
(a) Real GDP            (b)  GDP at constant Price       (c)  National Product           (d) GDP at current price
Ans: (d)

3. Which of these is transfer income?
(a) Rent             (b) Wages        (c) Gifts received from abroad            (d) Profit.
Ans: (c)

4. The net value at Market Price of final goods and services during an accounting year within the domestic territory of a country is known as 
(a) GDPfc            (b) NNPfc         (c)  NDPmp           (d) GDPmp
Ans: (d)

5. Which of the following is intermediate product?
(a) Pulses purchased by consumers            (b) Machine purchased by a  firm         (c) Wheat used by flour mill             (d) Wheat used by household.
Ans  (c)

6. Depreciation means:
(a) Destruction of a factory due to fire             (b)  Loss in fixed assets due to normal wear and tear        (c) Loss in fixed assets due to earthquake            (d) Shut-down of a factory  due to strike
Ans: (b)

7. GDPfc = GDPmp  ̶  …………………..
(a) Indirect Tax            (b)  Depreciation       (c)  NFIA           (d) NIT
Ans: (d)

8. Domestic income is greater than National Income if 
(a) NFIA  is positive          (b) NFIA is zero       (c)  NFIA  is negative         (d) None of these.
Ans: (c)

9. Which of these is not a component of operating surplus?
(a) Interest            (b)  Rent        (c) Royalty            (d) Wages
Ans:- (d)

10. While estimating national income, depreciation is measured from:
(a) Durable Consumer goods            (b)  Capita Goods       (c) Intermediate goods             (d) Final Goods
Ans: (b)

11. Which of the following is also known as domestic factor income?
(a) NDPfc            (b)  NNPmp       (c) GDPfc            (d) NNPfc
Ans: (a)

12. Which of these is not an example of leakage?
(a) Savings            (b) Taxes         (c) Imports            (d) Intermediate goods
Ans: (d)

13. Which of the stat ement is correct?
(a) GNPmp  will be greater than GDPmp when NFIA will be less than zero.            
(b)  GNPmp  will be greater than GDPmp when NFIA will be zero.       
(c)   GNPmp  will be greater than GDPmp when NIT will be zero.          
(d) GNPmp  will be greater than GDPmp when NFIA will be more than zero.
Ans: (d)

14. Which of the following is included in national income?
(a)  Sale of bonds by a company           (b) Expenditure on transportation by a firm        (c) Interest payment on loan by households to banks            (d) None of these.
Ans: (c)

15. Which of these is not transfer payment/
(a) Indirect Tax            (b) Subsidies        (c) Scholarship            (d) None of these
Ans: (d)

16. When the value of same output is counted more than once while measuring national income it results:
(a) Less Measurement of N.I          (b) More Measurement of N.I        (c) Correct Measurement of N.I            (d) None of the above.
Ans: (b)

17. Which of the following is not a component of NFIA
(a) Net compensation of employees            (b) Net income from property and enterpreneurship         
(c)  Net retained earnings from abroad           (d) None of these.
Ans: (d)

18. Which item from the following will be included in national income?
(a) Employees contribution to the social security schemes            
(b) Expenditure on the maintenance of building        
(c) Expenditure on the construction of building             
(d) Interest payment by employees on loan given from employer.
Ans: (c)

19. Which of the following is not a component of gross domestic fixed capital formation?
(a) Gross  Government Investment              (b) Inventory Investment        (c)  Gross Residential construction investment           (d) Gross business fixed investment.
Ans: (b)

20. Which of the following is leakages?
(a)  Export           (b) Import        (c) Investment            (d) Both (a) and (b)
Ans: (b)

21. A person of an institution who normally resides in a country and whose economic interest lies in that country is known as:
(a) Normal Resident of a country            (b) Non- resident of a country        (c) Both (a) and (b)            
(d) None of these.
Ans: (a)

22. Find out factor payment from the following:
(a) Subsidies             (b) Old age pension        (c)  Profit           (d) Income tax
Ans: (c)

23. Corporation tax is not a component of :
(a) Personal Income           (b) National Income       (c) Domestic Income            (d) Private income
Ans: (a)

24. Old age pension given by Government of India comes under:
(a) Factor Income            (b) Capital Transfer        (c) Current Transfer            (d) Domestic Factor Payment.
Ans: (c)

25. Which of the following is not a normal resident of a country?
(a) An Indian working in WHO situated in India            (b) An American tourist in India        
(c) An Indian working in American Embassy             (d) A branch of WHO in India.
Ans: (b)

26. A firm’s value added is equal to :
(a) Sales            (b) Profit         (c) Sales – Intermediate consumption          
(d) Sales + Intermediate consumption
Ans: (c)

27. Which of the following is not in intermediate goods for a farmer?
(a) Seeds            (b) Fertilizer          (c) Tractor            (d) All of these
Ans: (c)

28. Medicine supply to the Earthquake victim in India by British Government is :
(a) Factor Income             (b) Capital Transfer         (c) Net  factor Income from abroad            
(d) Current Transfer.
Ans: (d)

29. Which of the following is a final expenditure?
(a) Computer purchased by a school             (b) Scooter purchased by a dealer        (c) Vegetables purchased by a restaurant             (d) Milk purchased by a tea-maker.
Ans: (a)

30. Change in stock will be negative when:
(a) Closing Stock > Opening Stock            (b) Closing Stock < Opening Stock        (c) Closing Stock = 0           (d) Opening Stock = 0
Ans: (b)

31. Income earned by family, government and rest of the world from each other is known as:
(a) Transfer Income            (b) Mixed Income of Self-employed         (c) Compensation of Employees            (d) None of these.
Ans: (a)

32. In the process of production, flow of goods and services leads to factor income, factor income lead to expenditure, expenditure leads to further production and therefore to factor income, it is known as:
(a) Circular flow of Income            (b) Circular flow of Expenditure        (c) Circular flow of Transfer Income            (d) None of these.
Ans: (a)

33. Transfer income is :
(a) One side payment            (b) Factor Payment        (c) Factor Income             (d) Mixed Income
Ans: (a)

34. If NDPfc = Rs 1500 and Net Factor Income paid to Abroad is (-)Rs 500, then NNPfc will be:
(a) Rs 2,000            (b) Rs 1,500        (c) Rs 1,000            (d) Rs 2,500
Ans: (c)

35. Social Welfare is the sum total of ;
(a) Economic welfare and GDP            (b) Non-Economic welfare and Transfer Income        
(c) Economic and Non-Economic Welfare           (d) None
Ans: (c)

36. Which of the following is not included in transfer income?
(a) Compulsory transfer income            (b) Voluntary transfer income        (c) Capital Transfer Income            (d) Mixed Income
Ans: (d)

37. In an closed economy, which of the following sector is not included?
(a) Household Sector            (b) Firms        (c) Government Sector            (d) Rest of the world
Ans: (d)

38. A payment made periodically to a landlord for the use of property for a specific period of time is  called;
(a) Rent            (b) Profit         (c) Interest              (d) Royalty
Ans: (a)

39. Which of these is not a consumer good?
(a) Use of bread by a household             (b) Use of milk by a household        (c) Use of sugar by a family            (d) Use of seed by a farmer.
Ans: (d)

40. Which of these does not have operating surplus?
(a) A doctor’s clinic            (b) Departmental Enterprises of Government        (c) Cloth mill            
(d) A hospital  run by charity organisation
Ans: (d)

41. The tax which is imposed on the profit of corporate is known as :
(a) Income tax            (b) Corporate tax       (c) Sales tax           (d) Excise duty
Ans: (b)

42. Income earned through entrepreneurship is called;
(a)  Profit           (b) Loss        (c) Operating Surplus           (d) Royalty
Ans: (a)

43. State the formula of National Income at Factor Cost.
(a) National Income at Market Price – Indirect tax            
(b) National Income at Market Price + Indirect tax                      
(c) National Income at Market Price – Net Indirect tax                        
(d) National Income at Market Price + Net Indirect tax            
Ans: (c)

44. Profit is included in income from:
(a) Wealth            (b) Rent        (c) Compensation of employees           (d) Dividend
Ans: (a)

45. In India which of the following method is used to estimate National Income?
(a) Income Method            (b) Expenditure Method         (c) Value Added Method             (d) All of these
Ans: (d)
46. Identify the item which is not ‘injection”?
(a) Investment             (b) Export        (c) Government Expenditure            (d) Tax
Ans: (d)
47. Fill in the blanks:
…………………..= NDPmp + NFIA – NIT
(a) GNPmp             (b) GNPfc        (c) NNPfc            (d) GDPfc
Ans: (c)

48. Fill in the blanks:
GNPfc = NNPmp + ………….. – NIT
(a)  NFIA           (b) Indirect Tax        (c) Depreciation             (d) Subsidy
Ans: (c)

49. Which of the following item is not a component of profit?
(a) Dividend            (b) Corporate Savings         (c) Corporation Tax             (d) Rent
Ans: (d)

50. Which of the following item is not a component of ‘Operating Surplus’?
(a) Royalty            (b) Bonus        (c) Interest            (d) Rent
Ans: (b)


Assertion –Reasoning Based MCQs

Read the following statement- Assertion(A) and Reason(R)
Choose one of the correct alternatives given below:-
a) Both Assertion (A) and Reason(R) are true and Reason (R) is the correct explanation of Assertion (A) 
b) Both Assertion (A) and Reason (R)  are true but Reason (R) are true but Reason (R) are true but (R) is not the correct explanation of Assertion (A)
c) Assertion (A) is true but Reason (R) is false.
d) Assertion (A) is false but Reason (R) is true.




1. Assertion (A):- Exports of goods and service are included in Gross Domestic Product.
Reason (R):- It will be included in national income as the sum total of expenditure of the domestically produced goods and services during an accounting year is called GDP.

2. Assertion (A):-To calculate the value of output, we will add sales and exports.
Reason (R):- Sales are equal to the Value of output if there is not change in stock.

3. Assertion (A):- An American working in the World Bank in India for more than a year is considered as Normal resident of India.
Reason (R):- Normal resident is said to be one who ordinarily resides in the country concerned and whose centre of economics interest lies in that country.

4. Assertion (A):- Services of a housewife cannot be properly evaluated as there are no appropriate data for the same.
Reason (R):- The services of a housewife cannot be properly evaluated as there are no appropriate data for the same.

5. Assertion (A):- An item that is meant for final use and will not pass through any more stages of production or transformation is called a final good.
Reason (R):- It will not undergo any further transformation at the hands of any producer, but many such final goods are transformed during their consumption.

6. Assertion (A):- Purchase of a car by a consumer is included in the calculation of National income.
Reason (R):- Gross Domestic Capital formation is a part of National Income.

7. Assertion (A):-GDP can be greater than GNP.
Reason (R):- NFIA can never be negative.

8. Assertion (A):- Factor incomes contributed to an increase in GDP.
Reason (R):- Scholarship will be added in National Income as it is a factor payment.

9. Assertion (A):- Net investment is a stock concept.
Reason (R):- Capital is a flow concept.

10. Assertion (A):- Net export are a part of domestic income.
Reason (R):- Domestic income includes net factor income from abroad.

Answers:-Assertion &Reasoning- 1.(a)  2.(d)   3.(c)   4.(a)  5.(a)  6.(b)  7.(c)  8.(c)  9.(c)  10.(c)
	

	 
	PREVIOUS  YEAR CBSE QUESTION AND ANSWERS.
	

	Q1.
	Question: “Final goods include only those goods which are consumed by the households”. Defend or refute the given statement with valid reason.
Answer: The given statement is refuted as final goods include those goods which are either consumed by the households or purchased by a producer for investment purposes.
(to be marked as a whole) (No marks are to be allotted if reason is not/wrongly given)
OR
Question: “Circular flow principle is based on the assumption that one’s expenditure will become other’s income.” Explain the given statement.
Answer- In a two sector economy households and firms exist to run the economy. Households render factor services to the firms and earn factor incomes from them. Whereas; firms produce and sell goods and services to households and earn their income by an equal magnitude. Thus, in a circular income mode, the axiom that one’s expenditure is other’s income holds true. (to be marked as a whole) (Diagram not mandatory)
	3 (2020)

	Q2
	Question: (a)Calculate the value of “ Change in Stock” from the following data:
	S.NO
	Items
	Amount (in
Rs Crores)

	I
	Sales 
	400

	Ii
	Net Value Added at Factor cost (NVAFC) 
	200

	Iii
	Subsidies 
	10

	Iv
	Change in Stock 
	?

	V
	Depreciation 
	40

	vi
	Intermediate Consumption 
	100



Answer: Change in stock = (ii) +(vi)+(v)-(iii)-(i)
= 200+100+40-10-400
= (-) Rs 70 Crores.
Question: (b). Define Real Gross Domestic Product.
Answer: Real Gross Domestic product is the sum total of the money value of all final
goods and services produced in an economy during the year estimated at some given
base year’s prices.
                                                              OR
Question: (a) Discuss briefly the three components of ‘Income from Property and
Entrepreneurship.’
Answer: (a) Income from property and entrepreneurship (operating surplus) includes:
i. Rent/Royalties
ii. Interest
iii. Profit (Brief explanation of each pointer)

Question: (b) What are ’externalities’? State its types with suitable examples.
Answer: (b) Externalities refer to the benefits/harms caused by a firm/individual to the
Society in general, without being penalised.
There are two types of externalities :-
(i) Positive externalities – Social benefits. E.g. saving of time/fuel with
construction of better roads in a country
(ii) Negative externalities - Social harms for example pollution caused by stubble
burning in some states of India. (any other suitable definition/example to be allotted marks)
	6

	Q3
	Question 15.
What do you mean by a direct tax? [1]
                              OR ‘
What do you mean by an indirect tax?
Answer:
Direct tax refers to a compulsory payment to the government whose impact and incidence falls on same person. It is progressive in nature. Example-Income tax and Property tax.
                              OR
Indirect tax refers to a compulsory payment to the government whose impact and incidence falls on different persons. It is regressive in nature. Example- VAT, custom duty.
	2019

	Q4
	Question 20.
“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. [4]
                                                                        OR
Explain the meaning of Real Gross Domestic Product and Nominal Gross Domestic Product, using a numerical example.
Answer:
I do not agree with the statement that “Higher gross domestic product (GDP) means greater per capita availability of goods in economy” as higher GDP does not mean high per head availability of goods and services.
(i) It depends upon the population of the country. If GDP is higher but population is • equally high then per head availability of goods and services will be low.
(ii) It also depends on the fact that whether the income is equally distributed or unequally distributed. If income is equally distributed then share of goods and services for each individual will be equal but if it is unequally distributed, the rich will take more share in comparison to a poor.
                                                                          OR
Real GDP refers to the money value of all the final goods and services calculated at a base year price produced within the domestic territory in a given time period.
Nominal GDP refers to the money value of all the final goods and services calculated at a current year prices produced within the domestic territory in a given time period.
	Commodities
	Quantity in 2018
	Prices in 2011
	Prices in 2018
	Real GDP
	Nominal GDP

	A
	TO
	5
	10
	50
	100

	B
	15
	7
	10
	105
	150

	C
	20
	10
	15
	200
	300

	D
	5
	12
	15
	60
	75

	Total
	
	
	
	415
	725


In the above table real GDP is Rs 415 for the year 2018 while nominal GDP is Rs 725 for the same year. Such a difference in GDP is due to increase in prices from base year to current year.
Therefore, Real GDP is always considered as true indicator of economic growth.
	

	Q4
	Question 24.
Define the following : [6]
(a) Value Addition
(b) Gross Domestic Product
(c) Flow Variables
(d) Income property and entrepreneurship
                                                                       OR
Given the Following data, find the value of “Gross Domestic Capital Formation” and “Operating Surplus”.
[image: CBSE Previous Year Question Papers Class 12 Economics 2019 (Outside Delhi) 12]
Answer:
(a) Value addition refers to the produced within the domestic territory of a country during a accounting year.
(b) Gross domestic product refers to the money value of all the final goods and services produced within the domestic territory of country during a accounting year.
(c) Flow variables are the measurable variables that are measured over a period of time, e.g., National income.
(d) Income from property and entrepreneurship is also called the operating surplus which is the sum up of rent, royalty, interest and profits.
                                                                  OR
Gross Domestic Capital Formation = (i) – {(iii) + vii + x} + vi – xii + iv
GDCF = 22,100 – {7,200 + 6,100 + 3,400} + 500 (-150) + 700
GDCF = Rs. 6750 crores
Operating Surplus = National income – wages and Salaries – mixed income of self employed – Net factor income from abroad
	

	Q5
	Question 5.
Discuss briefly the concept of normative economics, with suitable example. [3]
Answer:
Normative economics focuses on the ideological, opinion-oriented, prescriptive value of judgements and “what should be” statement aimed towards economic development, investment project, and scenarios. Its goal is to summarize people’s desirability (or the lack thereof) to various economic developments, situations, and programs by asking or quoting what should happen or what ought to be. ‘Normative economics is subjective and the value -based, originating from personal perspectives, feelings, or opinions involved in the decision making process. Normative economics statements are rigid and prescriptive in nature. They often sound political or authoritarian, which is why this economic branch is also called “what should be” or “what ought to be” economics.
An example of a normative economic statement is : “The government should provide basic healthcare to all citizens.” As you can deduce from this statement, it is value-based, rooted in personal perspective, and satisfies the requirement of what “should” be.
	

	Q6
	Question 18.
Distinguish between stock and flow variables with suitable examples. [3]
                                                   OR
What are capital goods ? How are they different from consumption goods?
Answer:
Difference between stock and flow variables is:
	Stock
	Flow

	(i)      Stock relates to a point of time, e.g. your saving as on January 1, 2014 are Rs 10,000.
	Flow relates to the period of time, e.g. your pocket expenses of ₹ 20 per day.

	(ii)    Stock is not time dimensional.
	Flow is time-dimensional as per hour, per month, per year.

	(iii)  Stock influences the flow, greater the stock of capital, greater is the flow of goods and services.
	Flow influences the stock. For example, monthly increase in the supply of money leads to an increase in the quantity of money.

	(iv) Example – Population of a country, Bank deposit etc.
	Expenditure of money, interest on capital etc.

	
	



	2018

	Q7
	Difference between capital goods and consumption goods is:
	Consumption Goods
	Capital Goods

	(i)      Goods which are consumed for their own sake to satisfy current needs of the consumers directly are consumption goods.
	Capital goods are fixed assets of producers which are repeatedly used in production of other goods and services.

	(ii) These are used for achieving satisfaction.
	These are used for generating income by production units.

	(iii) Consumption goods meet the basic objective of  an economy i.e. to sustain the consumption of entire population of the economy.
	Capital goods are producer’s goods which are repeatedly used in production process for generating income.

	(iv) For example – Food, shoes, retailers, barbers etc.
	For example – Machine, tools, technology



	

	Q8
	Question 24.
Calculate (a) Operating Surplus, and (b) Domestic Income: [6]
[image: CBSE Previous Year Question Papers Class 12 Economics Re-Exam 2018 12]
Answer:
(a) Operating Surplus :
OS = Corporation tax + Rent and Interest + Dividend + Undistributed profits.
OS = (iv) + (ii) + (vii) + (viii)
= 460 + 800 + 940 + 300
= Rs. 2,500 crores

(b) Domestic Income:
NDPFc = Compensation of employees + Operating surplus + Mixed income
= 2000 + 2500 + 200 = 4,700 crore
Answer: OS = 2,500 crore
DI = 4,700 crore
	
































UNIT-2 
MONEY AND BANKING MACRO ECONOMICS
[image: USD/INR Forecast | Will USD/INR Go Up or Down?]

Money and banking
Barter system of exchange: it is a system in which goods are exchanged for goods. In this system, Exchange takes place without money. For example, rice is exchanged for wheat, cow is exchanged for goats or other goods.
C-C economy: C-C Economy stands for commodity for commodity economy. C-C Economy is an economy in which goods are exchanged for goods. Thus C-C economy is dominated by barter system of exchange.
Drawbacks of the barter system:
(i) double coincidence of wants: in barter system, there is lack of double coincidence of wants. Simultaneous fulfilment of mutual wants by buyers and sellers is known as double coincidence of wants.
(ii) lack of a common unit of value: in this system, there is no common measure of value of goods and services. In the absence of a common unit of measurement, evaluation of goods and services is not possible.
(iii) lack of store of value: it is difficult to store wealth in the form of goods like cattle, wheat, rice onion etc. for future use. 
(iv) lack of standard of deferred payment: under barter system, future payments are very difficult because goods are not used for future payments.
Evolution of money:
(i) commodity money: various types of commodities like cows, leather, precious stones, wheat ctc. are used as medium of exchange.
(ii) metallic money: metals particularly gold and silver are used as a medium of exchange.
(iii) paper money: in modern age, paper money like currency notes are used as a medium of exchange.
(iv) bank/credit money: it includes cheques, demand drafts etc. which are used as a medium of exchange.
(v) Plastic money: it includes credit card, debit card etc.
Meaning of money: money is anything which is commonly accepted as a medium of exchange, a unit of value, a store of value and means for standard of deferred payments.

Functions of money: 
Primary functions of money: 
(i) a unit of value: money has a unit of value. It is a unit of account in terms of which the value of all goods and services is measured and expressed (prices). 
(ii) a medium of value: all exchanges take place in terms of money. It serves as a medium of exchange. money helps in buying and selling of goods and services as it is commonly accepted measure of value. 
Secondary functions of money:
(iii) store of value: money is an asset and can be stored in future because it is commonly accepted measure of value and it remains constant compared to goods. It occupies less space for storage in comparison with goods.
(iv) a standard of deferred payments: deferred payments mean payments made in future. It is used as a standard of deferred payments because it is generally accepted measure of value and it is durable and homogeneous.
 Supply of money 
It refers to total stock of money held by the people of a country at a point of time. It is a static concept.
Supply of money includes three components:
1. currency with public: it consists of coins and paper currency.  
2. demand deposit: demand deposits are those deposits which can be withdrawn from the bank on demand or by writing a cheque any time.
3. other deposits with RBI: it includes demand deposits with RBI of public financial institutions like NABARD, foreign central banks and foreign governments and international financial institutions like IMF and world bank.
M = C+ DD + OD
M= Supply of money, C = currency with public, DD = demand deposit and 
OD= other deposits with RBI ( world bank, IMF, foreign central bank etc.)
Suppliers of money includes:
(i) central bank of India: it issues currency on the basis of minimum reserve system.                                                                                                                              (ii) commercial banks: the commercial banks do not issue notes and coins. They create money on the basis of demand deposits.                                                                                                                                                                                                (iii) the government: the ministry of finance issues one rupee notes and coins of all denomination.
High powered money: it is the sum of currency with public and cash reserve with the banks.
              					 H= C + R

CREDIT CREATION BY COMMERCIAL BANKS
Commercial bank- it is a financial institution which accepts deposits from the public and advances loans to the public with the view to earn profit.
Primary deposits- the deposits of public held by a bank are called primary deposits.
Secondary deposits- when the bank gives loan to a person, this amount of loan is deposited in his account which is known as secondary deposits/derived deposits. Thus, deposits created by commercial banks are called secondary deposits.
Legal reserve ratio- it is the fraction of total deposits of commercial banks which is legally compulsory for the banks to keep as reserves. It is the sum of cash reserve ratio (CRR) and statutory liquidity ratio (SLR). 
Deposit/Credit/money multiplier- it is the reciprocal of legal reserve ratio. 
			Credit multiplier = 1/ LRR
It is a multiple by which total deposits increase many times because of primary deposits.
Credit/money creation by commercial banks
Credit creation is an important function of commercial banks.
Credit creation is the process by which the bank creates credit (secondary deposits) through primary deposits.
Credit creation by commercial Bank is determined by two factors 
(i) initial deposits/ primary deposits and (ii) legal reserve ratio (LRR)
It is assumed that all banks are a single banking unit and all the transactions are made through banks only.
Creation of credit by commercial banks can be explained through the following table
	Rounds
	Deposits (Rs)
	Loans (Rs)
	Cash reserves (Rs)

	First round
	1000
	900
	100

	Second round
	900
	810
	90

	Third round
	810
	729
	81

	……………
	………………
	……………..
	……………….

	…………….
	………………
	………………
	……………….

	total
	10000
	9000
	1000



Suppose that primary deposit is Rs 1000 and LRR is 10%. in the first round, bank receives deposits of Rs 1000. Banks are required to keep only Rs (1000 x .1) 100 as cash reserves and free to lend the remaining Rs (1000 – 100) 900 to the borrowers. Banks credits this amount to the account of the borrower. In the second round, the banks keep 10% of 900 i. e. 90 in the reserve and lend Rs 810 to the borrowers. Similarly, in the third round, the bank will keep 10% of 810 i.e. Rs 81 as reserve and lends remaining Rs 729 to the borrowers and so on. This process keeps on going until the total cash reserve become equal to 1000.
The initial deposits of Rs 1000 becomes additional deposits of Rs 900, 810, 729, etc. If we add all these deposits, it will be Rs 10000.
Total money creation by bank = primary deposit x 1/ LRR
				= 1000 X 1/10%
				= 1000 X 10 = Rs 10000

Relation between money multiplier and legal reserve ratio: there is inverse relation between money multiplier and legal reserve ratio.
Money multiplier = 1/ legal reserve ratio.
Money multiplier measures the amount of money that the banks are able to create in the form of total deposits with every initial deposit.
If LRR= 5%, money multiplier= 1/5% = 20
if LRR =10%, money multiplier = 1/10% = 10
thus, we see that there is inverse relation between money multiplier and LRR. 
When the value of LRR increases, the value of money multiplier decreases.

Methods of Credit control
There are two methods of credit control:
1 quantitative methods and 2 qualitative methods
1 Quantitative methods: quantitative methods are those methods which are used by RBI directly influence the total volume of credit in the economy. Quantitative methods include the following instruments
(i) bank rate policy: it is the rate at which the RBI gives loan to the commercial bank to meet their long term needs. In order to increase or decrease money supply in the economy the RBI increases or decreases bank rate. If the central bank increases bank rate, the rate of interest of commercial banks also increases. It makes the credit costlier, as a result, demand for credit reduces and less money goes to the economy. If the central bank decreases bank rate, rate of interest declines which makes the credit cheaper. As a result, demand for credit increases and more money goes to the economy i.e. supply of money increases in the economy.
(ii) open market operations: open market operations mean sale and purchase of government securities and other approved securities by the central bank in money and capital market. To control of credit in the economy, the central bank sells and purchases government securities in the open market. If central bank sells the government securities in open market, people will purchase of these securities from their savings as result, cash with people decreases and cash deposits in the banks also reduces. Thus, money supply contracts in the economy. On the other hand, if the central bank purchases government securities from the people, then people get cash from RBI and deposit a part of it in the commercial banks. With these additional deposits, banks expand credit creation. Thus, money supply expands in the economy.
(iii) cash reserve ratio: it is a certain ratio of deposits of commercial banks which is kept in cash form with RBI. RBI can affect cash reserves of commercial banks by changing in CRR. For credit contraction, RBI increases CRR. It reduces cash reserves with banks which further decreases credit creation in the economy. For credit expansion, RBI reduces CRR. It increases cash reserve of banks and more credit creation takes place.
(iv) statutory liquidity ratio: it is a certain ratio of deposits of commercial banks which every bank is required to maintain with itself in the form of cash or other liquid assets. For expansion of money supply, the central bank reduces SLR which further increases cash reserve of commercial banks. Consequently. Credit creation increases in the economy. For contraction of money supply, the central bank increases SLR.
(V) Repo rate: it is the rate at which central bank gives short period loans to the commercial banks. An increase in repo rate will force commercial banks to increase their lending rates. It will make borrowings costlier to general public. People may borrow less. Thus, credit creation by banks declines and money supply decreases in the economy. 
A decrease in repo rate will induce commercial banks to decrease their lending rates. It will make borrowings cheaper to general public. People may borrow more. Thus, credit creation by banks increases and money supply increases in the economy.
(vi) reverse repo rate: it is the rate at which RBI accepts deposits from the commercial banks. When reverse repo rate is raised, it encourages the commercial banks to park their funds with the central bank. This has the negative impact on the lending capability of the commercial banks.
Lowering reverse repo rate has the opposite impact which raises demand for borrowings from the commercial banks.
     

1 mark questions
1.What is a commercial bank?{2008)
Ans. A commercial bank is a financial institution which accepts checkable deposits and lends money to public
2.What is meant by cash reserve ratio?(2009)
Ans. It is the ratio of bank deposits that the bank has to keep with the central bank.
3.Give the meaning of money. (2010)
OR Define Money.(2011)
Ans.  It is anything that serves as a medium of exchange.
4.State the components of supply of money.(2013)
Ans. 1. Currency held by the public, 2. Demand Deposit
5.What are time deposits?(2014)
Ans. Time deposits are deposits which have fixed period of maturity or which can be withdrawn only    
After a specified period of time.
6.Define ‘Statutory Liquidity Ratio’.(2011)
Ans. SLR is the ratio of deposits which commercial banks are required to keep with themselves.
7.Demand deposits include 
(a)  Saving account deposits and fixed deposits
(b) Saving account deposits and current account deposits
(c) Current account deposits and fixed deposits
(d) All types of deposits
Ans. (b) Saving account deposits and current account deposits
If ‘legal reserve ratio’ is 20%, what will be the value of money multiplier? (2018)
      Money Multiplier =1/LRR =1/20%=5
8. Which of the following is not the function of the central bank? (2018)
Banking facilities to government
Banking facilities to public
Lending’s to government
Lending’s to commercial banks

Ans. (b) Banking facilities to public
3 / 4mark questions
9. Explain the ‘lender of the last resort’ function of the central bank.(2010,2012,2013)
Ans.When commercial banks are in need of funds in emergency they approach the central bank for giving them loans. Such a lending facility to the commercial banks by the central bank is referred to as the lender of last resort function of central bank.
10.Explain ‘banker to the government’ function of central bank. (2008,2010,2014)
OR
11.Explain ‘government’s banker’ function of the central bank.(2012)
Ans.It acts as banker to the government. It accepts deposits from government and give loans to the government in times of need. Explanation in terms of undertaking banking transactions of government, managing public debt, advising on financial matters.
12.How    does  a  commercial bank create money?(2010)
OR
Explain the process of credit creation by commercial banks. (2017)
Ans.Money creation by banks is determined by (1) Fresh deposits and (2) Legal Reserve Ratio.
Suppose fresh deposit is Rs. 10000 and LRR is 20%. Initially banks keep Rs 2000 as cash and lend Rs 8000. Those who borrow spend these Rs 8000. It Is assumed that this Rs 8000 comes into banks as a fresh deposit. Banks again keep 20 % of it as cash reserve and lend the rest. In this way money creation goes on.Total money creation is Rs 50000.
        Money creation= Initial deposit x 1/LRR

13.Explain how do ‘open market operations’ by the central bank affect money creation  by commercial banks.(2010)
Ans. Open market operations refer to the buying and selling of securities by the central bank from and to the general public. Sale of securities by the central bank leads to flow of money out of commercial banks and into the central bank. This reduces effective deposits with commercial banks and checks money creation reducing aggregate demand and investment.

Currency is issued by the central bank, yet we say that commercial banks create money. Explain. How is this money creation by commercial banks likely to affect the national income? Explain.(2015)
Ans.  Money supply has two components: Currency and demand deposits with commercial banks. Currency is issued by the central bank while deposits are created by commercial banks by lending money to the people. In this way commercial banks also create money.
           Commercial banks lend money mainly to investors. The rise in investment in the economy leads to rise in national income through the multiplier effect.
14. Explain how ‘Repo Rate’ can be helpful in controlling credit creation. (2016)
Ans. Repo Rate is the rate of interest at which central bank lends money to commercial banks for short   
Period.
       Rising Repo Rate makes borrowings by commercial banks costlier. So these banks are forced to raise their lending rates. Since borrowing becomes costly for people, they borrow less. Banks therefore create less credit.
15. Explain the role of Reverse Repo Rate in controlling credit creation.
Ans.  When the commercial banks have surplus funds they can deposit the same with the central bank and earn interest. The rate of interest paid by the central bank on such deposits  is called reverse repo rate.
        When reverse repo rate is increased, it encourages the commercial banks  totransfer more funds to RBI. So the lending capacity of the commercial banks reduces. Demand for credit reduces  and excess demand is corrected.

16. Discuss the meaning of any two methods of controlling credit which may be adopted by the central  bank.(2018)
Ans. (a) Bank Rate Policy-It is the rate at which the central bank lends funds to the commercial banks. An increase in the bank rate increases the cost of borrowing from the central bank. This will then cause banks to increase the rate at which they lend. This will discourage people from taking loans, thus reducing the volume of credit in the economy and vice-versa.
(b) Cash Reserve Ratio (CRR)- It is the proportion of deposits that commercial banks have to keep as cash reserves with the central bank. An increase in CRR has the effect of reducing the bank’s excess reserves and thus decreases their ability to give credit.

6 mark questions

17. Explain the following functions of the central bank: (2011,2015)
Bank of issue(2018)                       (ii) Banker’s bank.(2014,2017)
Ans.  (i) Bank of issue refers to the legal right to issue currency. The central bank enjoys complete 
Monopoly of note issue. It promotes efficiency in the financial system. This leads to uniformity in 
circulation and at the same time it gives the central bank power to influence money supply 
because currency with public is a part of money supply.
Banker’s Bank : Commercial banks have to keep a certain minimum percentage of its deposits as cash reserves with the central bank. The central bank uses these reserves to meet the emergency requirements of the commercial banks. Central bank also provides cheque clearing and remittance facilities to the commercial banks. The central bank in this way gives loans to these banks. It makes the central bank the banker’s bank.

18. Explain the role of the following in correcting the inflationary gap in an economy       (2011)
Legal  reserves    (ii) Bank rate

Ans.(i)  Legal reserves refer to a minimum percentage of deposits which commercial banks have to keep cash either with themselves or with the central bank. The central bank has the power to change it. When there is inflationary gap the central bank can raise the minimum limit of these reserves so that less funds are available to the banks for lending.
Bank rate is that rate of interest at which the central bank lends to commercial banks . To correct inflationary gap central bank can raise the bank rate. This forces commercial banks to increase lending rates. This reduces demand for borrowing by the public for investment and consumption. Aggregate demand falls.
19. Explain the role of the following in correcting the deflationary gap in an economy :          (2011)
Open market operations       (ii) Margin requirements. 
Ans.
Open market operations refer to the sale and purchase of securities by the central bank. Deflationary gap refers to AD falling short of AS at full employment. Then the central bank buys securities in the open market and makes payment to the sellers. The money flows out of the central bank and ultimately reaches the commercial banks as deposits. This raises the lending capacity of the banks. People can borrow more. This will raise AD.
Margin refers to the margin on the security provided by the borrowers. The central bank has the power to change this margin. When central bank lowers the margin, the borrowing capacity of the borrower increases. This rises AD.

Assertion and Reason type Question
Q. 1 Read the following statements - Assertion (i) and Reason (ii). Choose one of the correct alternatives given below:
Assertion (i): currency issued by the central bank can be held by the public Known as Monetary base.
Reason (ii): It consists coins and paper currency.
(A) Both Assertion (i) and Reason (ii) are true and Reason (ii) is the correct explanation of Assertion (i)
(B) Both Assertion (i) and Reason (ii) are true and Reason (ii) is not the correct explanation of Assertion (i)
(C) Assertion (i) is true but Reason (ii) is false.
(D) Assertion (i) is false but Reason (ii) is true.

Ans- A


Q. 2 Read the following statements - Assertion (i) and Reason (ii). Choose one of the correct alternatives given below:
Assertion (i): Banks can create money
Reason (ii): Banks can lend simply because they do not expect all the depositors to withdraw what they have deposited at the same time.
(A) Both Assertion (i) and Reason (ii) are true and Reason (ii) is the correct explanation of Assertion (i)
(B) Both Assertion (i) and Reason (ii) are true and Reason (ii) is not the correct explanation of Assertion (i)
(C) Assertion (i) is true but Reason (ii) is false.
(D) Assertion (i) is false but Reason (ii) is true.

ANS- B
Q. 3 Read the following statements - Assertion (i) and Reason (ii). Choose one of the correct alternatives given below:
Assertion (i): India got its central bank in 1935 Reason (ii): Its name is the ‘Federal Reserve of India’.
(A) Both Assertion (i) and Reason (ii) are true and Reason (ii) is the correct explanation of Assertion (i)
(B) Both Assertion (i) and Reason (ii) are true and Reason (ii) is not the correct explanation of Assertion (i)
(C) Assertion (i) is true but Reason (ii) is false.
(D) Assertion (i) is false but Reason (ii) is true.

ANS-C 
Q. 4 Read the following statements - Assertion (i) and Reason (ii). Choose one of the correct alternatives given below:
Assertion (i): From the point of view of money supply, we need to focus on its function of issuing currency.
Reason (ii): This currency issued by the central bank can be held by the public or by the commercial banks,
(A) Both Assertion (i) and Reason (ii) are true and Reason (ii) is the correct explanation of Assertion (i)
(B) Both Assertion (i) and Reason (ii) are true and Reason (ii) is not the correct explanation of Assertion (i)
(C) Assertion (i) is true but Reason (ii) is false.
(D) Assertion (i) is false but Reason (ii) is true.

ANS-A
Q. 5 Read the following statements - Assertion (i) and Reason (ii). Choose one of the correct alternatives given below:
Assertion (i): The RBI controls the money supply in the economy in various ways.
Reason (ii): The tools used by the Central bank to control money supply can be quantitative or qualitative
(A) Both Assertion (i) and Reason (ii) are true and Reason (ii) is the correct explanation of Assertion (i)
(B) Both Assertion (i) and Reason (ii) are true and Reason (ii) is not the correct explanation of Assertion (i)
(C) Assertion (i) is true but Reason (ii) is false.
(D) Assertion (i) is false but Reason (ii) is true.

ANS- A
Q. 6 Read the following statements - Assertion (i) and Reason (ii). Choose one of the correct alternatives given below:
Assertion (i): Commercial Bank acts as a banker to the Government Reason (ii): Reserve Bank is the only institution which can issue currency
(A) Both Assertion (i) and Reason (ii) are true and Reason (ii) is the correct explanation of Assertion (i)
(B) Both Assertion (i) and Reason (ii) are true and Reason (ii) is not the correct explanation of Assertion (i)
(C) Assertion (i) is true but Reason (ii) is false.
(D) Assertion (i) is false but Reason (ii) is true.

ANS- D
Q. 7 Read the following statements - Assertion (i) and Reason (ii). Choose one of the correct alternatives given below:
Assertion (i): Commercial banks is the bank of central clearance and transfer.
Reason (ii): The Commercial banks can borrow from central bank against their eligible securities.
(A) Both Assertion (i) and Reason (ii) are true and Reason (ii) is the correct explanation of Assertion (i)
(B) Both Assertion (i) and Reason (ii) are true and Reason (ii) is not the correct explanation of Assertion (i)
(C) Assertion (i) is true but Reason (ii) is false.
(D) Assertion (i) is false but Reason (ii) is true.

ANS- C
Q. 8 Read the following statements - Assertion (i) and Reason (ii). Choose one of the correct alternatives given below:
Assertion (i): Money creation is the main function of Commercial banks.
Reason (ii): How many times the total deposit would be of the initial deposit is known as Money Multiplier.
(A) Both Assertion (i) and Reason (ii) are true and Reason (ii) is the correct explanation of Assertion (i)
(B) Both Assertion (i) and Reason (ii) are true and Reason (ii) is not the correct explanation of Assertion (i)
(C) Assertion (i) is true but Reason (ii) is false.
(D) Assertion (i) is false but Reason (ii) is true.

ANS- B
Q. 9 Read the following statements - Assertion (i) and Reason (ii). Choose one of the correct alternatives given below:
Assertion (i): Money Multiplier = 1
𝐿𝑅𝑅
Reason (ii): Lower the LRR higher the value of Money Multiplier and vice-versa.
(A) Both Assertion (i) and Reason (ii) are true and Reason (ii) is the correct explanation of Assertion (i)
(B) Both Assertion (i) and Reason (ii) are true and Reason (ii) is not the correct explanation of Assertion (i)
(C) Assertion (i) is true but Reason (ii) is false.
(D) Assertion (i) is false but Reason (ii) is true.

ANS-A
Q. 10 Read the following statements - Assertion (i) and Reason (ii). Choose one of the correct alternatives given below:
Assertion (i): Central Bank primary aim general public welfare Reason (ii): Commercial Bank primary aim profit making.
(A) Both Assertion (i) and Reason (ii) are true and Reason (ii) is the correct explanation of Assertion (i)
(B) Both Assertion (i) and Reason (ii) are true and Reason (ii) is not the correct explanation of Assertion (i)
(C) Assertion (i) is true but Reason (ii) is false.
(D) Assertion (i) is false but Reason (ii) is true.

ANS- B









































UNIT-3
DETERMINATION OF INCOME AND EMPLOYMEN11T

[image: Explain the process of determination of equilibrium national income class 12]

Aggregate demand : Aggregated demand means  the total demand for final goods in an  economy. It also means the aggregate expenditure on final goods in an economy. (OR)
AD is the sum total of expenditure that the people plan to incur on the purchase of goods and services produced in the economy during the period of an accounting year corresponding to their different levels of income.
Components of Aggregate Demand: -	AD=  C+ I+ G + (X-M)
I.	C = Demand for goods and services for private consumption also called private final consumption expenditure.
2. I = Demand for private investment
3. G= Demand for goods and services by the government
4. (X-M) = Net exports.
Since the determination of income and employment is to be studied in the context of two sector model, the third and fourth components of aggregate demand are not discussed in details. The two sectors taken are households and firms.
BEHAVIOUR OF AD : AD Schedule :- Since AD is measured in terms of aggregate expenditure in the economy, Behavior of AD is studied in term of the behavior of aggregate expenditure at different levels of income ( Y) .
AD Schedule:- Is a table showing AD corresponding to different levels of Y in the economy.  AD is positively related to Y.


	Y (INCOME)
	AD

	        0  
	15

	         10
	20

	20
	2 5

	30
	30

	40
	35

	50
	40


OBSERVATION: - 1. There is always some minimum level of expenditure in the economy even when Y=0. Thus, AD=	15 when Y = 0 called negative saving.
2. AD increases as Y increases. Thus, AD is positively related to Y.
3. After a certain level of Y is reached, Ad lags behind Y. Thus, when Y = 40, AD = 35. Thus, happens because, at higher levels of Y, people start saving a part of their income.

AD Curve :- Is a diagrammatic presentation of AD schedule showing AD corresponding to different levels  of Y in the economy .
                                                     [image: See the source image]


CONCEPT OF AGGREGATE SUPPLY (AS)
                     AS (Y) refers to flow of goods and services as planned by the producers during an accounting year. (OR) It refers  to  the  total  production  of  commodities  in   the  economy   at   a given point of time which  is measured in terms of value added or the total income generated.
It is assumed that in the short run the prices of goods do not change and the elasticity of supply is infinite. At the given price level, output can be increased till all resources are fully employed. So how much will be the aggregate output will primarily depend upon how much is the aggregate demand in the economy. Components of Aggregate Supply (AS) : - AS (Y) = C+S
C=Consumption
S=Saving
AS Schedule:- Is a table showing the behavior of AS corresponding to different levels of Y in the economy.

Diagrammatic presentation of AS

             				              [image: ]                     


The Diagram shows that AS an Y are equal to each other. Therefore, As is indicated by a 45° line from the origin.
Significance of 45 degree line in Keynesian economics: - 45° line in Keynesian economics is a line of reference. Each point on this line shows that: AS= AD
The level  of  output  income  and  employment  in an  economy  move together  in  the  same  direction  till  full employment is reached. Increase in output mea ns, increase in level of employment and increase in level of income. Decrease in output means less employment and lower level of income.
Consumption Function/ Propensity to consume
It is an expression which establishes the functional relationship between consumption Expenditure(C) & the level of income(Y). It describes that how the change in the level of income influence the consumption expenditure of the households. The   rise in   income level leads to rise in the consumption expenditure, & vice versa.
Behavior of C with respect to Y.
(i) There  is  always  so me  minimum  level  of  C,  even  when  Y=0  ,  this  is  called  Autonomous consumption . This leads to negative saving (- S).
(ii) Consumption is positively related to income rise in Y causes a rise in C.
(iii) The entire increase in Y during a particular period is not converted into C. a part of saving.



Consumption Function: A Tabular presentation
		
       
[image: ]

(I)) (5) is the minimum level of consumption. This is the level of C even when Y=0
(II)  C rises in response to a rise in   Y. Consumption is positively related   to
Income.
(III) The rate at which C increases is lower than the rate at which Y increases.


Diagrammatic Presentation
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The Algebraic presentation of consumption function may be represented by the following equation.
C = C + bY			C > 0, O < b < I.
Where,
C = Consumption		
C = Autonomous Consumption
b = Marginal Propensity to Consume
Y = Level of income
Average Propensity to Consume (APC) and Marginal Propensitv to Consume (MPC)

Average Propensity to Consume (APC):-	APC is the ratio between total consumption and total disposable income.
APC=C/Y
Value of APC: value of APC is 
(i) It is never Zero (0) 
(ii) (ii) It is greater than Zero (0) 
(iii) (iii) It can be greater than l if C > Y 
(iv) (iv) It can be l if Y=C.
Marginal Propensitv to Consume (MPC) - It refers to the ratio of change (additional) in Consumption and change (additional) in income.
MPC= ∆C/ ∆Y
Value of MPC always lies between 0 and 1 i.e. 0<MPC<l.
Saving Function or propensitv to save:- It refers to the functional relationship between S and Y (saving & level of income) , S = f (Y). In other words, it is the tendency of the households to save at a given level of income.
Income that is not s p e nt on consumption is saved, that is S = Y - C
The savings function relates the level of saving to the level of income. Equation of the saving function.

S = Y - C
-	-=
=

Y - (C + bY) (Since C  =C  + b Y)
=Y-C - bY
S = - C + (1 - b)Y
C = Autonomous saving
Saving Function: A Tabular presention

	Y(Income)
	C(Consumption)
	Saving(Y-C)

	0
	5
	-5

	10
	10
	0

	20
	15
	+5

	30
	20
	+10

	40
	25
	+15

	50
	30
	+20



OBSERVATION:- I . S = -5 when Y = 0. This is because C= 5, this is called Autonomous Saving.
2. S increases as Y increases. Implying that S is positively related to Y .
3. S remains lower than Y. It is never greater than Y.


Average Propensity to Save (APS) and Marginal Propensity to Save  (MPS)

Average Propensity to Save  (APS) :-	APC is the ratio between Aggregate Saving and Aggregate income.
APS = S/Y
Value of APS : value of APS is
 (i) It can be negative (-), If C > Y. (ii) It can be Zero (0), if Y = C.
(ii) It can be greater than 0, if Y > C. (iv) APS never I and greater than l.
Marginal Propensity to Save (MPS) :-It refers to the ratio of  change (additional)  in Saving and  change (additional) in income.
MPS = ∆S/∆Y
Value of MPS always lies between 0 and 1 i.e. 0<MPS <l.

Relationship between APC and APS :- APC and APS is equal to one.
APC+APS = 1
APC= C/Y and APS = S/Y
 APC +APS = C / Y + S / Y
= C+S /Y = Y/Y = l
Relationship between MPC and MPS :- MPC and MPS is equal to one.
MPC+MPS = I
MPC=∆C/∆Y and MPS =∆S /∆Y
MPC+MPS = ∆C/∆Y +∆S/∆ Y
=∆C+∆S I ∆Y = ∆Y/∆Y =l
Derivation of Saving curve from Consumption Curve :-
Shows the Derivation of Saving curve from a given Consumption Curve.

    			[image: ]


It involves the following steps.
(i) We take OA' = OA. Because OA= consumption when Y = 0, so that, OA' is the negative saving
When Y =0. It is indicated by ¯c in the saving function.
(ii) Point P on the saving curve is marked corresponding to point Q on the consumption curve.
(iii) By joining points A' and P and stretching it to from a straight Line, we get S curve. S- function linear C- function.
Derivation of Consumption curve from Saving Curve
Shows the Derivation of consumption curve fr om a given saving Curve.


					[image: ]
I t involves the following steps.
(I) We take OA = OA'. Because O A' = negative saving when Y = 0, and this is exactly equal to minimum consumption when Y = 0.
(II) Po int Q on the y- line is marked co1Tesponding to point P on tbe Saving curve.
(III) By joining points A and Q and stretching it to from a straight line , we get C cmve. C- Function  is linear as it is derived from a linear S - function.
Table : Average Propensities to Consume and Save

Complete the following table:

	Income
(Rs.)
	Saving
	MPC
	APS

	20
	-12
	
	

	40
	-6
	
	

	60
	0
	
	

	80
	6
	
	











MPC = - , 0.7,0.7, 0.7 MPS= -0.6, 0.15, 0 , 0.075
Complete the following table: 
	Income
(Rs.)
	MPC
	Saving
	APS

	0
100
200
300
	
0.6
0.6
0.6
	-110
	











Saving:   -70, - 30, 10 APS: - 0.7, -0.15, 0.033

Complete the following table: 

	Inco me
(Rs.)
	Sav ing
(Rs.)
	APC
	MPC

	0
	-40
	
	

	so
	-20
	
	

	100
	0
	
	0.6

	150
	30
	0.8
	

	200
	50
	
	











AP C: - 1.4, 1, 0.8, 0.75 MPC: - , 0.6, 0.6, 0.4, 0.6

DETERMINATION OF EQUILIBRIUM OUTPUT (GDP) OR EQUILIBRIUM INCOME
Two approaches to study the determination of equilibrium income (GDP):-
(i) Consumption plus Investment Approach (AS=AD approach)
(ii) Savings and Investment approach (S=I approach)
 Consumotion plus Investment Annroach (AS-AD ) of Eqauilibrium level of Income
Equilibrium level of income and output is that level of income or output at which ex-  ante Aggregate demand becomes equal to ex- ante Aggregate supply'.
AS=AD

It is also called Effective demand'. Since AS=Y, therefore the economy is in equilibrium if 					Y = AD or Y= C+I.


Effective demand: - Refers to that level of AD where AS = AD. Thus, effective demand always corresponds to the equilibrium level of income in the economy. It is called effective as it is this level of AD which actually determines the equilibrium between AS and AD. As just coincides with AD. Because AS is assumed to be perfectly elastic.


	INCOME
(Y)
	CONSUMPTION
(C)
	SAVING(Y-C)
(S)
	INVESTMENT
(I)
	AD(C+I)
	AS(C+S)

	0
	50
	-50
	100
	150
	0

	100
	100
	0
	100
	200
	100

	200
	150
	50
	100
	250
	200

	300
	200
	100
	100
	300
	300

	400
	250
	150
	100
	350
	400

	500
	300
	200
	100
	400
	500

	600
	350
	250
	100
	450
	600




It is clear from the above schedule that, equilibrium is struck when AS =AD =300. Equilibrium of income of income =300.
				[image: Chapter 5- Aggregate Demand and its related Concepts - CBSE Solutions]


In the diagram, AD function shows different levels of AD. But it is only at point E that AS=AD.
ADJUSTMENT MECHANISM:
(i) AD>  AS (Ex-ante AD > AS Ex-ante AS)
(ii) AD< AS (Ex-ante AD< AS Ex-ante AS)
AD > AS {Ex-ante AD > AS Ex-ante AS) :- If AD> AS, flow of goods and service in the economy tends to be less than their demand. As result:
(i) The existing stocks of the producers would be sold out and
(ii) The producer would suffer the loss of unfulfilled demand
(iii) To rebuild the desired stocks and avoid the loss of unfulfilled demand.
(iv) The producer would plan greater production.
(v) AS would increase to become equal to AD.

AD < AS {Ex-ante AD < AS Ex-ante AS) :- If AD <  AS , flow of goods and service in the economy tends to exceed their demand. As result :
(i) Some of the goods would remain unsold .
(ii) To clear unwanted s tocks.
(iii) The producer would plan a cut in production.
(iv) Consequently, AS would reduce to become equal to AD.
Savings and Investment approach {S=I approach or Planned S = Planned I

An  economy  is  in  equilibrium  at  a  point  where  ex-  ante  or  planned  saving  is  equal  to   planned             investment This is because in equilibrium:

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

C+S = C+I


S =I                 (as C is common on both side of the equation) (Alternative Approach)
Equilibrium is struck when: 
S=I=100 and equilibrium income =300 at the level AS=AD(300each)

						

Equilibrium is struck at point E where S and I lines intersect each. EM is the equilibrium level of income.


ADJUSTMENT MECHANISM:
(i) S > I ( Planned S > Planned I)
(ii) S < I (Planned S < Planned I)
S > I {Planned S > Planned 1):- In such situation , the following changes wil l occur.
(i) Stock of the producer would be in excess of desired limit.
(ii) Profits will s ta1t shrinking.
(iii) Planned output for the subsequent year will fall.
(iv) Level of income and employment will tend to shrink to the point where S=I.
(v) The economy will come back to the state of equilibrium.
S < I (Planned S < Plann ed I) :- In such situation , the following changes will occur.
(i) Existing stock of the producers will not be enough to cope with the level of AD.
(ii) Pro fits will not be maximum because the desired level of stock is not available. 
( iii)Producers will plan higher level of output for the subsequent years.
(iv)Level of income and employment will rise to drive the economy to the point of equilibrium.
INVESTMENT MULTIPLIER AND ITS MECHANISM
Investment multiplier is the ratio of a change in income ( Y) to a given change in investment ( I).

K = (∆Y) / (∆l )
H e re :	K = Multiplier
∆Y  = Change  income

∆I = Change in Investment

RELATIONSHIP BETWEEN MULTIPLIER AND MPC : - There is direct relationship between investment multiplier and MPC . Higher the MPC, greater is the size of multiplier and vice versa. In fact, multiplier is often estimated with reference to MPC, as under :
K= 1 / 1-MPC (K= 1/MPS)
This equation establishes a direct relationship between MPC and K.
WORKING OF MULTIPLIER: Example: - Assuming that increase in investment is Rs. 1,000 crore and MPC is 0.9. Explain the working of multiplier.
Multiplier is the ratio of a change in income (∆Y) to a given change in investment (∆l).
K = (∆Y) I (∆I)


K= 1/ l -MPC
= l/  1-0.9= 1/ 0.1 =10
Given that ∆l= 1000     K,    =10
∆Y = 10 x 1,000
= Rs 10,000 crore.
PROBLEM OF DEFICENT DEMAND AND EXCESS DEMAND 
SOME ESSENTIAL CONCEPTS:-
Full Employment Equilibrium: - Refers to the situation in the economy when AS=AD or S=I along with fuller utilization of resources. There is no excess capacity or unemployed ment in the economy.
Underemployment Equilibrium:- Refers to the situation in the economy when AS=AD or S=I but without fuller utilization of resources. Accordingly, there is unutilised capacity or excess capacity in the eco nomy eve n in a state of equilibrium.y
AD (\Jnde,.• •IIPIO't••• III}



Unemployment equilibrium level of income = OL, while full employment equilibrium level of income =
OLl .
Voluntary unemployment: - When some people are not willing to work at all, or not willing to work at the existing wage rate.
Involuntary unemployment:- When some people are not getting  work, even when they are willing to work at the existing wage rate. The economy fails to create enough jo bs beca use planned o utput is lower than the potential output.
Frictional Unemployment:- Frictional un employment is the unemployment associated with the changing of jobs in dynamic economy.
Structural unemployment:- Structural unemployment is the unemployment which is associated with structural changes in the economy, like change in technology.
Situation of Full Employment:- Full employment does not mean a situation of  zero  unemployment. Owing to constantly changing supply - demand parameters in the economy, there always exists some frictional and structural unemployment.
Problems of Deficient Demandand Deflationarv Gap


Problems of Deficient Demand and Deflationary gap :-  Deficient demand (Deflationary gap) refers to situation when Aggregate Demand is less than Aggregate Supply (AD < AS)  corresponding  to  full employment level in the economy'.
Measurement of Deficient Demand:- There is deflationary gap in the economy.

				
			[image: ]

		

· ADI line shows the required level of AD for full employment in the economy:.
· AD2 line shows planned AD which is lower than the full employment AD.
· The ve11ical difference between AD1 and AD2 = FG.


			[image: ]	




· (C+I)l   line shows the required level of AD for full employment  in the economy0.
· (C+I) 0 line shows planned AD which is lower than the	full employment AD.
· The vertical difference between (C+I)l and (C+I)O = FG.
· FG is Deflationary gap.

Causes of Deficient Demand (Deflationary gap): In a sector closed economy, deficiency of  AD occurs largely due to:
(i) Reduction in Private Consumption Expenditure(C).
(ii) Reduction in Private Investment Expenditure (I).
(iii) Reduction in Government Expenditure (G).
(iv) Decline in Exports (X).
(v) Rise in Import (M).
(vi) Increase in Tax Rates.
Consequences of Deficient Demand:- Deficient AD leads to four critical situations in the economy , as under.
(i) Underemployment Equilibrium
(ii) Deflationary Gap
(iii) Loss of Profits
(iv) Undesired stocks


PROBLEM OF EXCESS DEMAND (INFLATIONARY GAP)


Excess  demand  Inflationary  gap) refers  to situation  when  Aggregate  Demand  is  mor e	than Aggregate Supply (AD > AS) corresponding to full employment level in the economy' .

Measurement of Excess Demand Diagrammatic illustration:- There is Inflationary gap in the economy.
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· AD (Full employment) line shows the required level AD for full employment in the economy.
· ADl line shows planned AD which is higher than the full employment AD.
· The vertical difference between AD1 and AD =EF =Excess Demand.
Inflation Gap = Excess Demand



			[image: What is an inflationary gap? - Quora]


· AD1(C1+I1   (Full  employment) line  shows  the  required  level  AD  for  full  employment in  the economy.
· AD2 (C2+I2) line shows planned AD2 which is higher than the full employment AD.
· The vertical difference between (C+I)1 and (C+l)2   =GF =Inflationary gap
· Inflation Gap = Excess Demand
Causes of Excess Demand (Inflationary gap): In a sector closed economy, excess of AD occurs la rge ly due to :
(i) Increase in Private Consumption Expenditure(C).
(ii) Increase in Private Investment Expenditure (I).
(iii) Increase in Government Expenditure (G).
(iv) Increase in Exports (X).
(v) Decrease in Import (M).
(vi) A cut in tax rates leaving higher disposable income .
Consequences of Excess Demand: - Excess AD leads to three critical situation s in the economy, as under.
(i) Inflationary Gap
(ii) Static GDP
(iii) Excess demand and Wage- Price Spiral

Measures to correct Excess (Inflationary gap) & Deficient demand (Deflationary gap).
The measures can be classified into two measures viz.
I. Fiscal measures/policy; 2. Monetary measures/policy


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

	1.Government Expenditure
	Reduce
	Increase

	2.Taxes
	Increase
	Reduce

	3.Public borrowing( Public Deb t)
	Increased(steps up)
	Reduced its borrowing

	4.Borrowing from RBI
	Reduce
	Increase








	Monetary Measures to correct
	Excess (Inflationary2ap)
	Deficient	demand (Deflationary 2ap)

	Quantitative Methods
	
	

	1. Bank rate and Repo rate
	Increase
	Decrease

	2.Reverse Repo rate
	Increase
	Decrease

	3.Open Market Operation
	Selling securities
	Purchase of securities

	4. Cash Reserve Ratio(CRR)
	Increase
	Decrease

	5.Statutory Liquidity Ratio (S LR )
	Increase
	Decrease

	Qualitative Measures:
	
	

	6. Margin Requirements
	Raised (Increased)
	Reduce

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

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





Measures to correct Excess inflationary gap)

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

(1) Public (Government) Expenditure: Excess demand / inflationary situation When AD> AS corresponding to full employment level in the economy. During this situation genera l price level  to rise , causing a rise in the rate of interest ,fall in investment and fall GDP. Correction of Excess demand / inflationary situation: (i) Cut (Reduce) government expenditure (ii) Cause an overall cut in aggregate demand.(iii) So that excess aggregate demand is corrected.
(iv) Excess demand/ inflationary gap situation eliminated.

(2) Taxes: - Taxes are a compulsory payment made to government by the household. Correction of Excess demand/ inflationary situation: (i) By increasing the tax burden on households. (ii) The government reduces their disposable income. (iii) Accordingly, AD is reduced and Excess demand/inflationary situation managed.
(3) Public borrowing (Public Debt):- By borrowing from the public, the government steps up public
borrowing. In the situation of Excess demand / inflationary gap AD needs to be reduced.  Correction of Excess demand / inflationary situation: (i) The government steps up public  borrowing  by  offering attractive rate of interest. (ii) This reduces liquidity with the people. (iii) Accordingly, aggregate expenditure also reduces and Excess demand / inflationary situation managed.
(4) Borrowing from RBI{ The Central Bank): Borrowing by the government from the RBI .
Correction of Excess demand / inflationary situation: (i) Reduced amount of borrowing by government.
(ii) The amount of liquidity in the economy also reduced (iii) As desired to correct and Excess demand / inflationary situation.
Monetary Measnres:
These measures are adopted by the Central Bank of a  country in	order	to  control	Excess demand / inflationary gap. There are two methods or instruments of monetary policy.
Quantitative Methods or General methods:- which refer to the control of quantity of Money supply through credit control. The following instruments are used in   Quantitative method:

(1) Bank  Rate and Repo Rate Policy:  It  refers  to  the  rate of  interest  charged by  the  Central Bank
on the loan s & advances given to the Commercial Banks. The Bank Rate and Repo rate is determined by the Central Bank itself. Correction of Excess demand / inflationary situation: (i) The RBI (CB) Raised the bank rate and Repo rate. (ii) Which lead s to rise in rate of interest.(i ii) This leads to raise the savings & reduce the demand for loans (iv) There is a fall in purchasing power & further fall in AD and correct and Excess demand / inflationary situation.
(2) Reverse repo rate: This induces the commercial bank to park their surplus funds with the RBI for short period of time. To Correction situation of Excess demand / inflationary gap : (i)Re verse repo rate is increased. (ii) As a follow-up action, the commercial bank will be increase  their deposits with the RBI (CB) (iii) This, in tum, will reduce their ability to land money. (iv) Consequently , consumption and investment expenditure will be reduced. (v) Implying a reduction in AD correct and Excess demand I inflationary situation.
(3) Open   Market  Operations:  It  refers  to  the  process  to  sale  &  purchase  of  securities by the RBI (CB) in the economy. Correction of Excess demand / inflationary situation (i) The RBI sells the bonds & securities   in   the   market   which is   purchased   by   the   banks,   individuals   and   other financial   institution s of the economy.  (ii) This  helps  in   wiping   out   the excess of   money supply  from   the  society  ( iii) There  is  a  fall  in  purchasing  power  of   the people.(iv)  Consequently , the AD falls, this  helps in reducing the price level and correct and Excess demand/ inflationary situation
(4) ) Cash Reserve  Ratio: It is indicating some percentage of demand deposits of the commercial banks to be kept as cash reserves with RBI. The  CRR  is  an  important  tool  which  is  used  to  correct  the Excess demand / inflationary situation : (i) As the rise in CRR  lea ds to  fall  in the lending capacity of the banks.
(ii) Leads to fall in the lending capacity of the banks. (iii) This results in fall in money supply & further
fall in AD.  (iv) The  fall  in  AD  leads  to  fall  in  price  level and  correct and Excess demand / inflationary situation.
(5) Statutory Liquidity Ratio (SLR) :- SLR refers to liquid assets of the commercial banks which they are
required to maintain as a  minimum  percentage of  their total deposits.  The  SLR  is   an   important   tool which  is   used   to  correct  the Excess demand / inflationary situation  :  (i)   As  the rise in  SLR  leads to  fall in the lending capacity of the banks. (ii) Leads to fall in the lending capacity of the banks. (iii) This results in fall in money  supply  & further  fall  in   AD.  (iv) The   fall   in   AD   leads   to  fall  in   price  level and correct and Excess demand/ inflationary situation.
OUAL IT AVTIVE METHOD
(1) Margin Requirements :- The   margin  requirements  refers   to  the  difference  between  current   value of the security offered for loans and the value of
Loans granted. In case the Excess demand/ inflationary situation:  (j) As the 1ise in the
margin requirement (ii) Leads to restrict the availability of credit. (iii) This results in fall in money supply & further fall in AD. (iv) The fall in AD leads to fall in price level and correct and Excess demand/ inflationary situation.
(2) Moral  Suas ion   &   Direct   Action :- It is refers to pressure exercised  by the central bank on the
commercial bank . In case the Excess demand / inflationary situation:
(i) Restrict s and selective availability of credit. (ii) This results in fall in money supply & further fall in AD.
(iii) The fall  in  AD  leads  to  fall  in  price  level and  con-ect Excess demand I inflationary situation.

(3) Rationing of Credit: It is refers to fixation of credit quotas for different business activates. In case the Excess demand/ .inflationary situation : (i) restrict the availability of credit. (ii) Accordingly , AD is lowered
(iii) Correct Excess demand / inflationary situation.
Measures to correct Deficientdemand (Deflationary gap)
Fiscal measures: These measures are formula ted & implemented by the Government to control	Deficient demand (Deflationary gap). The following tools are  use d to control & combat Deficient demand (Deflationary gap)situation.
( I )Public (Government) Expenditure: Deficient demand (Deflationary gap ) situation When
AD< AS corresponding to full employment level in the economy. Correction of Deficient demand / Deflationary situation: (i) Government expenditure is Increased (ii)  Cause  an  overall  Increased  in aggregate demand.(iii) So that less aggregate demand is co1Tected.(iv) Deficient demand (Deflationary gap) situation eliminated.

(2) Taxes:- Taxes are a compulsory payment made to  government  by  the  house hold.  Correction of Deficient demand (Deflationary gap )situation: (i) By Lowering (Reduced) the tax burden on households.
(ii) The government increases their disposable income. (iii) Accordingly, AD is raised and Deficient demand (Deflationary gap ) situation managed.
(3) Public  borrowing (Public Debt):- By borrowing  from the public,  the government create public debt In the situation of Deficient demand (Deflationary gap) AD needs to be increased. Correction of Deficient demand (Deflationary gap) situation: (i) The government reduces its borrowing from the public. (ii) So that people with greater liquidity . (iii) Accordingly, aggregate expenditure remains high and Deficient demand (Deflationary gap) situation managed.
(4) Borrowing from RBI( The Central Bank): Borrowing by the government from the RBI .
Correction of Deficient demand (Deflationary gap situation: (i) Increased amount of borrowing by government. (ii) Higher borrowing releases greater liquidity in  the economy  (iii) As required   to correct Deficient demand (Deflationary gap) situation.
Monetary Measures:
These measures are adopted by the Central Bank of a country m order to control Deficient demand (Deflationary gap. There are two methods or instruments of monetary policy.
i) Quantitative Methods or General methods:- which refer to the control of quantity of Money supply through credit control. The following instrument s are use d in
Quantitative method:
1.Bank   Rate and Repo Rate Policy:   It   refers   to   the   rate of   interest   charged by   the   Central   Bank on the loan s & advances given to the Commercial Banks. The Bank Rate and Repo rate is determined by the Central Bank itself. Correction of Deficient demand (Deflationary gap situation: (i) The RBI (CB) Reduced  the   bank rate and Repo rate. (ii)   Which leads to reduced in rate of interest.(iii)   This lead s to reduced the savings & Raised the demand for loans (iv) There is a increase   in pw-chasing power & further raised in AD and correct and Deficient demand (Deflationary gap) situation.
(2) Reverse repo rate: This induces the commercial bank to park their surplus funds with the RBI for sh01t period of time. To Correction situation Deficient demand (Deflationary gap) : (i)Reverse repo rate is Decrease . (ii) As a follow-up action, the commercial bank will be reduce their deposits with the RB I (CB) (iii) This, in turn, will increase their ability to land money. (iv) Consequently, consumption and investment expenditure will be increase d . (v) Implying a increase d in AD correct and deficient demand (Deflationary gap) situation.
(3) Open  Market  Operations:  It  refers  to  the  process  to  sale  &  purchase   of  securities by the RBI (CB) in the economy. Correction Deficient demand (Deflationary gap) situation (i) The  RBI purchase the bonds &  securities  in   the  market   which  is   sale  by   the  banks,   individuals  and  other financial institutions   of   the  economy.  (ii) This  helps  to inject liquidity into the system (iii)    There  is  a   increased in purchasing power of the people.(iv) Consequently, the AD increased , this helps in Deficient demand (Deflationary gap) situation
(4) Cash Reserve Ratio: It is indicating some percentage of demand deposits of the commercial banks to be kept as cash reserves with RBI. The  CRR  is  an  important  tool  which  is  used  to  correct  the Deficient  demand (Deflationary gap)  situation  :  (i)   As  the Decrease  in   CRR  leads to  rise   (ii) Leads to rise in the lending capacity of the banks. (iii) This results in rise in money supply & further rise in AD.
(iv) The rise   in AD leads  correct and Deficient demand (Deflationary gap)   situation.
Statutory Liquidity Ratio (SLR) :- SLR refers to liquid assets of the commercial banks which they are required to maintain  as  a  minimum  percentage  of  their  total  deposits.  The  SLR  is  an  important  tool which  is  used   to  correct   the Excess demand/ inflationary situation :   (i)   As  the Decrease   in  SLR   leads to  rise   (ii) Leads to rise  in the lending capacity of  the  banks. (iii) This results in rise	in money supply & further rise in AD. (iv) The rise in AD leads correct and Deficient demand (Deflationary gap) situation.

	QUALITAVTIVE METHOD
(1) Margin Requirements:- The  margin  requirements   refers  to  the  difference  between  current   value
of the  security  offered  for  loans  and  the  value  of
Loans granted. In case the Deficient demand/ deflationary situation:  (i) As the fall (lowered) in the margin requirement (ii) Leads to raise the availability of credit. (iii) This results in rise in money supply & further rise in AD. (iv)The rise in AD leads to correct and Deficient demand (Deflationary gap) situation.
(2) Moral Suasion & Direct Action:- It is refers to pressure exercised by the central bank on the commercial bank. In case the Deficient demand/ deflationary situation:
(i) Liberal availability of credit. (ii) This results in rise in money supply & further rise in AD.   (iii) The rise in AD lea d s to correct (iv) The 1i se   in AD .leads correct and Deficient demand (Deflationary gap) situation.
(3) Rationing of Credit: It is refers to fixation of credit quotas for different business activates. In case the
Deficient demand / deflationary situation: (i) enhance the availability of credit. (ii ) Accordingly, AD is increased  (iii) This results  in rise   in money supply & further rise   in AD.   (iv)The rise in AD leads correct and deficient demand (Deflationary gap) situation.













MULTIPLLE CHOICE QUESTIONS AND ANSWER

1. According to the theory of Keynesian Economics, the value of the average propensity to consume can
never be ……… .
(a) zero	(b) unity
(c) more than one	(d) less than one
Ans. (a) zero
2. If Marginal Propensity to Save (MPS) is equal to zero, the value of investment multiplier will be
.................... .	
(a) 1	(b) 0
(c) 	(d) None of these
Ans. (c) Multiplier ( K)  1/MPS  1 / 0  
3. If the marginal propensity to consume is greater than marginal propensity to save, the value of the multiplier will be	
(a) greater than 2
(b) less than 2
(c) equal to 2
(d) equal to 5
Ans. (a) greater than 2
4. If the value of Average Propensity to Consume (APC) is 0.8 and national income is ` 4,000 crores, the value of savings will be		
a. ` 100 crores
b. ` 200 crores
c. ` 800 crores
d. ` 500 crores
Ans. (c) APS  1  APC  1  0.8  0.2
5. Suppose in a hypothetical economy, the income rises from ` 500 crores to ` 600 crores. As a result, the consumption expenditure rises from ` 400 crores to ` 500 crores. Marginal propensity to consume in such a case would be…………………	

(a) 0.8	(b) 0.4	(c) 1.0	(d) 0.6
Ans.(c) MPC 1.0
6. In an open economy, aggregate demand is estimated as
(a) Private Consumption Expenditure + Net Exports
(b) Private Consumption Expenditure + Government Expenditure
(c) Private Consumption Expenditure + Government Expenditure + Net Exports
(d) Private Consumption Expenditure + Private Investment Expenditure + Government Expenditure + Net Exports
Ans. (d) Private Consumption Expenditure + Private Investment Expenditure + Government Expenditure + Net Exports
7. Which of the following statements is/are correct?
(i) Autonomous investment increases with increase in the level of income in an economy.
(ii) Induced investment changes with change in the rate of interest and income level in an economy.
Alternatives
(a) Both are true
(b) Both are false
(c) (i) is true, but (ii) is false
(d)(i) is false, but (ii) is true
Ans. (d) Autonomous investment does not change with any change in the level of income. It remains constant, no matter what the level of income is in the economy.
8. Expenditure on Goods and Services =
(a) Government Expenditure + Investment Expenditure
(b) Consumption Expenditure + Government Consumption

9. When C function shoots from Y-axis, it indicates that
(i) consumption is zero when income is zero
(ii) saving is negative when income is zero
(iii) consumption is positive when income is zero
(iv) saving is positive when income is zero
Alternatives
(a) (i) and (ii)	(b) (ii) and (iii)
(c) (i), (ii) and (iii)	(d) (ii), (iii) and (iv)
Ans. (b) (ii) and (iii)
10. Constant slope of S-line indicates that
(a) S-line will be a straight line
(b) saving function will be non-linear
(c) saving function will be linear
(d) Both (a) and (c)
Ans. (d) Both (a) and (c)
11. When household consumption expenditure
= ` 9,000, private investment expenditure
= ` 7,000, government expenditure = ` 12,000, exports = ` 1,000 and imports = ` 3,000, the level of AD in an open economy will be
(a) ` 16,000	(b) ` 26,000
(c) ` 28,000	(d) ` 29,000
Ans. (b) AD (Y) = C + I + G + NX
= 9,000  7,000  12,000  1,000 – 3,000
= ` 26,000
12. Which of the following is correct?
(a) APC = C	(b) MPC = 1 – MPS
Y
(c)  APC + APS = 1	(d) All of these
Ans. (d) All of the above
13. Propensity to save is the
(a) additional income that is not to be saved
(b) ratio of saving to income
(c) level of saving at which saving and consumption are equal
(d) None of These
Ans:- (B) Ratio of saving to income
14. Perfectly elastic AS implies that
(i) there is fuller utilisation of resources in the economy
(ii) there is unemployment of resources in the economy
(iii) there is excess capacity in the economy
Alternatives
(a) Both (i) and (ii)	(b) Both (ii) and (iii)
(c) (i), (ii) and (iii)	(d) None of these
Ans. (b) Both (ii) and (iii)
15. 45 degree line in the context of equilibrium GDP is a
(i) line of reference
(ii) line of identity
(iii) line of equality between AS and AD
Alternatives
(a) (i) and (ii)
(b) (ii) and (iii)
(c) (i) and (iii)
(d) None of the above
Ans. (c) (i) and (iii)
16. In Keynesian Economics, equilibrium level of income implies
(a) equilibrium level of output
(b) equilibrium level of employment
(c) Both (a) and (b)
(d) None of the above
Ans. (c) Both (a) and (b)
17. If MPC = 0.5, the value of multiplier equals
(a) 2	(b) 1
(c) 5	(d) 
Ans:- (A)





Assertion-Reasoning MCQs
Directions (Q. Nos. 1 to 7) There are two statements marked as Assertion (A) and Reason (R). Read the statements and choose the appropriate option from the options given below.
(a) Both Assertion (A) and Reason (R) are true and Reason
(R) is the correct explanation of Assertion (A).
(b) Both Assertion (A) and Reason (R) are true, but Reason
(R) is the not the correct explanation of Assertion (A).
(c) Assertion (A) is true, but Reason (R) is false.
Both Assertion (A) and Reason (R) are false
1. Assertion (A) AD is measured not as the sum total of goods but as the sum total of planned expenditure on the goods during an accounting year.
Reason (R) It is not possible to add up physical quantities of the goods and services planned to be purchased by the people.
Ans. (a) Both Assertion (A) and Reason (R) are true and Reason
(R) is the correct explanation of Assertion (A).
2. Assertion (A) The value of marginal propensity to consume can be greater than one.
Reason (R) The value of marginal propensity to save can be negative as well.
Ans. (d) The value of MPC cannot be greater than one because change in consumption can never be greater than change in income. MPS is the ratio between additional savings and additional income which is always positive because of positive correlation between savings and income.
3. Assertion (A) Saving function depicts linear relationship when MPS is found to be constant.
Reason (R) A linear saving function is a straight line savings function. The slope of a straight line is constant as indicated by constant MPS.
Ans. (a) Both Assertion (A) and Reason (R) are true and Reason
(R) is the correct explanation of Assertion (A).
4. Assertion (A) The value of investment multiplier varies between one and infinity.
Reason (R) The minimum value of investment multiplier is one when MPC equals zero and maximum value equals infinity when MPC equals one.
Reason (R) Saving is a leakage in the circular flow of income. Greater the savings, greater the leakage and lower the value of investment multiplier.
Ans. (a) Both Assertion (A) and Reason (R) are true and Reason
(R) is the correct explanation of Assertion (A).
6. Assertion (A) Full employment does not imply zero unemployment in an economy.
Reason (R) There are certain people in the economy who are both voluntary as well involuntary unemployed and there also exist certain level of natural unemployment in an economy.
Ans. (a) Both Assertion (A) and Reason (R) are true and Reason
(R) is the correct explanation of Assertion (A).
7. Assertion (A) The value of   marginal propensity to save can never be negative.
Reason (R) MPS is the ratio between additional saving and additional income which is always positive because of positive relationship between savings and income.
Ans. (a) Both Assertion (A) and Reason (R) are true and Reason
(R) is the correct explanation of Assertion (A).





COMPETENCY BASED QUESTION
1. Read the following report and answer the
questions that follow:
   Due to the Covid-19 situation, there has been a fall in the savings of the people, and they are spending the savings. This has led to the consumption to he done by the reduction of the savings. In order to control the situation, the government has announced various stimulus packages to revive the economy and providing employment through road and railway building projects. Still the desired savings or ex-ante savings that is required for the functioning of the economy has reduced. It is seen that the private consumption expenditure, private investment expenditure and ex-ante savings has reduced the aggregate demand in the economy.
0.1. Due to the Covid-19 situation what has happened:
(a) ex-ante savings has increased
(b) ex-post saving has increased
(c) ex-ante saving has reduced
(d) ex-post savings has reduced
Ans. (c) ex-ante saving has reduced
Q.2. The fall in the savings is due to:
(a) Decrease in income
(b) Increase in consumption
(c)Increase in government expenditure
(d) Using savings for consumption
Ans. (d) Using savings for consumption
Q.3. Which of options did the government use to increase the savings and consumption in the
economy:
(1) Giving stimulus packages
(2) Reducing investment in infrastructure
(3) Open Market Operations
(4) Providing employment
(5) Investing in the economy
Choose the correct option:
(a) 1 and 2 only
(b) 1,2 and 3
(C) 1 and 4
(d) 1,4 and 5
Ans. (c) 1 and 4
2. Read the hypothetical case study given below and answer the questions that follows:
          An economy is in short-run equilibrium when aggregate amount of output demanded is equal to the aggregate amount of output supplied. In the AD. AS model, you can find the short-run equilibrium by finding the point where AD intersects SRAS. The  equilibrium consists of the equilibrium price level and the equilibrium output. A good practice is t think of the short-run equilibrium as "how much real GDP is this economy creating right now, and what is the CPI an economy has right now?" In our analysis of markets, an economy in disequilibrium results in price adjusting until the market finds an equilibrium. The same general idea applies to a short-run macroeconomic equilibrium as well, but with a minor modification. If the amount of output demanded is greater than the amount of output produced, people chase after the limited goods available and drive up the price level. In response to the increase in the price level, producers create more goods and services. This continues until the amount of aggregate production equals the amount of aggregate demand.
Q.1. Acording to the article when is the economy in the short run equilibrium?
Ans. According to the article, the economy is in the short- run equilibrium when the aggregate amount of output demanded is equal to the aggregate amount of output supplied.
Q.2. With the help of the information given in the article what would happen if the aggregate
demand is less than the aggregate supply in the economy?
Ans. When the aggregate demand in the economy is less than the ag8regate supply, it will
create a situation of excess supply, leading to the prices in the economy to fall down drastically and creating deflationary situation in the economy. The government in such a case need to influx in cash with the help of increasing its expenditure.

Short and Long Answer Type Questions


Q1. An economy is in equilibrium. Calculate investment expenditure from the following .

National income = 800
Marginal propensity to save = 0.3
Autonomous consumption expenditure =100
Ans:- At the equilibrium level , Y = C + I MPC= 1- MPS = 1- 0.3 = 0.7
Y = C-+ MPC(Y) +I 800 = 100+0.7 (800) + I
800 = 100 + 560 +I = 800 +660 + I
I= 800 -660 =140
Investment expenditure = 140
Q2. Calculate Marginal propensity to save from the following data about an economy which is in
equilibrium:
National income = 1,000
Autonomous consumption expenditure = 100 Investment = 120
Ans:- At the equilibrium level , Y = C + I Y = C-+ MPC(Y) +I
1000 = 100+ MPC (1000) + 120
1000 = 220 + lO00(MPC)

1000 ( MPC) = 780
MPC = 780 / 1000 = 0.78
MPS = 1 - MPC , MPS = 1 - 0.78 = 0.22
Q 6.Calculate Autonomous consumption expenditure from the following data about an economy which is in equilibrium :
National income = 1, 250 . Marginal propensity to save= 0.2 .
Investment expenditure= 150.
Ans:- At the equil ibriumle vel , Y = C + I MPC = 1- MPS = 1 - 0.2 = 0.8
Y = C-+ MPC (Y) + I
1250 = C+ 0.8 (1250) + 150
1250 = C+ 1000 + 150
1250 = C+ 1150
C-= 1250- 1150 = 100
Auto nomo us co nsumption = 100
Q3. Calculate Autonomous consumption expenditure from the following data about an economy which is in equilibrium :
National income= 500
Marginal propensity to save= 0.30 Investment expenditure= 100
Ans.: Now, we know that Y = C + I MPC = 1-MPS = 1 - 0.30 = 0.70
Here , C = C-+ by, where b;:: MPC
Y;::C+l
500 ;:: C + o.7 0 (500) + 100
500;:: C-+ 350 + I 00
500 = C+450
C=50
Q 4 . An economy is in equilibrium. Calculate national income from the following :
Autonomous consumption expenditure= 100 Marginal propensity to save= 0.2 
Investment expenditure= 200.
Ans:- At the equilibrium level , Y = C + I MPC = I - MPS = 1 -  0.2 = 0.8
Y = C+ MPC	9Y 0 + I Y = I 00 + 0.8 Y + 200 Y = 300 + 0.8Y
Y - 0.8 = 300
0.2Y = 300
Y = 300 I 0.2 = 1500
NAT.LONAAL INC OME = 1500


Q 5. What is 'deficient demand'? Explain the role of 'bank rate' in removing it.

Ans:- Deficient Demand :- ' Deficient demand (Deflationary gap) refers to situation when Aggregate Demand is less than Aggregate Supply (AD < AS) corresponding to full employment level in the economy'.
Bank Rate: It refers   to   the   rate of   interest   charged by   the Central   Bank on the loans & advances given to the Commercial Banks. The Bank Rate and Repo rate is determined by the Central Bank itself. Correction of Deficient demand (Deflationary gap situation: (i) The RBI (CB) reduced the bank rate and Repo rate. (ii) Which leads to reduced in rate of interest.(iii) This leads to reduced the savings & Raised the demand for loans (iv) There is a increase in  purchasing power  & fu1tber raised  in AD and correct and Deficient demand (Deflationary gap) situation.
Q 6. What is 'excess demand'? Explain the role of 'reverse repo rate' in removing it.
EXCESS DEMAND: Excess demand Inflationary ga p) refe rs to sit uation when Aggregate Demand is more than Aggregate Supp ly (AD > AS) corresponding to full employment level in the economy'.
Reverse repo rate: T his induc es the co mme rcia l bank to park their surplu s funds with the RBI for sho1t perio d of time. To Correction situation Deficient demand (Deflationary gap) : (i)Reverse repo rate is Decrease. (ii) As a follow-up action, the commercial bank will be reduce  their  depo s its  with  the RBI (CB) (iii) This, in turn, will increase their ability to la nd money. (iv) Conseq uently, cons umption and investment expenditure will be increased . (v) Implying a increased in AD correct and Deficient demand (Deflationary ga p) situation .
Q 7. Assuming that increase in investment is Rs. 1,000 crore and MPC is 0.9, explain the working of multiplier.
Ans:- WORKING OF MULTIPLIER: :- Ass uming that inc rease in inve s tment is Rs. l,000 crore and
MPC is 0.9. Explain the working of multip lier.
Multiplier is the ratio of a change in inco me (.6.Y) to a g iv e n change in investment (.6.1).
K = (.6.Y) I (Af)
	Round
	I
	y
	Change	in	consump tion
[MPC( Y)]
	Saving

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

	2
	
	
	810 (0.9 X 900)
	90

	3
	
	
	729 (0.9 X 810)
	81

	4
	
	
	656.l (0.9 x 720)
	72.9

	And	so	On

	
	1=1,000
	Y=l 0,000
	9,000
	1,000


K= l / l -M PC
= l/	l-0.9 = 1/ 0.1 =10
Given that ∆l = 1, 000, K= 10
∆Y = 10 X 1,0 00
= Rs 10,000 crore.


Q 8. Outline the steps required to be taken in deriving the consumption curve from the given saving curve. Use diagram.
Ans:- Derivation of Consumption curve from Saving Curve
Shows the Derivation of co nsumpt ion curve from a given saving Curve.

				[image: See related image detail]


It involves the following steps.
(i) We take OA = OA'. Because OA' = negative saving when Y = 0, and this is exactly equal to minimum consumption when Y = 0.
(ii) Point Q on the y- line is marked corresponding to point P on the Saving curve.
(iii) By joining points A and Q and stretching it to from a straight line, we get C curve. C- Function is linear as it is de rived from a linear S - function.





Q13. In an economy the saving function , S = (-) 50 + 0.SY here ( S= Saving and Y = National Income )
and Investment= Rs 7000 . From the following data calculate
a) Equilibrium level of National Income
b) Consumption Expenditure at equilibrium level of Income Ans. S = -50 + 0.5Y , I = 7000
a) For equil ibrium S = I

-50 + 0.5Y = 7000 (Subs titutin g the value of saving and In vestment) 0.5 Y = 7000 +50
0.5 Y = 7050

Y = 7050 x 2 = Rs 14100 ( Equilibrium leve l of Nationa l Inco me )

b) Consumption expenditur e at eq uilib rium leve l of income as we know Y = C + I
So Y = 14100. I = 7000 therefore

C = Y - I= 14100- 7000 = Rs 7100 ( at equilibrium level of Income )

Q 9 . Answer the following questions based on the data given below:
(i) Planned level of investment = Rs.200 crores
(ii) C = 100 + 0·8 Y
(a) Determine the equilibrium level of income.

(b) Calculate the savi ng and consumption expenditure at equilibrium level of income.

Ans. (a) Equilibrium level of income : Y= C + I Y= (100+ 0. 8Y) +200
= 300+0.8 Y
Y-0.8 Y= 300
0.2 Y =300
Y= 300/0.2 =Rs.1500crores
(b) Consumption expenditure:- C= C + 0.8 Y Substitute the value of Y = 1500
= 100+ 0.8(1500)
= 100 + 1200 = Rs.1300 crores
Savings = Income (Y)- Consumption (C)
= 1500- 1300
= Rs.200 crores

CBSE BOARD EXAM. QUESATIONS (Short answer/ Long    answer type) FROM 2013 TO 2020.
Ql. C= 100 + 0.4 Y is the consumption function of an economy where C is consumption expenditure and Y is national income. Investment expenditure is 1,100. Calculate :
(I) Equilibrium level of national income.
{II)Consumption expenditure at equilibrium level of national income. (Delhi  2013)

Q2. C= 50 + 0.5 Y is the consumption function of an economy where C is consumption expenditure and Y is national income. Investment expenditure is 2,000 in an economy . Calculate:-
(I) Equilibrium level of national income.
(II) Consumption expenditure at equilibrium level of national income. (Delhi  2013)
Q3. In an economy, S= - 100+0.GY is the  saving function, where Sis saving and Y is national income
(I). If Investment expenditure is 1,100. Calculate: . (Delhi 2013)
{II)Equilibrium level of national income.
{Ill Equilibrium level of national income at equilibrium level of national income.
Q4. From the data given below about an economy, calculate 
(a) Investment expenditure, and
b)   Consumption expenditure.
         (i)Equilibrium level of income= 5,000
     (II) Autonomous consumption = 500 .
(III) Marginal propensity to consume= 0.4
Q5. In an economy C= 200 + 0.75 Y is the consumption function of an economy where C is consumption expenditure and Y is national income. Investment expenditure is 4,000.  Calculate  equilibrium  level of  income and Equilibrium level of national income.	(Al 2013)
Q6. From the following data about an economy, calculate (a) equilibrium level of national income, and (b) Consumption expenditure at equilibrium level of national income.
(i)	C= 200 + 0.5 Y is the consumption function where C is consumption expenditure and Y is national income.
Investment expenditure is 1,500.	(Al 2013

Q7. Explain all the changes that will take place in an economy when aggregate demand is not equal to aggregate supply.	(Al 2013; F 2013)
Q8. Explain the meaning of underemployment equilibrium. Explain two measures by which full employment equilibrium can be reached.	(Al 2013)

Q9. Complete the following table:Income
(Rs.)
Consumption
expenditure
MPS
APS
0
80
-
-
100
140
0.4
-
200
-
-
0
-
240
-
0.20
-
260
0.8
0.35









Q10. Complete the following table
	Income
(Rs.)
	Saving
(Rs.)
	APC
	MPC

	0
	-40
	-
	-

	so
	-20
	-
	-

	100
	0
	-
	0.6

	150
	30
	0.8
	-

	200
	so
	-
	-








Q11. Distinguish between inflationary gap and deflationary gap. State two measures by which these can be corrected.	( Al 2013)
Q12. Explain the working of investment multiplier with the help of a numerical example. ( F2013)

Q13. Outline the steps required to be taken in deriving saving curve from the given consumption curve. Use diagram.	(Delhi 2014, 2016; F 2014)
Q14. Calculate investment expenditure from the following data about an economy which is in equilibrium :
( Delhi 2014)ans.S0
National income= 1,000 .
Marginal propensity to save= 0.25 .




Q15. Calculate Autonomous consumption expenditure from the following data about an economy which is in equilibrium :	( Delhi 2014)ans.140
National income= 1,200.
Marginal propensity to save= 0.20 . Investment expenditure= 100.
Q16. Calculate Marginal propensity to consumption e from the following data about an economy which is in equilibrium :	( Delhi 2014) ans.0.6
National income= 1,500 .
Autonomous consumption expenditure= 300. Investment expenditure= 300 .
Q17. Explain national income equilibrium through aggregate demand and aggregate supply. Use diagram. Also explain the change that take place an economy when the economy is not in equilibrium.	Delhi 2014)
Q18. Outline the steps required to be taken in deriving the consumption curve from the given saving curve. Use diagram. OR given saving curve, derive consumption curve and state the steps in doing so. Use diagram (Al 2014, 2016)
Q19. Calculate Marginal propensity to consumption e from the following data about an economy which is in equilibrium :	( Al 2014)
National income= 2,000.
Autonomous consumption expenditure= 200. Investment expenditure= 100.
Q20. Calculate investment expenditure from the following data about an economy which  is in equilibrium :
( Al 2014)
National income = 1,000 .
Marginal propensity to save= 0.20 . Autonomous consumption expenditure= 100 .
Q21. Calculate Autonomous consumption expenditure from the following data about an economy which is in equilibrium :	( Al 2014)
National income = 500
Marginal propensity to save= 0.30 Investment expenditure= 100
Q22. When is an economy in equilibrium? Explain with the help of saving and investment fun ctions. Also explain the changes that place in an economy when the economy is not in equilibrium. Use diagram. (Al 2014
Q23. An economy is in equilibrium. Calculate national income from the following: (Delhi2015) Autonomous consumption expenditure= 100
Marginal propensity to save= 0.2 Investment expenditure= 200
Q25. Calculate Autonomous consumption expenditure from the following data about an economy which is in equilibrium :
National income= 1,000 Marginal propensity to save= 0.8
Investment expenditure= 100.
Q26. Explain the concept of inflationary gap. Explain the role of repo rate in reducing this gap. (Delhi2015) 
Q27. Explain the concept of deflationary gap and the role of 'open market operation' in reducing this gap. 
Q28. An economy is in equilibrium. Calculate investment expenditure from the following: (Al2015) National income= 800 .
Marginal propensity to save= 0.3 . Autonomous consumption expenditure=100 .
Q29. Calculate Marginal propensity to save from the following data about an economy which is in equilibrium :	( Al 2015)
National income= 1,000
Autonomous consumption expenditure= 100. Investment= 120
Q30. What is 'deficient demand'? Explain the role of 'bank rate' in removing it. (Al 2015) Q31. What is 'excess demand'? Explain the role of 'reverse repo rate' in removing it. (Al2015)
Q32. An economy is in equilibrium. Calculate Marginal propensity to save from the following( F2015)

National income= 1,000
Autonomous consumption expenditure= 100 Investment expenditure= 200.
Q33. Calculate Autonomous consumption expenditure from the following data about an economy which is in equilibrium:	( F 2015)
National income= 1,250. Marginal propensity to save= 0.2   Investment expenditure= 150.
Q34. What is inflationary gap. Explain the role of cash reserve ratio in removing this gap. (F 2015) Q35.What is 'deficient demand'? Explain the role of 'margin requirements' in removing this gap.(F1 5)
Q36. Distinguish between marginal propensity to consume and average propensity to consume. Give a numerical example.	(Delhi 2016; F2016)
Q37. In an economy investment is increased by Rs. 300crore. If marginal propensity to consume is 2/3, calculate increase in national income.	(Delhi 2016)
Q38.Suppose marginal propensity to consume is 0.8. How much increase in investment is required to increase national income by Rs. 2000 crore? Calculate. (Delhi 2016)

Q39. In an economy investment is increased by Rs. 100 crore led to 'increase' national income by Rs. 1000 crore. Find marginal propensity to consume.

Q40. Explain the role of taxation in reducing excess demand. 
Q41. What is aggregate demand? State its components.
Q42. An economy is in equilibrium. Calculate Marginal propensity to consume.
National income = 1,000 Autonomous consumption = 200 Investment expenditure= 100
Q43. An economy is in equilibrium. Calculate investment expenditure. (Al 2016) ans.100

National income = 1,000 .
Marginal propensity to consume= 0.8 . Autonomous consumption = 100.
Q44. Explain how controlling money supply is helpful in reducing excess demand. (Al 2016)

Q45. Derive the two alternative conditions of expressing national income equilibrium. Show these equilibrium conditions on single diagram.	
Q46. Explain how government spending can be helpful in removing deficient demand.  Q47. An economy is in equilibrium. Calculate Marginal propensity to consume.	
 National income= 2,000 .
Autonomous consumption expenditure= 100 . Investment expenditure = 100 .
Q48. Calculate Autonomous consumption expenditure from the following data about an economy which is in equilibrium :
National income= 1,600.
Marginal propensity to consume= 0.8 . Investment expenditure= 300.
Q49. Find equilibrium national income: 
Autonomous consumption expenditure= 120 
Marginal propensity to save= 0.9 .
Investment expenditure= 1,100 .
Q50. Assuming that increase in investment is Rs. 1,000 crore and MPC is 0.9, explain the working of multiplier.


Q51. Assuming that increase in investment is Rs. 900 crore and MPC is 0.6, explain the working of multiplier.
Q52. Calculate Autonomous consumption expenditure from the following data about an economy which is in equilibrium :
National income = 5,000 .
Marginal propensity to save= 0.20 . Investment expenditure= 800.
Q 53.An economy is in equilibrium.  Calculate Marginal propensity to save.

National income= 10,000
 Autonomous consumption = 500 .
Consumption expenditure = 8,000.

Q53.ln an economy, investment increased by 1,100 and as a result of it income increased by 5,500. Had the MPS been 25 per cent, what would have been increase in income?

Q54. What is ex-ante consumption? Distinguish between autonomous consumption and induced consumption.

Q55. What is two alternative ways of determining equilibrium level of income? How are these related?

Q56. Define investment multiplier. How is it related to MPC?

Q57. Define full employment in an economy. Discuss the situation when aggregate demand is more than aggregate supply at full employment income level.

Q59. State and discuss the components of aggregate demand in a two sector economy.

Q60. Discuss the working of adjustment mechanism in the following situations

(a) Aggregate demand is greater than aggregate supply
(b) Ex-ant investment are lesser than Ex-ant saving.

Q61. State the meaning of following
(a) Ex-ant saving
(b) Full employment
(c) Autonomous consumption.





















Unit 4
Government Budget
[image: Himachal government invites suggestions for budget 2019-20 - The Statesman]
SUMMARY
Government Budget: Government budget is a statement of expected receipts and expenditure of the government during a fiscal year.

Capital Budget: Capital budget includes 'capital receipts' and 'capital expenditure' of the government 

Budget Receipts: Budget receipts refer to estimated receipts of the government from various sources during a financial year.
 
Revenue Receipts: The revenue of the government refers to those receipts which neither create a liability nor lead to reduction in asset.

Tax: A tax is a compulsory to the tax payers. It is a   payment to government without expectations of any benefit.

Direct Tax: If the liability to pay tax and its burden falls on same person it is as direct tax 

Indirect Tax: If the liability to pay tax and its burden can be on different people.

Non-Tax Receipts: These are those receipts which arc received from the sources
Other than the taxes.

capital Receipts: capital receipts refer to those monetary receipts which either liability for the government or cause reduction in the assets of the government. 

Budget Expenditure: It refers to the estimated expenditure to be Incurred by government during a given fiscal year.

Revenue Expenditure: The expenditure which, neither creates assets nor reduces any liability of the government, is termed as revenue expenditure.

Capital Expenditure: The expenditure which either creates any asset or reduces liability of the government is treated as capital expenditure.

Plan Expenditure: It refers to the expenditure incurred on various projects and development programmes covered under the current five-year plan.

Non-Plan Expenditure: It refers to the expenditures on projects other than the expenditure related to the current five-year plan.

Development Expenditure: Expenditure incurred on activities which are the direct related to economy and social development of the country, is treated as development expenditure.
Non-development Expenditure: Expenditure Incurred in providing essential service by the government is treated as non-development expenditure.
Balanced Budget: A government budget is said to be balanced budget when government estimated receipts are equal to government estimated expenditure.

Surplus Budget: This is the budget in which government estimated receipts are greater than government expenditure

Deficit Budget: This is the budget in which government expenditures are greater than government receipts.

Revenue Deficit: It excess of government revenue expenditure over revenue receipts during a general fiscal year. 

Fiscal Deficit: It is the excess of total expenditure (re-venue capital) or total receipts excluding during a general fiscal year + capital other than borrowing.)

Primary Deficit: It is the difference between fiscal deficit and Interest payments

Measures to Correct Different Deficits: 
· Government subsidy cuts will aid in reducing the deficit.
· Where assets are not being used efficiently, disinvestment should be carried out.
· Increased emphasis on tax-based revenues, as well as necessary steps to prevent tax evasion.
· Borrowing from both domestic and international sources.
· A broader tax base could also aid in the reduction of the government's deficit.

Fiscal Policy: Keynesian economics, a theory developed by economist John Maynard Keynes, serves as the foundation for fiscal policy. It is the system by which a government makes changes to its planned expenditure and tax rates in order to monitor and influence the performance of a country's economy. It is implemented in tandem with monetary policy, by which the central bank of the country impacts the country's money supply. This policy influence aids in containing inflation, increasing employment, and, most significantly, maintaining a healthy currency value.
Debt: A quantity of the money borrowed by one entity, the borrower, from another entity, the lenders, is referred to as debt. Governments borrow money to cover their deficits, which allows them to fund regular operations as well as large capital expenditures. This debt might be in the form of a loan or bond issuance. 

Case-based Questions

I. Read the following news report carefully and answer the questions 1-6 on the basis of the same:
Non-debt Capital receipts mainly consist of recovery of loans and advances, and disinvestment receipts. Over the last few years, the contribution of Non-debt Capital receipts have improved in the total pool of Non-debt receipts. They have been pegged at 1.20 lakh crore, 0.6 per cent of GDP, in 2019-20 BE owing to an envisaged growth of 6.3 per cent over 2018-19 PA. The receipts from recovery of loans and advances have been declining over the years and are pegged at 12.4 per cent of Non-debt Capital receipts in 2019-20 BE. The major component of Non-debt Capital receipts is disinvestment receipts that accrue to the government on sale of public sector enterprises owned by the government (including sale of strategic assets). Government aimed at mobilising 1.05 lakh crore on account of disinvestment proceeds as per 2019-20 BE.      —Economic Survey 2019-20
1. Which of the following is the example of Non-debt Capital receipts? (Choose the correct alternative)
(a) Recovery of loans	(b) Advances
(c) Disinvestment	(d) All of these
2.  Recovery of loans is a………………. receipt.
(a) revenue 		               (b) capital
(c) budget        			(d)   none of these
 3. Disinvestment leads to[image: ]
(a) addition to the existing stock of capital           (b) withdrawal of existing investment
(c) balancing the existing stock of capital              (d) none of these
4. Non-debt Capital receipts…………………. debt.
(a) create	               (b) do not create
(c) create revenue	(d) create capital
5.[image: ] Read the following statement carefully and choose the correct alternative among those given below
Statement 1 - Disinvestment is a capital receipt of the government.
Statement 2- Disinvestment reduces assets of the government.
(a) Both the statements are true.
(b) Both the statements are false.
(c) Statement 1 is true and statement 2 is false.
(d)  Statement 2 is true and statement 1 is false.

 Assertion and Reason

In the following questions (1-5), a statement of Assertion (A) is followed by a statement of Reason (R).
the correct alternative among those given below:
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) is the correct explanation of Assertion(A)
b. Both Assertion (A) and Reason (R) are true and Reason (R) is not the correct explanation of Assertion(A)
c. Assertion (A) is true but Reason (R) is false
d. Assertion (A) is false but Reason (R) is true
1. Assertion (A): Expenditure on interest payment is a revenue expenditure.
     Reason (R)	: It neither creates assets nor causes a reduction in liabilities for the government.
2. Assertion (A): Fiscal deficit is measured in terms of disinvestment.
     Reason (R)	: Capital receipts impact asset-liability status of the government.

3. Assertion (A). Scholarship is a revenue expenditure.
   Reason (R)[image: ] Scholarship does not lead to any type of asset formation.
4. Assertion (A)[image: ]  GST is an indirect tax.
    Reason (R)[image: ] The burden of indirect taxes cannot be shifted to others.
5. Assertion (A)[image: ]  Money received through disinvestment is a capital receipt.
     Reason (R)[image: ]  Money received through disinvestment causes reduction in assets of the government
Answers
1. (a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct explanation Of Assertion
2. (d) Assertion (A) is false but Reason (R) is true
3. (a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct explanation Of Assertion 
4. (c) Assertion (A) is true but Reason (R) is false
5. (a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct explanation of Assertion
Objective Type questions
1. Which of the following is not a non-tax revenue receipt?			(2015)
(a) Interest receipts
(b) External grants
(c) Dividends and profits
(d) Disinvestment

2. Borrowings are equivalent to :						(2015)
(a) Revenue deficit
(b) Primary deficit
(c) Fiscal deficit
(d) None of these

3. Primary deficit in a government budget is:					(2015)
(a) Revenue expenditure - Revenue receipts
(b) Total expenditure - Total receipts
(c) Revenue deficit - Interest payments
(d) Fiscal deficit - Interest payments

4. Direct tax is called direct because it is collected directly from:		(2015)
(a) the producers on goods produced
(b) the buyers of goods
(c) the sellers on goods sold
(d) the income earners

5. Fiscal deficit equals:								(2016)
(a) interest payments
(b) borrowings
(c) interest payments less borrowing
(d) borrowings less interest payments

6. Disinvestment by government means: 					(2016)
(a) selling of its fixed capital assets
(b) selling of shares of public enterprises held by it
(c) selling of its buildings
(d) all the above

7. Primary deficit in a government budget will be zero, when _____.		(2019)
(a) revenue deficit is zero
(b) net interest payments are zero
(c) fiscal deficit is zero
(d) fiscal deficit is equal to interest payment

8. Dividends received from Public Sector Undertakings (PSUs) are a part of the government's.(2019)
(a) non-tax revenue receipts
(b) tax receipts
(c) capital receipts
(d) capital expenditure

9. Which of the following is a capital receipt in the government budget? 	(2019)
(a) Income tax
(b) Interest receipt
(c) Sale of shares of a Public Sector Undertaking (PSU) to X Limited (Private Company)
(d) Dividends from a Public Sector Undertaking (PSU)

10. Disinvestment is a ____________.						(2020)
(a) revenue receipts
(b) capital receipts
(c) revenue expenditure
(d) capital expenditure

11. The estimated income receipts of the government in the budget of 2016-17 is Rs. 25,000 crores and its estimated expenditure is Rs. 27,500 crores. The budget of the government is:
(a) Balanced
(b) deficit
(c) Surplus
(d) None of these

12. Given the following data :
(i) Total budgeted expenditure         	Rs. 1,000
(ii) Total budgeted revenue receipts  Rs. 700
(iii) Proceeds of Disinvestment       	Rs. 150
(iv) Loans                      			Rs. 150
The fiscal deficit equals
(a) Rs. 150
(b) Rs. 300
(c) Rs. 700
(d) Rs. 1000

13. In the context of government budget, which of the following statement is correct?
(a) Budget is a statement of expected annual receipts and expenditures of the government.
(b) It is a detail of actual receipts and expenditures of the government in a financial year
(c) It offers a detailed description of achievements of the government during the five year plans.
(d) It indicates BOP status of the domestic economy


C. True or False
State whether the following statements are True or False:
1. Revenue budget focuses on GDP growth by way of public investment.	      (True/False)
2. Expenditure on old-age pensions is an example of revenue expenditure.	     (True/False)
    3. A constant rate of taxation on the rich and the poor is a progressive tax.                (True/False)
    4. Greater fiscal deficit implies greater borrowings by the government.                     (True/False)
    5. Revenue deficit leads to national debt.                                                                     (True/False)
    6. Balanced budget offers the solution to the problem of unemployment.	                   (True/False)
    7. Surplus budget is a budget in which government receipts are greater than government expenditures.	(True/False)
    8.Primary deficit reflects the need for borrowings by the government to manage its budgetary expenditure.	(True/False)
    9.Deficit budget is desired during periods of inflation.	                                            (True/False)
   10.Capital receipts impact asset-liability status of the government.	                    (True/False)
Answers
1. False 2. True 3. False 4. True 5. False 6. False 7. True 8. False 9. False 10. True
Choose the Correct Alternative
In the following questions (1-5), two statements are given. Read the statements carefully and choose the correct alternative among those given below:
Alternatives:
(a) Both the statements are true
(b) Both the statements are false
(c) Statement 1 is true and Statement 2 is false
(d) Statement 2 is true and Statement 1 is false
	1. Statement 1 Statement 2 
2. Statement 1 Statement 2 
3. Statement 1 Statement 2 
4. Statement 1 
Statement 2 
5. Statement 1                               Statement 2 
	Tax is not a legal payment.
Regressive tax system causes a greater real burden on the poor than the rich.
Disinvestment is an example of non-debt creating capital receipt.
Recovery of loans is a revenue receipt.
High capital receipts are often related to compulsions of borrowings.
Revenue budget impact asset-liability status of the government.
Fiscal deficit is the difference between primary deficit and interest payment.
Fiscal deficit is measured in terms of borrowings.
Deficit budget is not desired during periods of inflation.
Surplus budget is not desired during periods of depression.


Answers
1. (d) Statement 2 is true and Statement 1 is false
2. (c) Statement 1 is true and Statement 2 is false
3. (c) Statement 1 is true and Statement 2 is false
4. (d) Statement 2 is true and Statement 1 is false
5. (a) Both the statements are true


Very Short Answer Type Questions
1. Revenue deficit can be estimated by using formula_____________________.	(2020)
Ans- Revenue Deficit= Revenue Receipts – Revenue Expenditure.

2. Define tax.										(2020)
Ans- A tax is compulsory payment made by an individual, household or a firm to the government without reference to anything in return.

3. What is a progressive tax?
Ans- Progressive tax is a tax that puts less real burden on the poor and more on the rich.

4. Define fiscal deficit.									(2016, 2017, 2019)
Ans- fiscal deficit refers to total borrowings of government during a financial year.

5. What are capital receipts in a government budget?	(2016, 2017)
Ans- Capital receipts are those receipts which either create a liability or reduce assets.

6. What is revenue deficit in government budget?					(2016, 2017)
Ans- Revenue deficit is equal to the excess of total revenue expenditure over the total revenue receipts.
Revenue deficit = Revenue expenditure - Revenue receipts

7. What is meant by primary deficit?							(2016, 2017, 2019)
Ans- Primary deficit is the difference between fiscal deficit and interest payment.
Primary deficit = Fiscal deficit - Interest payment

8. What is capital expenditure?								(2016)
Ans- Capita l expenditure is an expenditure which leads to creation of assets or reduction in liabilities.

9. Define government budget.								(2017)
Ans- Government budget is a statement of estimated receipts and expenditure of the government during a financial year.

10. State any two examples of non-tax revenue receipts of the government.		(2019)
Ans- (i) Income from Public Enterprises
(ii) Grants/ Donations


Short Answer Type Questions
1. Distinguish between revenue expenditure and capital expenditure.		(2016, 2020)
Ans-
	Basis
	Revenue expenditure
	Capital expenditure

	Meaning
	Revenue expenditure does not impact on assets and liability status of the government.
Assets and liabilities are not increased or decreased.
	Capital expenditure impacts on assets and liability status of the government.
Assets are raised or liabilities are decreased.

	Nature
	Recurring in nature
	Non-recurring in nature

	Example
	Wage bill of the government.
Interest payments
Defence purchases.
	Expenditure on machinery and equipment.  Purchase of shares.



2. Explain the role the government can play through the budget in influencing allocation of resources.												(2015, 2016)
Ans-→Govt. tries to influence the allocation of resources by using budgetary tools.
→Govt. promotes the production of essential goods through subsidies and demotivates the production of hazardous goods through heavy taxes.
→Govt. gives incentive to the producers for investing in backward areas.
→Govt. tries to balance the regional disparities.

3. Explain how the government can use the budgetary policy in reducing inequality of income in the economy.										(2015,2017,2019)
Ans- Equitable distribution of income and wealth is a sign of social justice which is the principal objective of any welfare state as in India. Distribution of income is improved in following ways:
→Govt. tries to reduce the income disparities by using budgetary tools.
→Govt. imposes tax on rich and gives subsidies to poor.
→Govt. directly fulfills the basic needs of poor like education, health, food etc.
→By this disposal income of rich reduces and living standard of poor improves.

4. Explain the role of government budget in fighting inflationary and deflationary tendencies.				Or 									(2016)
Explain how government budget can be used to achieve price stability in the economy.
Ans- Economic stability stimulates the inducement to invest and increases the rate of growth and development.
→It implies control on price fluctuations.
→Govt. does this by tax and expenditure policies.
→During inflationary conditions govt. imposes high taxes and reduces expenses.

5. What is the difference between direct tax and indirect tax?				(2016, 2017)
Ans-
	Basis
	Direct Tax
	Indirect Tax

	Meaning
	It is the tax which is finally paid by the person on whom it is legally imposed.
	It is the tax which is imposed on one person but is paid by another.

	Shifting of burden
	Tax burden cannot be shifted on other person.
	Tax burden can be shifted on other person.

	Example
	Income tax, Corporation tax
	GST, Sales tax ,



6. State whether the following statements are true or false. Support your answer with reason. 												(2019)
(a) Taxation is an effective tool to reduce the inequalities of income.
(b) Revenue deficit increases when government fails to recover loans forwarded to different nations.
Ans- (a) True, to correct inequality of income, the government pursues the policy of progressive taxation. Progressive taxation in India focuses on the equitable distribution of disposable income. Higher rate of taxation on higher incomes and lower rate of taxation on lower incomes reduces the gulf between disposable income of the rich and the poor.
(a) False, Recovery of loans is a capital receipt because it leads to reduction in assets. It does not affect the revenue receipts.

7. Explain why public goods must be provided by the government?
Ans-→Public goods are those goods and services for which consumption by some individuals does not reduce the amount available to others.
→For example parks, roads, water, bridges, national defence etc.
→These goods are non-rival and non-excludable ones.
→People receive benefits from public goods but do not pay for them. Such a goods can only prepared by government.

8. Give the relationship between revenue deficit and fiscal deficit.
Ans-→Fiscal deficit is always a wider concept than revenue deficit.
→Revenue deficit is defined as the excess of government’s revenue expenditure over revenue receipts. In terms of formula:
Revenue Deficit = Revenue Expenditures (RE) – Revenue Receipts (RR)
→In short, there will be revenue deficit in a government budget when revenue expenditure exceeds revenue receipts.
→Fiscal deficit is defined as the excess for all expenditure over total receipts net of borrowings.
→Initially, Fiscal deficit does not take into account all types of receipts. It does not take into account borrowings.
→ But finally they have to depend on borrowing to meet fiscal deficit.
Fiscal Deficit = Revenue Deficit + Capital Deficit (Excluding Borrowing)- Borrowing
= Net borrowing at home + Borrowing from RBI + Borrowing from abroa
























UNIT-5
BALANCE OF PAYMENT AND FOREIGN EXCHANGE RATE


[image: What is the Equilibrium and Disequilibrium in the Balance of Payments ? –  Aim Institute of Economics]

This chapter is of great importance in understanding the complex relationship between closed economy and Open Economy which in fact can be clear by knowing the concepts and components of Balance of payments.
An open economy is one which interacts with other countries through various channels. There are three ways in which these linkages are established-
1. Output Market
2. Financial Market
3. Labour Market
Meaning of Balance of Payments (BOP):
The balance of payments (BOP) record the transactions in goods, services and assets between residents of a country with the rest of the world for a specified time period typically a year.
It is the statement of accounts of a country’s inflows and outflows of foreign exchange in a fiscal year
BOP is prepared on the principles of Double Entry System. (Debit side and credit side)
In BOP any transactions resulting in payments to foreigners is entered as a debit (-).i.e. All spending and Lending of foreign exchange (outflow of foreign exchange) are recorded as debit items
In BOP any transactions resulting in a receipt from foreigners is entered as a Credit (+).i.e. all earnings and Borrowings of foreign exchange (inflow of foreign exchange) are recorded as credit items.
BOP is always balance .BOP is a schedule of debit and credit transactions which must necessarily be equal in accounting sense.
Current Account of BOP: Current Account is the record of business in commodities, transfer payments and services.


[image: ]








	
1. Balance of Trade (Trade balance)
2. Balance on Invisibles


Balance of Trade (BOT): It is the difference between the Value of Exports of goods and Value of Imports of goods during a year.
BOT is said to be in Balance when Value of Exports of goods are equal to Value of Imports of goods. It may also Surplus BOT (Trade surplus) or Deficit BOT (Trade deficit).
Balance on Invisibles: It is the difference between the Value of Exports o and Value of Imports of invisibles of a country in a given period of time. Invisible includes services, transfers and flows of income.


Overall Current Account Balance:
Current account is in balance when receipts on current account are equal to the payments on the current account.
Current account surplus (CAS) refers to excess of receipts from value of exports of visible items, invisible items and unilateral transfers over payments for value of imports of visible items, invisible items and unilateral transfers. (CAS signifies that the nation is a lender to the rest of the world)
Current Account Deficit (CAD) arises when the value of exports of visible items, invisible items and unilateral transfers is less than the value of imports of visible items, invisible items and unilateral transfers. (CAD signifies that the nation is a borrower from the rest of the world)


Capital Account of BOP
Capital Account records all international transactions of assets. An asset is any one of the types in which wealth can be held, for example stocks, bonds, Government debt, money, etc.
[image: ]Capital Outflows such as repayments of loans, Purchase of assets or shares in foreign countries etc debit on the capital account. If an Indian purchases a UK Car Company, it enters capital account undertakings as a debit (as foreign exchange is going out of India). Capital Inflows such as receipt of loans from abroad, sale of assets like sale of the share of an Indian company to a Japanese customer is a credit on the capital account.


Balance on Capital Account:
Capital account is in balance when capital inflows (like receipt of loans from abroad, sale of assets or shares in foreign companies) are equal to capital outflows (like repayment of loans, purchase of assets or shares in foreign countries).
Surplus in capital account arises when capital inflows than capital outflows.

Deficit in capital account arises when capital inflows are lesser than capital outflows.




Assertion (A) and Reason (R) Based Question
1. Assertion (A): (A): Managed Floating Exchange Rate is decided by market forces but remains within a specific range as decided by central banks.
Reason (R) : Exchange rate is determined by the forces of demand and suppl of  foreign exchange, but the Central Bank intervenes to buy or sell foreign currency to moderate the exchange rate fluctuations.
Read the following statements-Assertion (A) and Reason (R), and select the correct alternative in each cases.
(a) Both Assertion (A) and Reason (R) are true and Reason. (R) is the correct explanation of Assertion (A).
(b) Both Assertion (A) and Reason (R) are true but Reason (RI is riot the correct explanation of Assertion (A)
(c) Assertion (A) is true but Reason (R) false.
(d) Assertion (A) is false but Reason (R) is true.


2. Assertion (A): Under a managed floating exchange rate system, the Government directly controls the exchange rate
Reason (R): Managed floating exchange rate is decided by market forces (the float part) but remains within a specific range as decided by central bank (the managed part).
Read the following statements-Assertion (A) and Reason (R), and select the correct alternative in each cases.
(a) Both Assertion (A) and Reason (R) are true and Reason. (R) is the correct explanation of Assertion (A).
(b) Both Assertion (A) and Reason (R) are true but Reason (RI is riot the correct explanation of Assertion (A)
(c) Assertion (A) is true but Reason (R) false.
(d) Assertion (A) is false but Reason (R) is true.


3. Assertion (A) When there is a trade deficit and current account deficit, there will always be BoP deficit.
Reason (R) When there is a trade deficit and current account deficit but a capital account surplus (i.e., net capital inflow), there may he Balanced BoP or BoP surplus.
Read the following statements-Assertion (A) and Reason (R), and select the correct alternative in each cases.
(a) Both Assertion (A) and Reason (R) are true and Reason. (R) is the correct explanation of Assertion (A).Both Assertion (A) and Reason (R) are true but Reason (RI is riot the correct explanation of Assertion (A)
(b) Assertion (A) is true but Reason (R) false.
(c) Assertion (A) is false but Reason (R) is true.


4. Assertion (A), Managed floating exchange rate system.is a mixture of a flexible exchange rate system and a fixed rate systems.
Reason (R): Under managed floating exchange rate system, the exchange rate is determined by the market forces of demand and supply of foreign exchange (the float part) but the central banks need to intervene to buy and sell foreign currencies in an attempt to moderate exchange rate movements.
Read the following statements-Assertion (A) and Reason (R), and select the correct alternative in each cases.
(a) Both Assertion (A) and Reason (R) are true and Reason. (R) is the correct explanation of Assertion (A).
(b) Both Assertion (A) and Reason (R) are true but Reason (RI is riot the correct explanation of Assertion (A)
(c) Assertion (A) is true but Reason (R) false.
(d) Assertion (A) is false but Reason (R) is true.


5. Assertion (A). Difference between value of exports and imports of goods and services is called trade balance.
Reason (R), Trade balance is the difference between value of exports of goods and imports of goods only, It does not include exports and imports of services.
Read the following statements-Assertion (A) and Reason (R), and select the correct alternative in each cases.
(a) Both Assertion (A) and Reason (R) are true and Reason. (R) is the correct explanation of Assertion (A).
(b) Both Assertion (A) and Reason (R) are true but Reason (RI is riot the correct explanation of Assertion (A)
(c) Assertion (A) is true but Reason (R) false.
(d) Assertion (A) is false but Reason (R) is true.


6. Assertion (A) In balance of payments, repayment of loans by Indian Government to US Government will be recorded on the credit side of current accounts.
Reason (R)1 Repayment of loans by Indian government to US Government will be recorded in the capital account on the debit side as it will lead to outflow of foreign exchange.
Read the following statements-Assertion (A) and Reason (R), and select the correct alternative in each cases.
(a) Both Assertion (A) and Reason (R) are true and Reason. (R) is the correct explanation of Assertion (A).
(b) Both Assertion (A) and Reason (R) are true but Reason (RI is riot the correct explanation of Assertion (A)
(c) Assertion (A) is true but Reason (R) false.
(d) Assertion (A) is false but Reason (R) is true.
7. Assertion (A). Profits received from investments abroad is recorded in capital Account.
Reason (R): Profits received from investments abroad is recorded in the current account since it is an investment income (factor income), It will be recorded on the credit side of the current account since it leads to inflow of foreign exchange.
Read the following statements-Assertion (A) and Reason (R), and select the correct alternative in each cases.
(a) Both Assertion (A) and Reason (R) are true and Reason. (R) is the correct explanation of Assertion (A).
(b) Both Assertion (A) and Reason (R) are true but Reason (RI is riot the correct explanation of Assertion (A)
(c) Assertion (A) is true but Reason (R) false.
(d) Assertion (A) is false but Reason (R) is true.


8. Assertion (A) Import of machines is recorded in current account.
Reason (R) All imports and exports of goods are recorded in the current account, because it is simply import/ export of a good.
Read the following statements-Assertion (A) and Reason (R), and select the correct alternative in each cases.
(a) Both Assertion (A) and Reason (R) are true and Reason. (R) is the correct explanation of Assertion (A).
(b) Both Assertion (A) and Reason (R) are true but Reason (RI is riot the correct explanation of Assertion (A)
(c) Assertion (A) is true but Reason (R) false.
(d) Assertion (A) is false but Reason (R) is true.


9. Assertion (A) `Foreign investment in India’ will be recorded on the credit side of the Capital account in the Balance of Payment account.
Reason (R). 'Foreign investment in India! is of capital nature (increasing the assets of the country), It leads to inflow of foreign currency of the co any.
Read the following statements-Assertion (A) and Reason (R), and select the correct alternative in each cases.
(a) Both Assertion (A) and Reason (R) are true and Reason. (R) is the correct explanation of Assertion (A).
(b) Both Assertion (A) and Reason (R) are true but Reason (RI is riot the correct explanation of Assertion (A)
(c) Assertion (A) is true but Reason (R) false.
(d) Assertion (A) is false but Reason (R) is true.


10. Assertion (A): Current account in Balance of Payments records only the exports	and imports of goods and services.
Reason (R): Current Account of Balance of Payment records unilateral transfers along with exports and imports of goods and services.
Read the following statements-Assertion (A) and Reason (R), and select the correct alternative in each cases.
(a) Both Assertion (A) and Reason (R) are true and Reason. (R) is the correct explanation of Assertion (A).
(b) Both Assertion (A) and Reason (R) are true but Reason (RI is riot the correct explanation of Assertion (A)
(c) Assertion (A) is true but Reason (R) false.
(d) Assertion (A) is false but Reason (R) is true.


11. Assertion (A) : Borrowings from abroad are recorded in the Capital Account of the Balance of Payments on the debit side.
Reason (R): Borrowings from abroad are recorded in the Capital Account of Balance of Payments on the credit side as it results in an inflow of foreign currency in the economy.
Read the following statements-Assertion (A) and Reason (R), and select the correct alternative in each cases.
(a) Both Assertion (A) and Reason (R) are true and Reason. (R) is the correct explanation of Assertion (A).
(b) Both Assertion (A) and Reason (R) are true but Reason (RI is riot the correct explanation of Assertion (A)
(c) Assertion (A) is true but Reason (R) false.
(d) Assertion (A) is false but Reason (R) is true.


12. Assertion (A): country may face a situation of CAD, even if the country has trade surplus, with greater negative balances on account of services and unilateral transfers.
Reason (R). Trade Deficit must exist if a country is facing a situation of Current Account Deficit.
Read the following statements-Assertion (A) and Reason (R), and select the correct alternative in each cases.
(a) Both Assertion (A) and Reason (R) are true and Reason. (R) is the correct explanation of Assertion (A).
(b) Both Assertion (A) and Reason (R) are true but Reason (RI is riot the correct explanation of Assertion (A)
(c) Assertion (A) is true but Reason (R) false.
(d) Assertion (A) is false but Reason (R) is true.


13. Assertion (A) : Trade deficit is always a great cause of worry for an economy,
Reason (R) : Trade deficit is a lesser cause of worry if it reflects a rise in investment which will build the capital stock and increase the future output in an economy.
Read the following statements-Assertion (A) and Reason (R), and select the correct alternative in each cases.
(a) Both Assertion (A) and Reason (R) are true and Reason. (R) is the correct explanation of Assertion (A).
(b) Both Assertion (A) and Reason (R) are true but Reason (RI is riot the correct explanation of Assertion (A)Assertion (A) is true but Reason (R) false.
(c) Assertion (A) is false but Reason (R) is true.


14. Assertion (A). 'Indians Investing in assets abroad will be recorded under debit side of capital account in Balance of Payments.
Reason (R). Indians investing in assets abroad will lead to an outflow of foreign currency, it will be recorded under debit side of capital account in balance of payments.
Read the following statements-Assertion (A) and Reason (R), and select the correct alternative in each cases.
(a) Both Assertion (A) and Reason (R) are true and Reason. (R) is the correct explanation of Assertion (A).
(b) Both Assertion (A) and Reason (R) are true but Reason (RI is riot the correct explanation of Assertion (A)
(c) Assertion (A) is true but Reason (R) false.
(d) Assertion (A) is false but Reason (R) is true.

Assertion (A) and Reason (R) Based Question
Answer Key

	1.(a)
	2. (d)
	3. (d)
	4.. (a)
	5. (d)

	6. (d)
	7. (d)
	8. (a)
	9. (a)
	10. (d)

	11. (d)
	12. (c)
	13. (d)
	14. (a)
	15. (d)





CASE STUDY-1:

India's current account balance posted a marginal surplus of USD 0.6 billion (0.1% of GDP) in the Jan-Mar quarter 2020, as against a deficit of USD 4.7 billion in Jan-Mar 2019 and USD 2.6 billion in the previous quarter. It is noteworthy that this is the first quarterly current account surplus since the Jan-Mar quarter of 2007. It is primarily on account of lower trade deficit at USD 35 billion and a rise in net invisible receipts (which includes services, primary and secondary income) at USD 35.6 billion. The lower trade deficit is a result of the sharp decline in demand at both the national and international levels following the implementation of COVID-19 lockdowns and a fall in global crude oil prices since the beginning of this year. In the financial account, net foreign direct investment at USD 12 billion was higher than USD 6.4 billion in Jan-March quarter 2019. On the portfolio investment side, there was a net outflow of USD 13.7 billion compared to USD 9.4 billion inflow the same quarter last year on account of money being pulled out from both debt and equity markets. A surplus at both current and capital account has resulted in a forex reserve accretion of USD 18.8 billion in the Jan-Mar quarter 2020.
Questions:
1. Current Account of BOP account records only exports and imports of Goods and Services. (True/ False)


2. Current Account Surplus arises when credit items are	debit items
(a) Less than	(b) Equal to
(c) More than	(d) All the above


3. Foreign Direct Investment from abroad are recorded on the:
(a)Credit side of Current Account	(b) Debit side of Current Account
(c)Credit side of Capital Account	(d) Debit side of Capital Account


4. Current Account is a	(Stock/ Flow) concept.


CASE STUDY-2:
Madhavi Arora, lead economist at Edelweiss Securities, said FY21 may see CAD improve to 0% as crude prices fall. 'We expect exports growth to remain fragile amid demand shock . Import growth may remain sluggish as well amid weak domestic demand. Capital account may worsen in FY21 as dollar funding could be a concern. BOP could remain in surplus of -$32-35 billion, helped by lower current account despite weak FPI (Foreign Portfolio Investments) hot money appetite,' she added.


Questions:
1. Export and Import of goods is also known as :
(a)Indivisible trade	(b) Visible trade
(c) One-sided transactions	(d)Unrequited transfers


2. Exports of goods and services raises the of foreign exchange	(Supply/ Demand)


CASE STUDY-3:
Foreign trade influences Indian aggregate demand in two ways. First, when Indians buy foreign goods, this spending
i.e. imports escape as a leakage from the circular flow of income decreasing aggregate demand. Second, our exports to foreigners enter as an injection into the circular flow, increasing aggregate demand for goods produced within the domestic economy. Balance of Payment record the transactions in goods, services and financial assets between residents of a country with the rest of the world. There are two main accounts in the BOP - the Current Account and Capital Account. Current account is the record of trade in goods and services and transfer payments. Capital account records all International transactions of assets, Eg. Money, stocks, bonds, government debt, etc.
Questions:
1. Which of the following is not a component of the current account of Balance of Payment ?

(a). Export and import of goods and services
(b) Remittances given by private citizens living abroad
(c) Net International income from compensation of employees
(d) None of the above


2. Which of the following is not recorded in the Capital Account of Balance of Payments ?
(a) Equity capital	(b) Gifts, remittances and grants
(c) Government aid	(d) Offshore funds


3. Which of the following items are included in current account BOP ?
(a) Foreign investment	(b) External borrowing
(c) External assistance	(d) Non factor Income


CASE STUDY-4:
Each nation has its own currency when monetary transactions are conducted within the national borders, payments are made in the the currency of that country for example Indian currency is called rupee. To be more exact it is called Indian rupee payments within the national borders Of India are made in Indian rupees. Similarly each other nation has its own currency for example Pakistan currency is called Pakistani rupee USA currency US dollar Kuwait currency Kuwaiti Dinar UAE currency dirham and so on payments within the national borders of Pakistan are made in Pakistani rupees payment within the national border of USA is USA dollars, etc. When transactions are conducted across National borders one currency must be converted into another. Conversion rate between two currencies is decided by by two ways first fixed exchange rate second floating or flexible exchange rate.
Questions:
1. Exchange rates refer to the rate at which the following is exchanged:
(a) Goods	(b) Services
(c) Currencies	(d) All the above


2. Who fixed the flexible exchange rate:
(a) Market force	(b) Government
(c ) Both a and b	(d) None of these

CASE STUDY BASED QUESTION
CASE STUDY-1
Answers:
1. False: It also records unilateral receipts and payments	2. (C) More than
3. (C) Credit side of Capital Account	4. Flow CASE STUDY-2
Answers:
1. (b) Visible trade	2. Supply CASE STUDY-3
Answers:
1. (d) None of the above	2. (b) Gifts, remittances and grants	3. (d) Non-factor income CASE STUDY-4
Answers:
1. (c) Currencies	2. (a) Market force	3. Fixed exchange rate
[Type here]



Matching the Correct Statements I. From the set of statements given in Column I and Column II, choose the correct pair of statements:
1.
Column I	Column II

(a) External commercial borrowing	(i) Available at the concessional rate of interest

(b) Real assets	(ii) Stocks and bonds

(c) Autonomous items	(iii) Classified as 'below the line' items of BoP

(d) Exports of goods and services	(iv) Recorded as positive items in BoP accounts

(e) Deposits held by NRls	(v) A component of current account 2.
Column I	Column II

(a) Supply curve of foreign exchange	(i) Downward sloping curve

(b) Depreciation of the domestic currency	(ii) Value of the domestic currency is deliberately reduced by the

government

(c) Repayment of international loans	(iii) A source of supply of foreign exchange

(d) Exports from India to US	(iv) Demand for foreign exchange from India

(e) Appreciation of domestic currency	(v) Government plays no role whatsoever



CASE STUDY BASED QUESTION
CASE STUDY-1
Answers:
1. False: It also records unilateral receipts and payments	2. (C) More than
3. (C) Credit side of Capital Account	4. Flow CASE STUDY-2

Answers:
1. (b) Visible trade	2. Supply CASE STUDY-3
Answers:
1. (d) None of the above	2. (b) Gifts, remittances and grants	3. (d) Non-factor income CASE STUDY-4
Answers:
1. (c) Currencies	2. (a) Market force	3. Fixed exchange rate CASE STUDY-5
Answers:
1. (i) Export of goods and services	2. Depreciation	3. Floating	4. (iii) Floating Exchange Rate
CASE STUDY-6
Answers:
1. (d)	2. (a)	3. (a)



Q. Which of the following statements is correct?
A. If the current accounts is in surplus then the capital account must also be in surplus
B. If the current account is in deficit then the capital account must also be in deficit
C. The overall sum of all the entries in the balance of payments must be positive
D. The overall sum of all entries in the balance of payments must be zero
Ans:D

Q.The differences between a country’s merchandise exports and its merchandise imports is the ?
A. balance of payments
B. capital account
C. current account
D. balance of trade
Ans:D

Q.Historically countries at early stages of rapid economic development have tender to experience ?
A. trade deficit and an excess of investment over domestic saving
B. trade surplus and an excess of investment over domestic saving
C. trade deficits and an excess of domestic savings over investment
D. trade surpluses and an excess of domestic saving over investment
Ans:A

Q. In which of the following categories are economic transactions of balance of trade recorded?
a. Visible items; b. Invisible items; c. Capital items; d. All of the above
Ans: (a)
Q._______ is needed to balancell the balance of payments statements?
A. credit transactions
B. debit transactions
C. unilateral transfers
D. statistical discrepancy
Ans:D

Q.The balance of trade is a record of ?
A. exports and imports of financial assets
B. the current account plus capital account
C. the net export of goods and services
D. the value of merchandise exports minus imports
Ans:D
Q. A current account surplus implies that ?
A. the country is a net lender to the rest of the world
B. the country is running a net capital account surplus
C. foreign investment in domestic securities is at very low levels
D. All of the above
Ans:A
Q.A nation with a current account deficit will be ?
A. lending more money to other nations
B. experiencing a surplus in exports of goods and services
C. reducing its indebtedness to other nations
D. going further into debt with other nations
Ans:D


Q.In the balance of payments travels and tourism are included in the category of ?
A. unilateral transfers
B. service accouont.
C. merchandise account
D. capital account
Ans:B

Q.The role of _______ is to direct one nation’s savings into investments of another nation?
A. merchandise trade flows
B. services flows
C. current account flows
D. capital flows
Ans:D

Q.All of the following are debit items in the balance of payments except ?
A. capital outflows
B. merchandise exports
C. private gifts to foreigners
D. foreign aid granted to other nations
Ans:B

Q.A country’s transactions with the rest of the world are recorded in the ?
A. balance of international indebtedness
B. balance of financial transactions
C. balance of payments
D. income statements
Ans:C

Q.The difference between the balance on current account and the balance on capital account is the ?
A. statistical discrepancy
B. balance of payments
C. balance of trade
D. trade deficit
Ans:A

Q.Which of the following statements is True ?
A. The overall sum of all the entries in the balance of payments must be positive
B. A country runs a current account surplus if it sells more of its assets abroad than it buys abroad
C. A country runs a capital account deficit if it imports more than it exports
D. If the current account is in surplus the capital account must be in deficit
Ans:D

Q.The balance of payments is divided into two major accounts the ?
A. current account & capital account
B. current account & trade account
C. trade account &capital account
D. current account & reserve account.
Ans:A

Q. The record of a country’s transactions in goods, services and assets with the rest of the world Is recorded in?
A. balance of trade
B. capital account
C. current account
D. balance of payments
Ans:D

Q.Direct investment and security purchases are classified as ?
A. capital account transactions
B. current account transactions
C. unilateral transfer transactions
D. merchandise trade transactions
Ans:A

Q.Debit entries on the balance of payments are the entries that would ?
A. mean a loss of foreign exchange
B. bring foreign exchange into the country
C. indicate a surplus exist
D. exist at the bottom line after all accounts are totaled
Ans:A

Q.The current account includes ?
A. the value of trade in merchandise
B. services
C. unilateral transfers
D. All of the above
Ans:D

Q.A capital account surplus might be expected to cause a current account deficit because the associated ?
A. capital outflow would cause the nation’s currency to depreciate contributing to a trade deficit
B. capital inflow would cause the nation’s currency to depreciate contributing to a trade deficit
C. capital inflow would cause the nation’s currency to appreciate contributing to a trade deficit
D. capital outflow would cause the nation’s currency to appreciate contributing to a trade deficit
Ans:C
Q.In the balance of payments the statistical discrepancy is used to ?
A. insure that the sum of all debits matches the sum of all credits
B. insure that trade imports equals the value of trade exports
C. obtain an accurate account of a balance of payments deficit
D. obtain an accurate account of a balance of payments surplus
Ans:A

Q.Purchases of government securities in the United States by foreigners is ?
A. a credit item in the current account
B. a debit item in the capital account
C. a credit item in the capital account
D. a debit item in the current account
Ans:C

Q.——————–is a systematic record of all the economic transactions between one country and rest of the world.
(a) Balance of trade
(b) Balance of transactions
(c) Budget
(d) Balance of payments
Ans: (d)
Q. If India exports goods worth Rs 20 crore and imports goods worth Rs 30 crore, it will have a———————-.
(a) surplus of Rs 10 crore in balance of trade
(b) deficit of Rs 10 crore in balance of trade
(c) deficit of ? 50 crore in balance of trade
(d) can’t say
Ans: (b)
Q. Which one of the following items is an intangible item in balance of payments statement?
(a) Export of food grains
(b) Import of crude oil
(c) Banking services provided in other countries
(d) Import of steel by steel industry
Ans: (c)
Q. Which one of the following statements
deals with debts and claims of a country?
(a) Balance of capital account
(b) Balance of trade account
(c) Balance of current account
(d) Balance of services
Ans: (a)
Q. Name the economic transactions which are undertaken to make equilibrium in balance of payment,
(a) Autonomous items
(b) Accommodating items
(c) Invisible items
(d) None of them
Ans: (b)
Q. Current account of BOP records transactions is relating to——————.
(a) exchange of goods
(b) exchange of services
(c) unilateral transfers
(d) all of them
Ans: (d)
Q. Current transactions are of————-.nature.
(a) flow
(b) stock
(c) both flow and stock
(d) none of the above
Ans: (a)
CASE BASED QUESTIONS
Read the extract given below and answer the questions (Q.Nos. ) on the basis of the same:
1. PM Narendra  Modi has recently launched Vocal for local campaign with aims at increasing the domestic production of goods and services. The campaign also aims to allow more of foreign investment in the country which will be in the form of technology and capital movement. Due to covid -19 Pandemic, the entire world has gone into global lockdown. This has affected the international transactions that take place between the countries. India has got severely affected by the same. There has   been a significant decline in the number of foreign tourists visiting India and decline in number of people migrating from India to abroad. Decline in India exports to abroad has also been observed.
Q. Inflow of foreign investment in India is recorded on which side and sub- account of BOP?
A. credit side of current account
B. debit side of current account
C. Credit side of capital account
D. debit side of capital account
Ans.  C
Q. Inflow of foreign investment in India is a component of:
A. demand of foreign exchange
B. supply of foreign exchange
C. neither a nor b
D. none of the above
Ans.  B
Q. Inflow of foreign investment will leads to:
A. depreciation of domestic currency
B. appreciation of domestic currency
C. devaluation of domestic currency
D. revaluation of domestic currency
Ans. B
Q. Foreign tourist coming to India is a component of:
A. demand of foreign exchange
B. supply of foreign exchange
C. neither a nor b
D. none of the above
Ans.  B
Q. Decline in foreign tourists visiting India leads to:
A. depreciation of domestic currency
B. appreciation of domestic currency
C. devaluation of domestic currency
D. revaluation of domestic currency
Ans.A
Q. Exports are recorded on which side and in which Sub account of BOP?
A. credit side of current account
B. debit side of current account
C. Credit side of capital account
D. debit side of capital account
Ans.  A
2. National income and balance of payments are two important macroeconomic variables. In an open economic model, national income is sum total of expenditures of all the sectors of an economy. GDP is probably the most widely reported and closely monitored aggregate statistic.
GDP is a measure of the size of an economy. It tells us the total amount of ‘stuff’ the economy produces. Any change in the demand for domestic goods leads to change in national income of the country. Also, changes in foreign exchange rate affects trading relation between countries.
Q.What will be the likely impact of increase in exports on balance of trade?
Improve	(b) Deteriorate
(c) N o change	(d) Can‘t be predicted
Ans. A

Q.Assertion (A) Improvement in balance of payments has an incremental impact on the national income of a period.
Reason (R) Inflow of foreign exchange in the domestic country is caused by changing rate of returns around the globe.
Alternatives
Assertion (A) is true and Reason (R) is a correct reason of Assertion (A)
Assertion (A) is true but Reason (R) is not a correct reason of Assertion (A)
Assertion (A) is false, Reason (R) i s true
Both are false
Ans. A
Q. Balance of payments in general, records all transactions between resident of home country and,. .
A)non-residents of home country
B)citizens of rest of the world
C)residents of the rest of the world
D)All of the above
Ans. c

Q. Choose the correct statement from  given below.
A)National income and BoP are directly related
B)BoP transactions help qovernment to maintain foreiqn exchange reserve
C)Both (a) and (b) are true
D)Both are false
Ans. c
Q.Foreign investment will be recorded on which of the following account of BoP?
Current account	(b) Capital account
(c) Both (a) and (b)	(d) Not recorded in BoP
Ans. B
3. The growing strength of India's BoP was observed in the post reform period, since the crisis of 1991 continued in 2005-2006. This growing strength was inspite of a widening current account deficit to the tune of US dollar 9.2 million that is equivalent to 1.1 per cent of GDP in 2005-2006. Rising foreign investment, together with a sharp revival of inflows of non-resident deposits, maintained a strong balance in the capital account vis-à-vis high level of reserves. Given such robust, external position of RBI had deemed it opportune to revisit the issue of full capital account convertibility.
In this scenario, Indian companies hand holdings with international agencies (taxing loans and equity partnership) plans to make huge investments in retails and infrastructure. Also, many companies are boosting up their foreign country operations. They are less perturbed about the rising inflation rate or the other tight money measures adopted by the government. This could be due to favourable consolidation exposure and the opportunity in covering their risk in currency future market.
Q.Current account of BoP records which of the following transactions?
A)Transactions which are done for profit motive
B)Transactions which have no impact on the capital reserve of the country
C)Transactions which bring Bo P in the state of equilibrium
D)Both (a) and (b)
Ans. C

Q.If government increase tariff on import of goods, how it will impact the state of BoP?
A)This will lead to inflow of foreign exchange
B)This will lead to outflow of foreign exchange
C)There will be no impact on the state of BoP
D)Can‘t be predicted
Ans. D
Q.central bank to bring equilibrium.
A)Autonomous      B)Accommodating
C)Both (a) and (b)	      (d) Neither (a) nor (b)
Ans. B

Q.Assertion (A) Post the economic reforms of 1991, India's BoP has improved many folds.
Reason (R) Devaluation of currency during the new economic reforms improved the exports surplus of the country.
Alternatives
A)Assertion (A) is true and Reason (R) is a correct reason of Assertion (A)
B)Assertion(A) is true and Reason(R) is not a correct reason of Assertion (A)
C)Assertion(A) is false, Reason(R) is true
D)Both are false
Ans. A

Q.Indian companies coming in collaboration with foreign companies will lead to a/an________	for foreign exchange reserve.
A)increase    B)decrease    C)no change       D)Either(a) or (b)
Ans. A

Statement based questions
 Read the following statements carefully and choose the correct alternative from the following.
A)both the statements are true
B) both the statements are false
C) statement 1 is true and statement 2 is false
D) statement 2 is true and statement 1 is false
1. Statement 1: Accommodating transaction are take place on both current account and capital account.
Statement 2: Autonomous transactions are undertaken to maintain the balance in balance of payments.
Ans. B
2. Statement 1: defecit in BOP arises when total inflow on account of accommodating translations are less than the total outflows on account of such transactions.
Statement 2: accommodating items are also known as 'above the line items.'
Ans. B
3. Statement 1: Capital account transaction are not recorded in balance of trade.
Statement 2: balance of trade is also known as 'trade balance'.
Ans. A
4. Statement 1: balance of trade includes only visible items.
Statement 2: current account records both visible and invisible items.
Ans. A
5. Statement 1: capital account has direct effect on income, output and employment of the country.
Statement 2: capital account is used to finance defecit in current account or absorb surplus of current account.
Ans. D

VERY SHORT QUESTION ANSWERS

Q. What is Balance of Payments?
Ans : It is a systematic record of all economic transactions between the residents of a country & rest of the world during a financial year. In other words, it is a summary record of all international economic transactions of a resident country with the rest of the world during a given period of time.
Q. Define the term Balance of Trade.
Ans : It refers to the systematic record of visible items in a financial year. In other words, it is the value of imports and exports of commodities i.e. merchandise. If the exports exceed imports, the BOT is said to be favourable, and unfavourable in case of vice versa. Thus, Favourable BOT = Exports receipts > Import payments.
Q. Differentiate between BOP on current account & capital account.
Ans: The current account deals with the receipts & payments for those goods which are currently produced, while the capital account deals with debts & claims. Secondly, the BOP on current account has a direct influence on the level of income of a country, while the capital account influences the volume of assets of the country.
Q. Should a current account deficit be a cause for alarm? Explain.
Ans: No, if deficit in current account is offset by the capital account, otherwise such deficit has to be met by following which is a cause for alarm.
A)Depleting Foreign Exchange reserves
B)Taking foreign Loans.
Q. What does balance of payments account of a country record? 
Ans: Balance of payments is an accounting statement that provides a systematic record of all the economic transactions between the residents of a country and the rest of the world during a given period of time.
Q. What is meant by visible items?
Ans: Visible items include material goods [such as sugar, cloth, machines etc.] which can be seen or touched, counted, measured and weighted and which are duly recorded at the custom barriers.
Q. What is the meaning of invisible items?
Ans: Invisible items, on the other hand, refer to different kinds of services such as transport, banking, insurance etc.
Q. Why are imports entered as negative items in the balance of payments account?
Ans: Imports lead to an outflow of foreign exchange in the country. Thus, they are recorded as negative (debit) items.
Q. How is a deficit or a surplus on the current account restored?
Ans: Deficit on the current account is restored through the surplus on capital account and surplus on the current account is restored through the deficit on capital account..
Q.How do we finance the deficit on current account BOP in case officially reserves with the RBI are not moved?
Ans. We are left with on two alternatives only:1. We borrow from rest of the world; 2. We sell our assets (financial assets like stock and bonds, and physical assets (like plant and machinery) to rest of the world.
Q. Differentiate between BOP & BOT.
Ans: The term 'Balance of Payments' refers to the account of both visible items & invisible items while 'Balance of Trade' refers to the record of visible items only. BOT is only one of the components of BOP while the BOP is a wider concept & therefore offers a more comprehensive picture of economic transactions of a country with the rest of the world. Moreover, the BOT may be balanced, deficit or surplus, while BOP as a whole always remain balanced. BOT is a simple statements related to the foreign trade of the country while BOP presents a classified record of all receipts on account of goods exported, services rendered and capital received, and payments made on account of goods imported, services rendered from, and capital transferred to abroad.
Q. State the Items included in BOP account.
Ans : 1. Visible Items include all merchandise imports and exports i.e. the items which are recorded at the port & made of some material.
2. Invisible Items include receipts & payments for the services viz. shipping, banking, insurance, travel etc.; receipts and payments of income on foreign investments; interest on foreign loans & remittances of NRI's etc; govt's current expenditure in abroad viz. expenditure on embassies etc.; transfer payments & receipts.
3. Capital transfers include the capital receipts & capital expenditure of a resident country.

Q. Briefly explain the other items in the BOP.
Ans: There are certain items which do not form the part of current & capital account. These items are kept for balancing the BOP.These items are as follows:
Errors & Omissions are the balancing items in the BOP accounts which are used for correcting the BOP as it is difficult to keep an accurate record of all the transactions which may be due to sample of transactions, dishonesty of traders, smuggling etc.
Official Reserve Transactions refer to those transactions which are carried out by the govt. and the Central bank on behalf of govt. with regard to certain economic policy & their effect on BOP, & the exchange rates. It includes the Country's Official Reserve Assets & Foreign official Assets in the country. The Official Reserves are held in the form of foreign currency or foreign securities, gold & Special Drawing Rights (SDR) with the IMF. Reduction in these reserves implies purchase of foreign exchange which is taken as credit items in the BOP since it causes inflow of foreign exchange. On the contrary, an increase in these reserve assets is taken as a debit in the BOP as it causes outflow of foreign exchange. The Foreign Official assets in the country are in the form of rupee reserves of foreign central banks. Increase in these rupee reserves of foreign banks is taken as a credit item as it causes inflow of foreign exchange in the resident country (India), while decrease in these reserves is taken as debit as it causes outflow of foreign exchange.


Q. What is meant by Disequilibrium in the BOP?
Ans: It refers to such a situation when the BOP of the country is deficit or surplus. In other words, it is a situation when the net balance of all receipts & payments is not zero. If the net balance is in (+), it is surplus; while the negative (-) balance is deficit. In both of the situation, the BOP is in disequilibrium.

Q.How does decrease in FDI in India act as a supply stock for foreign exchange?
Ans. Decrease in FDI leads to a decrease in a supply of foreign exchange, for reasons other than change in exchange rate. It is a supply shock that cause a backward shift of supply curve of foreign exchange for the Indian economy. Consequently, equilibrium exchange will rise. More rupee are to be paid for buying a unit of foreign currency.
Q. How do the deficit BoP and surplus BoP impact the exchange rate?
Ans. (i) Deficit Balance of Payment: If the balance of payment of a country show deficit, demand for foreign currency will increase. Accordingly, exchange rate is expected to rise. Domestic currency will depreciate in relation to foreign currency. (ii) Surplus Balance of Payment: If the balance of payment of a country shows surplus, availability of foreign currency will increase. Accordingly, exchange rate is expected to fall. Domestic currency will appreciate in relation to foreign currency.
Q. State the causes for disequilibrium in BOP.
Ans: Disequilibrium in BOP may be due to the following reasons: Economic Factors viz. Cyclical fluctuations, huge public expenditure on development projects, hike in inflation which induces large imports of essential goods, development of import substitutes, change in cost structure of the trading partner countries etc; Demonstration effect which implies the effect of developed countries on the lifestyle & consumption pattern of the less developed countries which leads to rise in imports; Political instability which may lead to large scale capital outflow; Social factors viz. changes in the social structure & norms which may affect the propensity to consume, comforts & exports; etc.
Q. State the measures to correct adverse BOP.
Ans: Dear money policy, depreciation of the external value of domestic currency, devaluation of the currency, exchange control restrictions, tariff & import duties, fixing of import quotas, export promotion measures, import substitution etc
Q. Where will sale of machinery to abroad be recorded in the balance of payment accounts? Give reasons. 
Ans:1.  Sale of machinery to abroad is a part of Current accounts.
2. Current account records imports and exports of goods and services and unilateral transfers.
3. Sale of machinery to abroad leads to inflow of foreign currency and receipt from exports is shown on the positive side (credit items).



LONG ANSWERS QUESTIONS

Q. State four items of current account of BOP account.
Or
Name the broad categories of transactions recorded in the Current account of the balance of payment accounts. 
Ans: Current account records imports and exports of goods and services and unilateral transfers.
Components of Current Account The main components of Current Account are:
Export and Import of Goods (Merchandise Transactions or Visible Trade): A major part of transactions in foreign trade is in the form of export and import of goods (visible items). Payment for import of goods is written on the negative side (debit items) and receipt from exports is shown on the positive side (credit items). Balance of these visible exports and imports is known as balance of trade (or trade balance).
Export and Import of Services (Invisible Trade): It includes a large variety of non-factor services (known as invisible items) sold and purchased by the residents of a country, to and from the rest of the world. Payments are either received or made to the other countries for use of these services. Services are generally of three kinds: (a) Shipping,
(b) Banking, and (c) Insurance. Payments for these services are recorded on the negative side and receipts on the positive side.
Unilateral or Unrequisted Transfers to and from abroad (One sided Transactions): Unilateral transfers include gifts, donations, personal remittances and other ‘one-way’ transactions. These refer to those receipts and payments, which take place without any service in return. Receipt of unilateral transfers from rest of the world is shown on the credit side and unilateral transfers to rest of the world on the debit side.
Income receipts and payments to and from abroad: It includes investment income in the form of interest, rent and profits.
Q. What do you mean by capital account and what are its components?
Or
State four items (components) of capital account of BOP account.
Or
Name the broad categories of transactions recorded in the Capital account of the balance of payment accounts. 
Ans:  Capital account is that account which records all such transactions between residents of a country and rest of the world which cause a change in the asset or liability status of the residents of a country or its government.
Components of Capital Account
The main components of capital account are:
Loans: Borrowing and lending of funds are divided into two transactions:
(a) Private Transactions
• These are transactions that are affecting assets or liabilities by individuals, businesses, etc. and other non-government entities. The bulk of foreign investment is private.
• For example, all transactions relating to borrowings from abroad by private sector and similarly repayment of loans by foreigners are recorded on the positive (credit) side.
• All transactions of lending to abroad by private sector and similarly repayment of loans to abroad by private sector is recorded as negative or debit item.
(b) Official Transactions
• Transactions affecting assets and liabilities by the government and its agencies.
• For example, all transactions relating to
borrowings from abroad by government sector and similarly repayment of loans by foreign government are recorded on the positive (credit) side.
• All transactions of lending to abroad by government sector and similarly repayment of loans to abroad by government sector is recorded as negative or debit item.
Foreign Investment (Investments to and from abroad) It includes:
(a) Investments by rest of the world in shares of Indian companies, real estate in India, etc. Such investments from abroad are recorded on the positive (credit) side as they bring in foreign exchange.
(b) Investments by Indian residents in shares of foreign companies, real estate abroad, etc. Such investments to abroad are recorded on the negative (debit) side as they lead to outflow of foreign exchange.
Change in Foreign Exchange Reserves
(a) The foreign exchange reserves are the financial assets of the government held in central bank. A change in reserves serves as the financing item in India’s BOP.
(b) So, any withdrawal from the reserves is recorded on the positive (credit) side and any addition to these reserves is recorded on the negative (debit) side.
(c) It must be noted that ‘change in reserves’ is recorded in the BOP account and not ‘reserves’.

Q. Explain the meaning of deficit in BOP. 
Ans: 1.The balance of payments of a country is a systematic record of all economic transactions between the residents of foreign countries during a given period of time.
2.The transaction in the balance of payment account can be categorized as autonomous transactions and accommodating transactions.
3.  Autonomous transactions are transactions done for some economic consideration such as profit.
4.  When the total inflows on account of autonomous transactions are less than total outflows on account of such transactions, there is a deficit in the balance of payments account.
5. Suppose, the autonomous inflow of foreign exchange during the year is $500, while the total outflow is $600. It means that there is a deficit of $100.
Q. State whether the following transactions will be recorded on debit or credit side of BOP.
1)Loan from IMF to cover deficit of BOP.
2)Indian Government repays loan taken from IMF.
3)Purchase of shares of Infosys by a Japanese resident.
4)Export of Jute to Sri Lanka.
5)Acquisition of a foreign company by Tata.
6)Purchase of toys from China.
Ans: Transactions relating to inflow of foreign exchange will be recorded on the credit side and outflows of foreign exchange on the debit side. Debit Side: (2), (5), (6); and Credit Side: (1), (3), (4).







                                               


                                                              









                                                           FOREIGN EXCHANGE RATE
Foreign Exchange Rate: - It refers to the rate at which one unit of currency of a country is exchanged for the currency of other country. In other words, it is the price of one currency in terms of another country currency.
Flexible Exchange Rate: -Flexible Exchange Rate System refers to such a rate of exchange which is determined by the demand for & supply of the foreign exchange in the foreign exchange market. Under this system, the govt. or central bank does not intervene in the determination of exchange rates.
Components of demand for foreign exchange:

(1) Imports

(2) Repayment of international loans

(3) Grants and donations

(4) Investment in rest of the world

(5) Direct purchases abroad

(6) Payment of income

Components of supply of foreign exchange:

(1) Exports

(2) Loans from rest of the world

(3) Direct purchases by rest of the world

(4) Grants and donations from rest of the world

(5) Investment from rest of the world

(6) Income receipts.

Merits of flexible exchange rate system

1. It eliminates the problem of overvaluation or undervaluation of currencies, Deficit or surplus in balance of payments is automatically connected under this system.
2. It frees the government from problem of balance of payments.

3. There is no need for the government to hold any reserves.
4. It enhances the efficiency in the economy by achieving optimum resource allocation.

Demerits of flexible exchange rate system

l. It creates situations of instability and uncertainty. Wide fluctuations in exchange rate are possible. This hampers foreign trade and capital movements between countries.
2. It encourages speculation which may lead to larger uncertainties and fluctuations.

3. The uncertainty caused by currency fluctuations can discourage international trade and investment.

Fixed exchange rate: -Fixed Exchange Rate System refers to the system in which the rate of exchange is determined by govt. Or monetary authorities. It can be classified into Gold Standard System or Mint Parity of Exchange & Adjustable Peg System.
Gold standard system exchange rate (Fixed exchange rate system):- According to this system gold was taken as a common unit of parity between currencies of different countries. Each country was to define value of its currency in terms of gold. Value of one currency in terms of the other currency was fixed considering gold value of each currency.
Bretton Woods System of Exchange Rate:- Bretton woods system (Fixed system of exchange) allowed some adjustments: (i) Deferent currencies were related to one currency, that is US dollar. (ii) US dollar was assigned gold value at a fixed price. (iii) Value of one currency in terms of US dollar ultimately implied value of the currency in terms of gold. (iv) Gold currency to be the ultimate unit of parity between any two currencies.
Merits of fixed exchange rate:

1. It ensures stability in exchange rate. The exporters and importers have not to operate under uncertainty about the exchange rate. Thus it promotes foreign trade.
2. It promotes capital movements. Fixed exchange rate system attracts foreign capital because a stable currency does not involve any uncertainties about exchange rate that may cause capital loss,
3. Stable exchange rate prevents capital outflow

4. It prevents speculation in foreign exchange market

5. It forces the government to keep inflation in check. In case of fixed exchange rate system, inflation causes balance of payments deficit resulting in depletion of foreign exchange reserves.
Demerits of fixed exchange rate:

1. It contradicts the objective of having free markets
2. Under this system, countries with deficits in balance of payment run down this stock of gold and foreign currencies. This can create serious problem for them. They may be forced to devalue their currency. On the other hand countries with surplus in balance of payments will face the problem of inflation.
3. There may be under valuation or over valuation of currency. If the fixed exchange rate is at a level which is lower than the market level i.e. at   which demand for foreign currency far exceeds its supply, its will result in deficit in balance of payment. If it is higher than the market level i.e. at which the supply exceeds demand then it may create inflationary pressure because of balance   of payments surplus. It   is difficult to fix  a rate that  may prove to be equilibrium rate.
MANAGED FLOATING

‘Managed floating exchange rate is the floating (flexible) exchange rate which can be influenced by the intervention of central bank in the foreign exchange market' .
Manage Float: Managed floating is a tool employed by the central bank to restore the value of the country's currency (in relation to other currencies) within the desired limits, even when exchange rate is determined by the market force of demand and supply. It is also called ' dirty floating'.
Assertion & Reason
Q1. ASSERTION (A): Buying foreign goods is expenditure from our country and it becomes the income of that foreign country.
REASON (R): The purchase of foreign goods or imports decreases the domestic demand for goods and services in our country.
Alternatives:
(a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct explanation of Assertion (A)
(b) Both Asse1t ion (A) and Reason (R) are true but Reason (R) is not the correct explanation of Assertion(A)
(c) Assertion (A) is true but Reason (R) is false.
(d) Assertion (A) is false but Reason (R) is true.


Q2. ASSERTION (A): Managed Floating exchange rate system is also called as 'Dirty Floating' REASON (R): Clean Floating rate is influenced by the intervention of the Central Bank in the Foreign Exchange Market.
Alternatives:
(a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct explanation of Assertion (A)
(b) Both Assertion (A) and Reason (R) are true but Reason (R) is not the correct explanation of Assertion (A)
(c) Assertion (A) is true but Reason (R) is false.
(d) Assertion (A) is false but Reason (R) is true.


Q3. ASSERTION (A): Repayment of international loans is component of foreign exchange demand REASON (R): Fixed Exchange Rate System refers to the system in which the rate of exchange is determined by govt.
Alternatives:
(a) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct explanation of Assertion (A)
(b) Both Assertion (A) and Reason (R) are true but Reason (R) is not the correct explanation of Assertion (A)
(c) Assertion (A) is true but Reason (R) is false.
(d) Assertion (A) is false but Reason (R) is true.


4. There is relationship between exchange rate and supply of foreign exchange.
(A) a direct	(B) an inverse
(C) no	(D) both (i) and (ii)


5. Which of the following are not Sources of supply of foreign exchange:
(A) Exports of Goods and Services:	(B) Tourism
(C) Remittances (unilateral transfers) from Abroad	(D) Purchase of Assets in Foreign Countries.


6. The component of demand for foreign exchange are: -
(A) Imports	(B) Exports
(C) Remittances from abroad	(D) International borrowing


7. Which of the following is a source of demand for foreign currency?
(A) Foreign tourists visiting India	(B) Exports of goods and services
(C) Imports of goods	(D) All of these


8. Under flexible exchange rate system, exchange rate is determined
(A) by the government	(B) by market forces of demand and sup ply
(C) by Central Bank of a country	(D) none of these
9. Export of goods and services raises the ………...	of foreign exchange.
(A) demand	(B) supply
(C) both (I) and (ii)	(D) neither (I) nor (ii)
10. From the following statements given in column I and column II choose the correct pair of statements:

	Column I
	Column II

	A. Depreciation of currency
	1. Positively related to exchange rate

	B. Appreciation of currency
	2. Inversely related to exchange rate

	C. Demand for foreign currency
	3. Rise in exports, fall in imports

	D. Supply for foreign currency
	4. Fall in exports, rise in imports

	
	A
	B
	C
	D

	a
	3
	4
	2
	1

	b
	4
	3
	2
	1

	c
	1
	2
	3
	4

	d
	2
	4
	3
	1



11. From the following statements given in column I and column II, choose the correct pair of statements:

	Column I
	Column II

	A. Fixed exchange rate
	1. Foreign exchange rate

	B. Flexible exchange rate
	2. Fixed by the government

	C. Managed floating exchange rate
	3. Determined by market forces

	D. $1= Rs. 75
	4. Hybrid of fixed and floating




	
	A
	B
	C
	D

	a
	3
	4
	1
	2

	b
	1
	2
	3
	4

	c
	2
	3
	4
	1

	d
	4
	2
	1
	3



12. From the following statements given in column I and column II, choose the correct pair of statements:

	Column I
	Column II

	A. Demand for foreign exchange
	1. Inflow of foreign exchange

	B. Supply for foreign exchange
	2. Outflow of foreign exchange

	C. Foreign currencies are bought and sold
	3. Revaluation

	D. Rise in price of domestic currency with
	4. Foreign exchange market



	respect to foreign currencies by government
	




	
	A
	B
	C
	D

	a
	1
	2
	3
	4

	b
	2
	1
	4
	3

	c
	3
	1
	4
	2

	d
	4
	3
	2
	1



13. From the following statements given column I and column II, choose the correct pair of statements:

	Column I
	Column II

	A. Incredible India or Atulya Bharat
	1. Outflow of foreign currency

	B. Indians going to japan to visit Mario kingdom
	2. Inflow of foreign currency

	C. Related to fixed exchange rate system
	3. Depreciation of currency

	D. Related to flexible exchange rate system
	4. Devaluation of currency




	
	A
	B
	C
	D

	a
	1
	3
	4
	2

	b
	2
	1
	4
	3

	c
	2
	4
	3
	1

	d
	4
	3
	2
	1



14. From the following statements given column I and column II, choose the correct pair of statements:

	Column I
	Column II

	A. Investments made by Indians abroad
	1. Supply of foreign exchange

	B. Rise in exports, fall in imports
	2. Decrease in national income

	C. Fall in exports, rise in imports
	3. Increase in national income

	D. Remittances from abroad
	4. Demand for foreign exchange




	
	A
	B
	C
	D

	a
	1
	4
	3
	2

	b
	4
	2
	1
	3



	c
	4
	3
	2
	1

	d
	1
	2
	3
	4



15. From the following statements given column I and column II, choose the correct pair of statements:

	Column I
	Column II

	A. All currencies other than home currency
	1. Flexible exchange rate

	B. Rate at which currencies are exchanged
	2. Foreign exchange

	C. Hybrid of fixed and flexible exchange rate
	3. Foreign exchange rate

	D. Free exchange rate
	4. Managed floating exchange rate




	
	A
	B
	C
	D

	a
	1
	2
	3
	4

	b
	3
	1
	4
	2

	c
	4
	1
	2
	3

	d
	2
	3
	4
	1


Ans keys
	1
	a
	2
	a
	3
	b
	4
	A
	5
	D

	6
	A
	7
	C
	8
	B
	9
	B
	10
	a

	11
	c
	12
	b
	13
	b
	14
	c
	15
	d



PART-B
1. The operation of future delivery in the foreign exchange market is known as  	
(A) Spot market	(B) Current market
(C) Forward market	(D) Domestic market


2. The price of one currency in terms of another is known as  	
(A) Foreign exchange rate	(B) Trade rate
(C) Interest rate	(D) Balance of Payment


3. Increase in the value of foreign currency is known as  	
(A) Appreciation	(B) Devaluation
(C) Inflation	(D) None of these
4. The market where the national currencies are traded for one another is known as  	
(A) Domestic exchange market	(B) Foreign exchange market
(C) Bazaar	(D) Shop
5. Decrease in the value the foreign currency is known as  	
(A) Revaluation	(B) Devaluation
(C) Deflation	(D) All of these


6. What is the cause of the devaluation of any country’s currency?
(A) Increase in the domestic inflation rate
(B) Domestic real interest rates are less than foreign interest rates
(C) Much increase in the income
(D) All of these


7. The operation of daily nature in the foreign exchange market is known as  	
(A) Spot market	(B) Forward market
(C) Domestic market	(D) International market


8. Hybrid in management of fixed and flexible exchange rate is known as  	
(A) Managed to float	(B) Crawling Peg
(C) Wider Bands	(D) None of these


9. Other things remaining unchanged, when in a country the price of foreign currency rises, national income is:
(A) Likely to rise	(B) Likely to fall
(C) Likely to rise and fall both	(D) Not affected


10. Other things remaining the same, when in a country the market price of foreign currency falls, national income is likely:
(A) To rise	(B) To fall
(C) To rise or to fall	(D) To remain affected


11. Which of the following is true?
(a) Fixed exchange rate is determined by the government
(b) Flexible exchange rate is determined by market forces (demand and supply of foreign exchange)
(c) Both (a) and (b)
(d) None of the above
12. Which one is a merit of the fixed exchange rate?
(a) Promotes Foreign Trade	(b) Induces Foreign Capital
(c) Increases Capital Formation	(d) All the above
13. Which one is a demerit of the fixed exchange rate?
(a) Ignores National Interests	(b) Restricted Movement of Capital
(c) Sudden Fluctuations in Exchange Rates	(d) All the above


14. Which one is a merit of the flexible exchange rate?
(a) Simple System	(b) Continuous Adjustments
(c) Improves Balance of Payments	(d) All the above


15. Which one is a demerit of the flexible exchange rate?
(a) Bad Results of Low Rate	(b) Uncertainty
(c) Instability in Foreign Exchange	(d) All the above


16. Which one is a source of the demand for foreign exchange?
(a) Imports of Goods and Services from Abroad
(b) Investment in Foreign Nations
(c) Gift Scheme to Foreign Nations
(d) All the above


17. Which among the following is a source of supply of foreign exchange?
a. Donations given	b. Imports
c. Exports	d. Gifts


18. Which among the following is a source of demand for foreign exchange?
a. Brokerage of goods and services	b. Smuggle of goods and services
c. Export of goods and services	d. Import of goods and services


19. By exchange rate we mean:
(a) How much local currency we have to pay for a foreign currency
(b) How much of a foreign currency we have to pay for another foreign currency
(c) The rate at which foreign currency is bought and sold
(d) All of these


20. Foreign exchange is determined by:
(a) Demand for foreign currency
(b) Supply of foreign currency
(c) Demand and supply in the foreign exchange market
(d) None of the above
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CASE BASED QUESTIONS
Read the extract given below and answer the questions (Q.Nos. ) on the basis of the same:
1. Indian's exchange rate policy has evolved in line with international and domestic developments. Post-independence, in view of the prevailing Bretton Woods system, the Indian rupee was pegged to the Pound sterling. With the breakdown of the Bretton Woods system, and also the declining share of UK in India's trade, the rupee was delinked from the Pound sterling in September, 1975. During the period between 1975 to 1992, the exchange rate was officially determined by the RBI within nominal band of plus or minus 5 percent of the weighted basket of currencies of India's major trading partners. This exchange rate was referred to as ‘adjustable nominal peg with a band’.
Q. Post-independence, the exchange rate was determined under:
A)fixed exchange rate system
B)flexible exchanqe rate system
C)manage floating system
D)None of the above
Ans. A
Q.Assertion (A) Under fixed exchange rate system, country's government is responsible for changing the price of foreign exchange as per the developmental needs.
Reason (R) Increase in the value of domestic currency as planned by the central bank is revaluation of domestic currency.
Alternatives
Assertion (A) is true and Reason (R) is a correct reason
Asse tion (A) is true and Rea so n (R) is n ot a correct reason
Asse tion (A) is fa lse, Reason (R) is true
Both  are fa!se
Ans. B
Q.Immediately after independence, Indian rupee was pegged to the ......... .
A)Pound sterling	(B) G ol d
(C) U S dollar	(D) No ne of  these
Ans. A
Q.Indian currency was delinked from pound sterling on
A)September, 1975	          (B) November , 1975
(c) September , 1991  	(d) November, 1991
Ans. A

Q.The rupee was delinked from Pound sterling in 1975 because
A)The Bretton Woods system break down
B)U K‘s  share was declining in India s trade
C)Both (a) and (D)
D) N one of the above
Ans. C
2.In the Indian context, the RBI Act and the Foreign Exchange Management Act, 1999 set the legal provisions for governing the foreign exchange reserves. RBI acts as the chief monetary authority and the custodian of foreign exchange assets. RB I accumulates foreign currency reserves by purchasing from authorised dealers in the open market operations. The type of instruments in which RBI can invest is stipulated in the RBI Act.The aid received by the government also becomes a part of the reserves.
The Asian crisis tells us how countries suffer due to ill management of the foreign exchange reserves. Many countries foresaw the vulnerability to the external shocks and accumulated heavy foreign exchange reserves. Countries want to keep their exports competitive. Hence, they prefer to depreciate their currencies against dollars. In recent days, there has been a continuous appreciation of rupee vis-a-vis dollar. To avoid the appreciation of rupee, RBI has been continuously interfering in the money market. RBI is buying dollars from the market. The dollars that are being bought add to the foreign exchange kitty.
Unlike, in the past, the NRI community is more dispersed now, not just confining to the Gulf. Due to software boom, Indians are heading towards new destinations. NRIs are doing well there and ploughing back their savings to India. Moreover, foreign institutional investors are also making huge investments into Indian stocks.
The emergence of India as an offshore outsourcing hub has created new opportun ities. There are huge dollar earnings for India. Further, India is also proving to be a worthy manufacturing hub for many companies. All these factors played a positive role in building up of huge foreign exchange reserves.
Q.RB I's intervention in the foreign exchange market makes the exchange rate .........
A)Indeterminate
B)Volatile
C)Stab le
D)None of the above
Ans. c

Q.During the economic crisis of 1990s, India opted for which of the following foreign exchange measure?
(a)  devaluation of  currency
(b) Moving towards market-based determination of exchange rate
C)Both (a) and (a)
D)No ne of tne above
Ans. c
Q.Assertion (A) During the Asian crisis, many countries foresaw the vulnerability to the external shocks and accumulated heavy foreign exchange reserves.
Reason (R) India devalued its currency during the 1990 to improve its export competitiveness.
Alternatives
A)Assertion (A) is true and Reason (R) is a correct reason
B)Assertion (A) is true and Rea so n (R) is n ot a correct reason
C)Asse rtion (A) is fa lse, Reason (R) is true
D)Both  are fa!se
Ans. B
Q. To avoid appreciation of currency, RBI should opt for:
a) supply of foreign exchange from its reserves
b)purchase of foreign exchange from the market
c)devaluation of domestic currency
d)revaluation of domestic currency
Ans:B
Q.The above case depicts, which types of exchange rate system in India?
a) fixed exchange rate
b)flexible exchange rate
c) managed floating exchange rate
d) both (a) and (c)
Ans:c
Statement based questions
 Read the following statements carefully and choose the correct alternative from the following.
A)both the statements are true
B) both the statements are false
C) statement 1 is true and statement 2 is false
D) statement 2 is true and statement 1 is false
1. Statement 1: devaluation refers to fall in the value of domestic currency in terms of all foreign currency under fixed exchange rate regime.
Statement 2: devaluation of domestic currency make import cheaper.
Ans. C
2. Statement 1: managed floating exchange system is hybrid of fixed and flexible exchange rate system.
Statement 2: managed floating exchange rate in is also known as Dirty Floating.
Ans. A
3. Statement 1: currency depreciation makes the import cheaper.
Statement 2: currency appreciation makes the export cheaper.
Ans. B
4. Statement 1:there is complete government control in flexible exchange rate system. 
Statement 2: foreign exchange reserves are not required under flexible exchange rate system.
Ans. D
5. Statement 1: revaluation and appreciation of currency is one and same thing.
Statement 2: depreciation of currency is done by the market forces.
Ans. D

SHORT ANSWER QUESTIONS

Q. How can Reserve Bank of India help in bringing down the foreign exchange rate which is very high? 
Ans. Central Bank starts selling foreign exchange from its reserve to bring down the foreign exchange rate, as the demand for foreign exchange is very high.
Q. How can increase in foreiqn direct investment affect the price of foreign exchange? 
Ans. Increase in foreign direct investment will result in more supply of foreign exchange therefore, due to excess supply, price of foreign exchange will fall. i.e. exchange rate falls which leads to appreciation of domestic currency.
Q. Define the term Foreign Exchange Rate.
Ans : It refers to the rate at which one unit of currency of a country is exchanged for the currency of other country. In other words, it is the price of one currency in terms of another currency.
Q. Define the term Foreign Exchange Market.
Ans : It refers to the place where foreign currencies are bought & sold. It acts to transfer the purchasing power between the countries (transfer function); provides credit for international trade (credit function); make provision for hedging facilities i.e. protection against the risk related to variations in forex rate (hedging function).
Q. Explain the determination of foreign Exchange Rate.
Ans : The exchange rate is the price of a currency in terms of another currency. It depends upon the different foreign exchange regimes which are Fixed Exchange Rate System & Flexible Exchange Rate System.
Fixed Exchange Rate System refers to the system in which the rate of exchange is determined by govt. or monetary authorities. It can be classified into Gold Standard System or Mint Parity of Exchange & Adjustable Peg System.
The fixed exchange rate system had certain merits viz. it ensured stability & fluctuations had been avoided; encouraged international trade due to low risk & lesser uncertainty & coordinated the macroeconomic policies across the different countries.
But it had certain shortcomings viz. need of huge international reserves of gold; restriction in movement of capital due to the need of huge reserves of gold; discouraged venture capital; & rigid in resource allocation.
Flexible Exchange Rate System refers to such a rate of exchange which is determined by the demand for & supply of the foreign exchange in the foreign exchange market. Under this system, the govt. or central bank does not intervene in the determination of exchange rates. The exchange rate is determined by the free play of two forces viz. demand & supply of concerned foreign currencies. The rate of exchange is determined when both demand & supply of foreign exchange are equal to each other.
Q. State the sources of demand for foreign exchange.
Ans : These are import of goods & services; investment in other countries; gifts & grants to abroad; direct purchase made in abroad; other payments involved in international transactions etc. The demand for foreign exchange is made for the purpose of payments of foreign loans, import of products, making investments & giving loans to other countries, tour & travel in abroad etc. The demand for foreign exchange is inversely related to the exchange rate.
Q. What are the Sources of Supply of foreign exchange?
Ans : These are the export of goods & services; investments by ROW in the resident country; receiving gifts, donations & grants from the ROW; remittances by the non-residents from the ROW; direct purchase made by the non-residents in the domestic country; other receipts involved in international transactions etc. The supply of foreign exchange is directly related to the exchange rate.
Q. Explain the role of Central Bank during depreciation.
Ans : Due to depreciation, the price of imports rises due to which the price of essential products viz crude oil rises which leads to increase in petroleum prices & further which leads to inflation in the economy. The central Bank can resolve this under the managed floating system. The Central Bank will release more of dollars in the market & reduce the supply of INR(Indian Rupee). Consequently, the supply of dollars rises which leads to reduce its price, & on the other hand, the value of INR rises due to decline in availability. This process leads the exchange rate back to its original one later. Due to this act, the managed floating is also known as dirty floating.
Q. Differentiate between Depreciation and Devaluation.
Ans : Depreciation means decline in external value of a domestic currency in relation to a foreign currency, while the term devaluation also mean the same. But the difference is that depreciation takes place due to the outcome of changes in the market forces i.e increase in demand or decrease in supply of foreign exchange, while devaluation means a deliberate action taken by the Govt. in order to correct its deficit BOP by discouraging imports & encouraging exports which will increase the inflow & reduce the outflow of foreign exchange. Thus, depreciation is the part of flexible exchange rate system while devaluation is the part of fixed exchange rate system.
Q. Differentiate between depreciation of currency & appreciation currency.
Ans.Here, due to increase in demand, the thus the price of dollars rises & the value of INR declines. This is depreciation of INR. In this situation, the imports become dearer & exports cheaper. Thus, the exports rise & imports fall. As a result, the inflow of foreign exchange increases Here, due to increase in supply the demand curve shifts right, & the supply curve shifts right & thus the price of dollars falls, & the value of INR increases. This is Appreciation of INR. In this situation, the exports become dearer & imports cheaper. Thus, the imports rises & exports fall. As a result, the outflow of foreign exchange falls.

Q.What is depreciation of rupee? What is its likely impact on Indian imports and how?
Ans. Depreciation of rupee is the fall in the value of Indian currency in relation with foreign currency. More rupees are now required to buy a unit of foreign currency. This will make foreign goods expensive to the buyers in India. As a result, import are likely to fall.
Q.How is depreciation of Indian rupee likely to affect Indian export? Explain.
Ans. Depreciation of the domestic currency implies that the domestic currency (rupee) loses its value in relation to foreign currency (say US Dollar). Now, more rupee are required to buy a dollar, or a dollar can now buy more goods in domestic in the domestic economy. Accordingly, exports are expected to rise.
Q.Will you always appreciate a rise in exchange rate as a means to boost our exports?
Ans. No. Because a rise in exchange rate may not always lead to a rise in our export earnings. A rise in exchange rate is beneficial only elasticity of demand for our exports is greater than unity. Because, it is only then that the total expenditure on our exports will rise in response to a fall in prices of domestic goods (in terms of the foreign currency) yields greater revenue only when the elasticity of demand for our exports is greater than unity.
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Unit 6: Development Experience (1947-90) and Economic Reforms since1991 (12 Marks)
Summary

Condition of agriculture sector at the time of Independence 
 1) Low level of agricultural productivity: - 
Agricultural productivity became very low and this stagnation in agriculture sector was mainly due to systems of land settlement that were introduced by the British Government. The Zamindari system, the profit accruing out of the agriculture sector went to Zamindaris instead of the cultivators. This led to discouragement amongst the cultivators to produce less. 
2. High dependence on Monsoon: - 
Agriculture sector was mainly dependent on monsoon. No effort was ever made under the British rule to develop permanent means of irrigation. 
3. Lack of Proper Input: - 
Low level of technology, lack of irrigation facility and negligible use of fertilizers, added to aggravate the plight of the farmers and contributed to the dismal level of agricultural productivity.  
Industrial sector at the time of Independence 
1) Discriminatory Tariff Policy: - 
The British Government allowed tariff free export of raw materials from India and tariff free import of British industrial products into India. But a heavy duty on the export of Indian handicrafts products. It leads to decay of handicrafts industry in India. 
(ii) Competition from machine: - 
Industrial revolution in Britain gave a stiff competition to the handicraft industries in India. Due to low cost and better-quality product produced by machine forced the Indian craftsmen to shut down the handicraft Industry in India. (iii) New Patterns of Demand: - 
Owing to British rule in India, a new class of people emerged in India. This changed the pattern of demand in India against the Indian products and in favor of British products. As a result, the Indian Industry tended to Perish 
(iv) More market for British Goods: - 
An introduction of railways facilitated the transportation of the British products to different parts of the country. As a result, the size of the market for the low-cost British product expanded while it started shrinking for the high cost Indian products. This led to decay of Industry in India.   
Foreign trade under the British rule  
 1) Due to discriminative tariff policy adopted by the British Government, India became net exporter of raw materials and primary products. On the other hand, it became net importer of finished goods reproduced by the British Industry. 
(ii) Composition of exports and imports showed the backwardness of Indian economy. Exports and imports were largely restricted to Britain only due to monopoly control of India’s foreign trade. (iii) Surplus profit made and account of foreign trade during the British rule was distributed on administrative and as well as on war expenses. It was only used to increase the pursuits of the British Government.  
Demographic profile during the British rule. 
1) High birth and High death rate implied low survival rate, which was nearly 8 per thousand per annum. 
2) Life expectancy was as low as 32 years which shows the lack of health care facilities, lack of awareness as well as lack of means for health care. 
3) Literacy rate was as low as 16 percent, which reflects the social and economic backwardness of the country.  
Occupation structure at the time Independence. 
(i) Agriculture was the principal source of occupation and about 72.7 percent of working population was engaged in agriculture. 
(ii) Only 10.1% of the working population were engaged in the manufacturing sector, which showed the backwardness of Indian Industry at the time of Independence. 
(iii)only 17.2 percent of the working population were engaged in the service sector, which also proved the slow growth of tertiary sector at the time of Independence. 
(iv) There was an unbalanced growth of Indian economy at the time of Independence  
Infrastructure at the time of Independence. 
1) There was some infrastructural development during the British in the area of transport and communication. 
2) Introduction of railways, was a major breakthrough followed by the development of some ports and the construction of some roads. 
3) But the main motive of the British government was to foster the interest of the British Government rather than to accelerate the growth of Indian economy. 
4) There was transition from barter system of exchange to monetary system of exchange, which facilitated division of labor& large-scale production.  
Indian Economy: 1950-1990 
Economic Planning 
 It means utilization of country’s resources into different development. Activities in accordance with the national priorities. Planning commission was set up in 1950.  
The goals or objectives of planning in India are as follows:  
i) Growth: - 
It refers to increase in the country’s capacity to produce the output of goods and services within the country. It implies either a large stock of productive capital or an increase in the efficiency of productive capital and services like transport, banking & communication etc. 
In other words, it means steady increase in the gross domestic product (GDP). It is necessary to produce more goods and services if the country need to achieve higher growth level.  
(ii) Modernization: - 
It is necessary to adopt new technology in order to increase production of goods & services. Adoption of new technology is called modernization. 
However, modernization does not refer only to the use of new technology but also to change in social outlook such as women empowerment. A modern society makes use of the talents of women in the work place so that the society will be more civilized and prosperous  
(iii) Self-reliance: - 
It refers to utilization of country’s resources in order to promote economic growth and modernization without using the resources imported from other countries. It means avoiding imports of those goods which could be produced in India itself. 
It is necessary in order to reduce our dependence on foreign countries in order to safeguard the sovereignty of our country and unnecessary foreign interference in our polices. 
(iv) Equity: - 
It means equal distribution of income and wealth among the societies. It is important to ensure that the benefits of economic development should reach the poor sections of the society as well instead of being enjoyed by the rich. It is necessary that every people of a country should be able to meet their basic needs such as food, education, health facilities in order to reduce the inequality  
Development of Agriculture sector between 1950-1990 
(i) Land reforms: Land reforms were initiated in order to bring equity in ownership of landholdings. It was decided to establish intermediaries and to make the tillers of the owners of land. It gives the tillers the incentives to invest in making improvements in land provided sufficient capital was made available to them. 
(ii) Land Ceiling: - If refers to fixing the maximum size of land which could be owned by an individual. The purpose of land ceiling was to reduce the concentration of land ownership in a few hands and to promote equality in the agricultural sector. 
(iii) Green Revolution: - It refers to large increase in reduction of food grains resulting from the use of High yielding variety (HYV) seeds. The use of fertilizers, pesticides, irrigation facilities is important along with HYV seeds in order to increase agricultural productivity & production. The farmers should be provided adequate financial resources in order to purchase agricultural inputs.  
Development of Industrial sector between 1950-1990 
1) Public enterprises were played a central role in the process of Industrialization 
2) Private enterprises were to play only a secondary role in the process of industrialization. It means private sector were to obtain a license for their industrial establishments and to produce goods within the prescribed limits of production capacity. 
3) Major thrust was given to import substitution. It means production of such goods were to be accorded high priority which were imported from abroad. It was necessary to achieve the objective of growth with self-reliance. 
4) Domestic industries were given protection from foreign competition and it was done through (i) Heavy duty in imports (ii) Large – scale industry was to be developed with a view to build an infrastructural base in country.  
Development of foreign trade between 1950-1990 
 Inward looking trade strategy was adopted as foreign trade policy. This strategy is called import substitution. It aims at replacing or substituting imports with domestic production. Domestic industry is offered protection from foreign competition through import duties. Its main objective was to save foreign exchange by encouraging domestic production of such goods which could be imported from rest of the world.  
The Government protected the domestic industries from competition through tariffs and quotas. Through imposition of tariffs and quotas, the government restricted the imports of goods and thereby protecting the domestic firms from foreign competition.  
Marketed Surplus 
The excess portion of agriculture produce which is sold into the market by the farmers is called marketed surplus.  
Economic Reforms Since 1991 
Meaning of economic reforms 
The new economic policy started by the government since 1991 in order solve the Economic crisis and to accelerate the rate of economic growth is called Economic Reforms. It is also known as new economic policy which consists of Liberalization, Privatization and Globalization (LPG)  
Need for economic reforms 1. Mounting fiscal deficit: 
Fiscal deficit of the government had been mounting year after year on continuous increase in nondevelopment expenditure. Due to persistent rise in fiscal deficit there was corresponding rise in public debt and interest payment liability there was possibility that the economy might lead to debt-trap situation. Thus, it becomes essential for the government to reduce its nondevelopment expenditure and restore fiscal discipline in the economy. 
2. Adverse balance of payment: When receipts of foreign exchange fall short of their payments, the problem of adverse balance of payment arises. Despite the restrictive policy adopted by the government till 1990 import substitution and export promotion the desired result could not be meet. Our export could not compete in terms of price and quality in the international market. As a result, there was slow growth of export and rapid increase in imports. Accordingly, the burden of foreign debt services increased tremendously and leading to depletion of foreign exchange reserves.  
3.Gulf Crises: On account of Iraq war in 1990-91 prices of petrol shot-up. Besides India used to receive huge amount of remittances from gulf countries in terms of foreign exchange.  
4. Poor performances of PSU’s: 
Due to poor performances of public sector undertakings degenerated in to a liability. Most of public sector undertakings were incurring loss and their performance was quite satisfactory. On account of these factors, it becomes imperative for the government to adopt new economic policy or to initiate economic reforms.  
5 Rise in price: Due to rise in prices of food grains there was pressure of inflation Prior to 1991. Which deepen the economic crisis from bad to worse.  
6 Fall in foreign exchange reserves: In 1990-91 India’s foreign exchange reserves fall to such a low level that there was not enough to pay for an import bill of even10 days. In such situation the government had to helplessly resort to policy of liberalization as suggested by the World Bank. 
New Economic Policy 
New Economic Policy refers to adoption of Liberalization, Privatization and 
Globalization (LPG) which aims at the rendering the economy more efficient, competitive and developed.  
ELEMENTS OF NEW ECONOMIC POLICY 
1. Liberalization: It means to free the economy from the direct and physical control imposed by the government. 
Measures adopted for Liberalization: 
(i) Abolition of industrial licensing. 
(ii) DE reservation of production areas 
(iii)  Expansion of production capacity 
(iv)  Freedom to import capital goods  
2. Privatization: It refers to general process of involving the private sector in the ownership or management of state-owned enterprises. It implies partial or full ownership and management of public sector enterprises by the private sector. 
Measures adopted for Privatization: 
(i) Contraction of public sector 
(ii) Disinvestment of public sector undertaking 
(iii) Selling of shares of public enterprises
 
3. Globalization: Its men’s integrating the economy of a country with the economies of other countries under condition of free flow trade and capital and movement of persons across borders. 
Measures adopted for Globalization: 
(i) Increase in equity limit of foreign investment 
(ii) Partial convertibility of Indian rupees (iii) Long –term trade policy (iv) Reduction in tariffs. 
 
Positive impact of LPG polices 
1. a vibrant Economy 
2. Stimulant to Industrial production 
3. Check on fiscal deficit 
4. Check on inflation 
5. Improvement in consumers sovereignty 
6. A substantial increase in foreign exchange reserves. 
7. Flow of private foreign investment. 
8. India as an emerging economic power 
9. Shift from monopoly market to competitive market.
 
 Negative impact of LPG polices. 
1. Neglect of agriculture 
2. Urban concentration of growth process 
3. Economic colonialism 
4. Spread of consumerism 
5. Lopsided growth process 
6. Cultural erosion 

EXERCISE

CASE STUDY-1 
Read the following case study and answer the given questions 
India has seen a long and rich history of handicrafts. Years and years of evolution and refinement have made it possible for India to retain a coveted spot in the handicrafts landscape of the world. Where the ancients were exemplary in their craft, the contemporary craftsmen are adept in using the knowledge of the ancients by adding modem craft techniques to them. They have carefully preserved this age-old art that represents dignity, style and beauty of the Indian culture. 
Voyaging through the lanes of Indian handicrafts is a tempestuous affair. There are seen striking ups and downs throughout the late 2000s, had a grave impact on handicrafts industry. Despite the growth of handicraft industry in India and the measures taken by the government to promote handicrafts, the average earning of a craftsman when compared to that of other fields is very low. Hence, the younger generation is moving to other fields with only the elder craftsmen being left behind. The country needs younger generation of craftsmen to carry on the tradition of handicrafts, and this is only possible by ensuring the assistance of craftsmen to improve their techniques, availability of quality raw materials, direct marketing channels, credit and better wages and providing them with socio-economic benefits. 
Q 1. India had a worldwide reputation of.......... 
a. Handicrafts             
b. Landscape 
	c. Labour 	            
                          d. None of these 
Q.2.To preserve handicrafts industry and to promote it, the country should encourage younger generation of craftsmen helping them with: 
(a) Availability of quality raw materials                b. Better wages 
c. Direct marketing channels                               d. All of the above 
Q.3.During British rule, Indian handicrafts were discouraged by ..........of their exports. 
a. Removal of Rajas                     b. Nawabs 
	c. Giving subsidies 	                    d. None of these 
Q.4.Decay of indigenous handicrafts during British rule was due to: 
a. Introduction of discriminatory tariff policy          b. Industrial Revolution in Britain 
c. Commercialization of agriculture                         d. Both a. and b 

CASE STUDY-2 
India's economy under the British colonial rule remained fundamentally agrarian about 85 per 
cent of the country’s population lived mostly in villages and derived livelihood directly or indirectly from agriculture However despite such a major occupation, it experienced frequent deterioration and stagnation. This stagnation in the agricultural sector was caused mainly because of the various systems of land settlement that were introduced by the colonial government. 
Agricultural productivity was quite low in terms of production of food crops; however, there is a reliable evidence of relatively high yield in cash crops across different parts of the country due to commercialization of agriculture. But this could hardly help farmers in improving their economic condition as, instead of producing food crops, now they were producing cash crops which were to be ultimately used by British industries back home. Despite some progress made in irrigation, India's agriculture was starved of investment in terracing, Flood-control, drainage and desalinization of soil. 
Q1. Which of the following is the main reason explaining high dependence of the workforce in the agricultural sector? 
(a) Rampant illiteracy and poverty and also limited employment opportunity in other sectors. 
(b) A vibrant agricultural sector which can engage a large amount of Indian diaspora
(c) Developing the agrarian base as there were limited employment opportunities in the manufacturing and service sector 
(d) All of the above 
Q2. Agricultural sector in India is often characterised as having a disguised unemployment. 
This implies 
(a) More number of workers are engaged in agriculture than required 
(b) Marginal productivity of each additional worker is close to zero 
(c) Less number of workers are engaged in agriculture than required 
(d) Can be explained by either (a) or (b) 
Q3. Commercialization improved the socio-economic status of farmers during the British India 
(a) True (b) False (c) Partially true      
Q4. The main reason for stagnation of Indian agriculture during colonial rule was:  
(a)Land Settlement & revenue settlement                 (b)Poor level of infrastructure 
(c)Technological bottlenecks                                     (d)Financial constraints 

	 	CASE STUDY-3 
By the time India won its independence the impact of the two century long British colonial rule was already showing on all aspects of the Indian economy. The agricultural sector was already saddled with surplus labour an extremely low productivity. The industrial sector was crying for or modernization diversification, capacity building and increased public investment. Foreign trade was oriented to feed the industrial revolution in Britain. 
Q1. Mark the reason which is not true for stagnation in agriculture during British rule: 
	 (a). Land settlement system 	 	(b). Industrialization 
	 (c). Lack of technology 	 	 	(d). Commercialization of agriculture 
Q2. Which industry received the major setback during the colonial rule? 
	 (a). Cement 	 	 	 	 	(b). Handicraft 
	 (c). Paper 	 	 	 	 	(d). Iron in steel 
Q3.  At the time of independence Indian industrial sector was crying for ------ 
 (a). Modernization 
 (b). Diversification 
 (c). Capacity building and increased public investment                    
(d). All of these 


	 	CASE STUDY-4 
The restrictive policies of commodity production, trade and tariff pursued by the colonial government adversely affected the structure, composition and volume of India's foreign trade. Consequently, India became an exporter of primary products and an importer of finished consumer and capital goods like light machinery produced in the factories of Britain. The most important charactristic of India's foreign trade throughout the colonial period was the generation of a large export surplus Due to its quality; Indian Indigo was in great demand in Britain. In 1810, almost 95% of the indigo imported into Britain was from India. Indigo production became a very profitable business and many Britishers became Indigo planters. They advanced loans to peasants at high rate and forced them to cultivate indigo in 25% of their land. They paid a low price for the Indigo. As the Indigo plant had deep roots, it exhausted the soil fertility and the land became unfit for rice cultivation. 
Q1. Production of Indigo brought huge surplus for the........ 
(a) Domestic cultivators                               (b) Indigo planters 
(c) The colonial government                         (d) Zamindars 
Q2. Indigo production increases the fertility of soil and brought huge revenues for the domestic cultivators 
(a) True                      (b) False                         (c) Partially True 
Q3. Which sector was the second largest provider of employment during British India? 
(a) Agriculture               (b) Industry 
(c ) Services                  (d) All sectors constituted equal proportion of the total work force 
Q4. What was the treatment given by the Indigo planters to the peasants? 
(a) They were paid low prices for growing Indigo 
(b) They were given support measures on how to grow Indigo along with a piece of land 
(c) Advancement of loans at a lower rate of interest 
(d) Peasants voluntarily agreed with the Indigo planters to produce Indigo
CASE STUDY-5
Read the following case study and answer the given questions  
The performance of Indian economy during the period of first seven five-year plans 
(1950-1990) was satisfactory if not very impressive. On the eve of independence, India was an industrially backward country, but during this period of first seven plans our industries became far more diversified, with the stress being laid on the public investments in the industrial sector. The policy of import substitution led to protection of the domestic industries against the foreign producers but we failed to promote a strong export surplus. Although public sector expanded to a large extent but it could not bring desired level of improvement in the secondary sector. Excessive government regulations prevented the natural trajectory of growth of entrepreneurship as there was no competition, no innovation and no modernisation on the front of the industrial sector. Many Public Sector Undertakings (PSUs) incurred huge losses due to operational inefficiencies, red tapisril, poor technology and other similar reasons. These PSU's even continued to function because it was difficult to close a government undertaking even if it is a drain on country's limited resources. On the agricultural front, due to the measures taken under the Green Revolution, India more or less became self-sufficient in the production of food grains. So the need for reforms of economic policy was widely felt in the context of changing global economic scenario to achieve desired growth in the country. 
Questions: 
Q1. Which of the following was not a reason for the public sector to play a major role in the initial phase of Indian economic planning? 
(a) Private entrepreneurs lacked sufficient capital for investment 
(b) Government aimed for social welfare 
(c) The market was big enough to encourage private industrialists for investment 
(d) The government wanted to protect the indigenous producers from foreign competition 
Q2. Inward looking trade policy aimed at 
(a) Substituting imports with domestic production 
(b) Substituting imports of consumer goods with capital goods 
(c) Following an open economy model 
(d) Restrictions on movement of currency flows 
Q3. Mechanisation of the Indian agriculture was one of the causes of Green Revolution in India. The given statement is 
(a) True                                                        (b) False 
(c) Partially true                                           (d) Partially false 

CASE STUDY-6
Read the following case study and answer the given questions: 
Criticism on the effects of the green revolution includes the cost for many small farmers using HYV seeds, with their associated demands of increased irrigation systems and pesticides. A case study is found in India, where farmers are buying Monsanto BT cotton seeds—sold on the idea that these seeds produced 'non-natural insecticides'. In reality, they need to still pay for expensive pesticides and irrigation systems, which might lead to increased borrowing to finance the change from traditional seed varieties. Many farmers have difficulty in paying for the expensive technologies, especially if they have a bad harvest. These high costs of cultivation push rural farmers to take out loans—typically at high interest rates. Overborrowing commonly entraps farmers into a cycle of debt.  
On top of this, India's liberalized economy further exacerbates the farmers's economic conditions. Indian environmentalist Vandana Shiva writes that this is the "second Green Revolution". The first Green Revolution, she suggests, was mostly publicly funded (by the Indian Government).  
Farmer's financial issues have become especially apparent in Punjab, where its rural areas have witnessed an alarming rise in suicide rates. Excluding the countless unreported cases, there has been estimated to be a 51.97% increase in the number of suicides in Punjab in 1992–93, compared to the recorded 5.11% increase in the country as a whole. According to a 2019 Indian news report, indebtedness continues to be a grave issue affecting Punjabi people today, demonstrated by the more than 900 recorded farmer committed suicide in Punjab in the last two years. Questions: 
Q1. The green revolution includes the cost for many small farmers using……………seeds, with their associated demands of increased irrigation systems and pesticides.  (Fill in the 
Blank)                                                                                                       
Q2. There has been estimated to be a 51.97% increase in the number of suicides in Punjab in 1992–93. (True or False) 
Q3. According to a 2019 Indian news report, indebtedness continues to be a grave issue affecting Punjabi people today, demonstrated by the more than…………..recorded farmer committed suicide in Punjab in the last two years. 
       
		CASE STUDY-7 
Read the following case study and answer the given questions: 
Usually the economy of the country is based on who shall answer the questions like what to produce? How to produce? How to distribute what is produced? These questions when answered by the market forces mean a capitalist economy, when answered by government then a socialist economy and a mixed economy is where jointly these questions are answered. India opted for socialism as Indian leaders were motivated by the success of Soviet Union’s planning. Indian planners were well aware of the shortage of private capital and lack of incentive for the private sector to function in the social sector. Comprehensive planning for the country was made by the government with specific objectives of five-year plans. Hence, planning was initiated to make the public sector to work within the basic economic framework, and private sector firms were encouraged towards economic growth. 
Questions: 
Q1. Indian planners after independence were attracted to which Economy System? 
	 (a). Socialist  	 	                       (b). Capitalist 
	 (c). Market  	 	 	                       (d). None 
Q2. India’s First Five Year Plan was launched in the year 1951 (True/ False) 
Q3. India has a mixed economy with a _____________. 
	 (a). Small public sector 	 	           (b). Large public sector 
	 (c). Large private sector 	 	           (d). None of these 

		

		CASE STUDY-8
Read the following case study and answer the given questions: 
The Green Revolution started in 1965 with the first introduction of HYV seeds in Indian agriculture. This was coupled with better and efficient irrigation and the correct use of fertilizers to boost the crop. The end result of the Green Revolution was to make India self-sufficient when it came to food grains. 
After 1947 India had to rebuild its economy. Over three-quarters of the population depended on agriculture in some way. But agriculture in India was faced with several problems. Firstly, the productivity of grains was very low. And India was still monsoon dependent because of lack of irrigation and other infrastructure. 
There was also an absence of modern technology. And India had previously faced severe famines during the British Raj, who had only promoted cash crops instead of food crops. The idea was to never depend on any other country for food sufficiency. So, in 1965, the government with the help of Indian geneticists M.S. Swaminathan, known as the father of Green Revolution, launched the Green Revolution. The movement lasted from 1967 to 1978 and was a great success.  
Questions: 
Q1. Green revolution is related with _____________. 
	 (a) modern technology    	(b) better irrigation facilities 
	 (c) HYV seeds 	 	     (d) all of the above 
Q2. _____________ known as the father of green revolution. (Fill in the blank ) 
Q3. Britishers encouraged Indian farmers to grow food crops. (True/False) 

		CASE STUDY-9 
Read the following case study and answer the given questions: 
During the colonial rule, there was neither growth nor equity in the agricultural sector. The policy makers of independent India had to address these issues which they did through land reforms and promoting the use of 'High Yielding Variety' (HYV) seeds which ushered in a revolution in Indian agriculture. 
The stagnation in agriculture during the colonial rule was permanently broken by the green revolution. This refers to the large increase in production of food grains resulting from the use of high yielding variety (HYV) seeds especially for wheat and rice. The use of these seeds required the use of fertiliser and pesticide in the correct quantities as well as regular supply of water. Also, the application of these inputs in correct proportions is vital. The spread of green revolution technology enabled India to achieve self-sufficiency in food grains and we no longer had to be at the mercy of America, or any other nation, for meeting our nation's food requirements. 
Thus, land reform measures along with green revolution promoted equity in the agricultural sector. 
Questions: 
Q1. Which among the following crops chiefly benefitted as a result of green revolution? 
(a) Rice and Maize                                         (b) Wheat and Sugarcane 
(c) Wheat and Rice 	                                   (d) Rice and Sugarcane 
Q2. ......... refers to  change in the ownership of land holdings. 
	(a) Land ceiling 	                                   (b) Land reforms 
(c) Land fragmentation                                  (d) None of these 
Q3. What do you mean by marketed surplus? 
(a) Sale of consumer goods in the domestic market 
(b) Portion of agricultural produce sold in the market by farmers 
(c) Portion of industrial produce sold in the market 
(d) A certain proportion of both industrial and domestic produce sold in the market 
		CASE STUDY-10 
Read the following case study and answer the given questions: 
Prime Minister Narendra Modi in recent weeks has emphasises on the idea of an 'Atmanirbhar Bharat' or a self-reliant India. However, the government has faced a volley of questions since then, about whether the aim is to drag India back to import substitution and isolationism. The aim to make India self-reliant was outlined by the Prime Minister while announcing that his government will help the Indian economy get back on its feet with ₹ 20 lakh crore economic packages. March towards a self-reliant India should not be taken as a return to the licencepermit raj and inspector raj of the socialist era. "Far from suggesting a centralised", top- down model directed from the "commanding heights" of the Planning Commission, the Prime Minister spoke of freeing Indian entrepreneurship and innovation from bureaucratic hurdles. This is about decentralised localism that pride in local brands, emphasises resilence and flexibility, and encourages local capacity-building. 
Questions: 
Q1. 'Atmanirbhar Bharat' emphasises the objective of......... 
	(a). Self-reliance   	                                    (b).  Isolationism 
(c). Flexibility                                                 (d). None of these 
Q2. The first seven five year plans gave importance to self- reliance which means avoiding .........of goods to reduce our dependence on foreign countries. 
	(a). Exports 	                                                ( b). Imports 
(c). Manufacture 	                                       (d). None these 
Q3. During 1950-90, import restrictions were desired to: 
(a). Save foreign exchange 	         (b). Protect domestic industries 	 (c). Independent India     	         (d) Both A and B 





ANSWER
Case Study (1) 	1-A-Handicrafts     
2-D-All of the above  
3-A- Removal of Rajas  
4-D-Both A & B 
Case Study (2) 	1-A- Rampant illiteracy and poverty        
2-D- Can be explained by either (a) or (b) 
                              3-B-False 
4-A- Land Settlement & Revenue settlement                 
Case Study (3) 	1-B- Industrialization 
2-B- Handicraft 
3-D- All of these               
Case Study (4) 	1-A- Indigo planters                            
2-B- False 
3-B- Services                   
4-A- They were paid low prices for growing Indigo 
Case Study (5) 	1-C-The market was big enough to encourage private industrialists for investment 
2-A- Substituting imports with domestic production 
3-A-True 
Case Study (6) 	1-HYV 
2-True 
3-900 
Case Study (7) 	1-A-Socialist 
2-True 
3-B-Large Public Sector 
Case Study (8) 	1-D- All of the above 
2-M.S. Swaminathan 
3-False 
Case Study (9) 	1-C- Wheat and Rice 
2-B- Land reforms 
3-B- Portion of agricultural produce sold in the market by farmers 
Case Study (10) 	1-A- Self-reliance   
2-B- Imports 
3- Both (a) and (b)

NCERT Questions with answer
Q 1. Why were reforms introduced in India?	3/4 marks			
Ans. Economic reforms were introduced in the year 1991 in India to combat economic crisis. Because of the combined effect of all these factors, economic reforms became inevitable and were the only way to move Indian economy out of this crisis.
The following are the factors that necessitated the need for the economic reforms.
1. Huge Fiscal Deficit: Throughout 1980s, fiscal deficit was getting worse due to huge non-development expenditures. As a result, gross fiscal deficit rose from 5.7% of GDP to 6.6% of GDP during 1980-81 to 1990-91. Subsequently, a major portion of this deficit was financed by borrowings (both from external and domestic source).
2. Weak BOP Situation: BOP represents the excess of total amount of exports over total amount of imports. The current account deficit rose from 1.35% to 3.69% of GDP during 1980-81 to 1990-91. In order to finance this huge current account deficit, Indian government borrowed a huge amount from the international market. Consequently, the external debt increased from 12% to 23% of GDP during the same period. 
3. High level of Inflation:  The rate of inflation rose from 6.7% p.a. to 10.3% p.a. during 1980s to 1990-91. In order to lower the inflation rate, government in 1991 had to opt for the economic reforms.
4. Sick PSUs: Public Sector Undertakings were assigned the prime role of industrialisation and removal of inequality of income and poverty. But the subsequent years witnessed the failure of PSUs to perform these roles efficiently and effectively. Instead of being a revenue generator for the central government, these became liability. The sick PSUs added an extra financial burden on the government’s budget.

Q 2. Why is it necessary to become a member of WTO?			
Ans. It is important for any country to become a member of WTO (World Trade Organisation) for the following reasons:
i) WTO provides equal opportunities to all its member countries to trade in the international market.
ii) It provides its member countries ample scope to utilise world resources optimally and provides greater market accessibility.
iii) It advocates for the removal of tariff and non-tariff barriers, thereby, promoting healthier and fairer competition among different producers of different countries.


Q 3. Why did RBI have to change its role from controller to facilitator of financial sector in India? 3
Ans. Prior to liberalisation, RBI used to regulate and control the financial sector that includes financial institutions like commercial banks, investment banks, stock exchange operations and foreign exchange market. As a regulator, the RBI would fix interest rate structure for the commercial banks. With the economic liberalisation and financial sector reforms, RBI needed to shift its role from a controller to facilitator of the financial sector. This implies that the financial organisations were free to make their own decisions on many matters without consulting the RBI. This opened up the gates of financial sectors for the private players. The main objective behind the financial reforms was to encourage private sector participation, increase competition and allowing market forces to operate in the financial sector. 

Q 4. How is RBI controlling the commercial banks?						3
Ans. RBI controls the commercial banks viavarious instruments like Statutory Liquidity Ratio (SLR), Cash Reserve Ratio (CRR), Bank Rate, Prime Lending (PLR), Repo Rate, Reverse Repo Rate and fixing the interest rates and deciding the nature of lending to various sectors. These are those ratios and rates that are fixed by RBI and it is mandatory for all the commercial banks to follow or maintain these rates. All these measures control the commercials banks' operations and also control money supply in Indian economy.

Q 5. What do you understand by devaluation of rupee?						1
Ans. Devaluation of Rupee refers to the fall in the value of rupee in terms of foreign currency. Specifically, it implies deliberate official lowering of the value of the country's currency with respect to the foreign currency. This encourages exports and discourages imports.

Q 6. Distinguish between the following.								3/4
(i) Strategic and Minority sale
(ii) Bilateral and Multi-lateral trade
(iii) Tariff and Non-tariff barriers.
Ans. 
	(i)
	Strategic Sale
	Minority Sale

	a)
	Strategic Sale refers to the sale of 51% or more stake of a PSU to the private sector who bids the highest.
	Minority Sale refers to the sale of less than 49% stake of a PSU to the private sector.

	b)
	The ownership of PSU is handed over to the private sector.
	The ownership of PSU still remains with the government as it holds 51% of stakes.


 
	(ii)
	Bilateral Trade
	Multilateral Trade

	a)
	It is a trade agreement between two countries
	It is a trade agreement among more than two countries.

	b)
	This is an agreement that provides equal opportunities to both the countries.
	This is an agreement that provides equal opportunities to all the member countries in the international market


 
	(iii)
	Tariff Barriers
	Non-tariff Barriers

	a)
	It refers to the tax imposed on the imports by the country to protect its domestic industries.
	It refers to the restrictions other than taxes, imposed on imports by the country.

	b)
	It includes custom duties, export-import duties
	It includes quotes and licenses.



Q 7. Why are tariffs imposed?								1
Ans. Tariffs are imposed to make imports from foreign countries relatively expensive than domestic goods, thereby, discouraging imports indirectly. Tariffs facilitate the domestic firms to survive and grow. 

Q 8. What is the meaning of quantitative restrictions?					1
Ans. Quantitative Restrictions (QRs) refer to non-tariff barriers / restrictions in the form of limits or quotas on the number of commodities that can either be imported or exported.

Q 9. Those public sector undertakings which are making profits should be privatised. Do you agree with this view? Why?									3
Ans. No, those public sector undertakings which are making profits should not be privatised. An efficient and profit earning PSU is a revenue generator for the government otherwise there will be no faith in government sector undertakings. This profit should be used to make them more efficient and competitive. The loss-making PSUs should be privatised whereas it would not be fair to privatise a profit-making PSU. Privatising a PSU may lead to concentration of monopoly power in the private hands. Further some of the PSUs like, water, railways, etc. enhance the welfare of nation and is meant to serve general public at a very nominal cost. Privatisation of some important PSUs like water, railways etc. will lead to loss of welfare of poor people. 


Q 10. Do you think outsourcing is good for India? Why are developed countries opposing it?	3/4
Ans. Yes, outsourcing is good for India. The following points suggest that outsourcing is good for India.
1. Employment: For a developing country like India, employment generation is an important objective and outsourcing proves to be a boon for creating more employment opportunities. It leads to generation of newer and higher paying jobs.
2. Exchange of technical know-how: Outsourcing enables the exchange of ideas and technical know-how of sophisticated and advanced technology from developed to developing countries.
3. International worthiness: Outsourcing to India also enhances India’s international worthiness credibility. This increases the inflow of investment to India.
4. Better standard of living and eradication of poverty: By creating more and higher paying jobs, outsourcing improves the standard and quality of living of the people in the developing countries. It also helps in reducing poverty.
However, outsourcing to India is good but developed countries oppose this because this leads to job insecurity in the developed countries as at a point of time jobs can be outsourced to the developing countries. 

Q 11. India has certain advantages which make it a favourite outsourcing destination. What are these advantages?									3
Ans. The following points qualify India to be the favourite spot for outsourcing by various MNCs. 
1. Easy Availability of Cheap Labour: As the wage rates in India are comparatively lower than that of in the developed countries, MNCs find it economically feasible to outsource their business in India. 
2. Reasonable Degree of Skills: Indians have fairly reasonable degree of skills and techniques that need low training period and, thus, low cost of training.
3. International worthiness: India has a fair international worthiness and also credibility. This enhances the faith of the foreign investors in India. 
4. Favourable Government Policies: The most important point that makes India as the most favourite spot for outsourcing is the favourable government and tax policies. MNCs gets various types of lucrative offers from the Indian government like tax holidays, low rate of tax, easy tax policies, etc. 

Q 12. Do you think the navaratna policy of the government helps in improving the performance of public sector undertakings in India?How?						3
Ans. In 1996, to improve efficiency, infuse professionalism and to enable PSUs to compete effectively in the market, government awarded the status of ‘navaratnas’ to the following nine PSUs:
1) Indian Oil Corporation Ltd (IOCL)
2) Bharat Petroleum Corporation Ltd (BPCL)
3) Hindustan Petroleum Corporation Ltd (HPCL)
4) Oil and Natural Gas Corporation Ltd (ONGC)
5) Steel Authority of India Ltd (SAIL)
6) India Petro-chemicals Corporations Ltd (IPCL)
7) Bharat Heavy Electricals Ltd (BHEL)
8) National Thermal Power Corporation (NTPC)
9) Videsh Sanchar Nigam Ltd (VSNL). Later two more PSUs –
1. Gas Authority of India Limited (GAIL)
2. Mahanagar Telephone Nigam Ltd. (MTNL)
These corporations were granted a greater degree of financial, managerial and operational autonomy. This boosted their efficiency and effectiveness. They also became highly competitive and some of them are becoming the giant global players. Consequent to their better performance, government retained them under public sector and enabled them to grow themselves not only in the domestic market but also in the international market. These corporations are self-reliant and financially self-sufficient. Thus, the navaratnapolicy has certainly improved the performance of these PSUs.

Q 13. What are the major factors responsible for the high growth of the service sector?		3
Ans. The major factors that led to the growth of service sectors in India are as follows;
1. Structural transformation: Indian economy is experiencing structural transformation that implies shift of economic dependence from primary to tertiary sector. 
2. Advanced technology and growth of IT: The advancements and innovations in the IT sector enabled the use of internet, telecommunication, mobile phone and electronic transactions across different countries. 
3. Increased volume of trade: Low tariff and non-tariff barriers on imports by India are also responsible for high growth rate of service sector. The foreign trade reforms enabled the domestic products to interact and compete in the international markets.
4. Cheap labour and reasonable degree of skill in India: Due to the availability of cheap labour and reasonable degree of skilled man power in India, developed countries found outsourcing to India feasible and profitable. 

Q 14. Agriculture sector appears to be adversely affected by the reform process. Why?	3/4
Ans. The economic reforms of 1991 did not benefit the agricultural sector significantly. The following are the reasons:
1. Reduction of Public Investment: There has been a drastic decrease in the volume of public investment in the agricultural sector. There has been an acute cutback from the Indian government to provide sufficient irrigation facilities, electricity, information system, market linkages and roads. Moreover, investment in agricultural research and development was not as extensive as it was during green revolution phase
2. Removal of Subsidies: Removal of subsidies on fertilisers pushed up the cost of production of agriculture. This made farming more expensive, thereby, adversely affecting the poor and marginal farmers.
3. Liberalisation and Reduction in Import Duties on Agricultural Products: Due to adherence to the WTO commitments, Indian government reduced import duties on agricultural products that forced the poor and marginal farmers to compete with their foreign counterparts in the international markets. Stiff competition in the international market along with traditional techniques of farming badly affected the poor farmers.
4. Shift towards Cash Crops and Lack of Food Grains: The export-oriented production strategies led to the shift of agricultural production from food grains to the production of cash crops like cotton, jute, etc. This led to reduced availability of food grains.
5. Inflationary Pressures on Food Grains: The shift towards cash crops production along with the removal of subsidies exerted inflationary pressures on the prices of food grains.

Q 15. Why has the industrial sector performed poorly in the reform period?		3
Ans. Similar to the agricultural sector, industrial sector’s performance was also poor. The poor performance of industrial sector may be attributable to the following reasons:
1. Decreasing Demand for Industrial Products: The demand for industrial output reduced due to the cheaper imports. The imports from the developed countries were cheaper due to the removal of import tariffs. These cheaper and quality foreign imports led to the fall in the demand of domestic goods.
2. Lack of Investment: Due to the lack of investment in infrastructure facilities (including power supply) the domestic firms could not compete with their developed foreign counterparts in terms of cost of production and quality of goods. 
3. High Non-tariffs Barriers by the Developed Countries: It was very difficult to access the developed countries market due to high non-tariff barriers maintained by the developed countries. For instance, US did not remove quota restrictions on imports of textiles from India and China.
4. Vulnerable and Infant Domestic Industries: During the pre-liberalised period, the domestic industries were provided a protective environment to grow and expand. But at the time of liberalisation, the domestic industries were still not developed up to the extent it was thought and consequently, they could not compete with the multi-national companies. The dependence of domestic industries on traditional technologies which were neither cost effective nor quality effective was an important reason for their poor growth. Thus, the domestic industries were adversely affected by liberalisation.

Q 16. Discuss economic reforms in India in the light of social justice and welfare.			3
Ans. The economic reforms have enabled India to access and compete in the international markets. This facilitated the movement of goods and services across the international boundaries. Further, the increased inflows of foreign capital and investment to India have eliminated the shortage of foreign exchange to finance the imports of sophisticated and advanced technologies to India. Moreover, the boom in the outsourcing and the service sector led India’s economic growth and GDP to increase by many folds. But on the other side, agriculture that employed a significant proportion of population, failed to be benefited by these economic reforms. Government employees are adversely affected by privatisation. It has discouraged domestic workers as their products are not able to meet international standards. Also, the reforms favoured the high-income group population at the cost of their poor counterparts. This resulted in wide and still increasing economic and social inequalities among different section of population.


Very Short Answer type questions					(1 mark)

1. What is the other name of the World Bank?
a. Federal Bank
b. ICICI Bank
c. IBRD
d. Bank of America
Answer: c
2. Why in India, industrial sector growth has lowered down?
a. Due to the obtainability of cheaper imports and lower investment
b. Public income has increased
c. Receiving a good response from the exports
d. Manpower has decreased in industries
Answer: a
3. Industrialisation in India has recorded a slowdown in the period of economic reforms. What are the reasons for this?
a. Decreasing demand for domestic industrial products
b. Globalisation
c. India doesn’t have access to different markets because of high non-tariff barriers
d. All of the above
Answer: d
4.	What do economic reforms mean?
Answer: Economic reforms implies to those actions which are adapted for production effectiveness, competitive markets and makes sure that rapid growth of the economy.
5. What are the feature of NEP 1991? 
Ans. The features of new economic policy are Liberalization, Privatization and Globalization (LPG).
 What is New Economic Policy? Briefly explain it. 
Ans. New Economic Policy refers to adoption of Liberalisation, Privatisation and Globalisation (LPG) which aims at the rendering the economy more efficient, competitive and developed.
7.	What is Globalisation?
Answer: Globalisation means, the opening of nationalistic and local outlooks to a broader perspective of an interlinked and interdependent world with free transfer of – goods, capital and services across the national borders.

8. What are indirect taxes?
Answer: Indirect taxes are that kind of taxes that are not directly imposed on the income earn; however, it is indirectly imposed on the expenses incurred by an individual. For instance, VAT, service tax, entertainment tax etc., Most of the taxes are merged and called GST.
9. What is the benefit that the domestic industries get by reducing the tariff?
Answer: Imports has become cheaper and there is an increase in profit margin on the exports for domestic industries are the primary benefits.
10. What are the Navratnas Companies of India?
Answer: During 1997, the Government of India gave the status of Navratna to 9 Public Sector Enterprises (PSEs). Hence, giving them greater autonomy to compete in the market by assisting them in their path to become global tycoons. Currently, in India, there are 17 companies with the title of Navratnas – HAL, BHEL, MTNL, NTPC, Oil India etc., This scheme was introduced by the government to 11. identify Central public sector enterprises (CPSEs) that had a few merits.
Give an example each of a) nationalised bank, b) private bank, c) private foreign bank.
Answer a) Public Sector Banks (Nationalised banks):
1.State Bank of India (SBI) 2. Union Bank of India 3. Allahabad Bank
b) Private Sector Banks: 
1.HDFC Bank2.ICICI Bank Foreign Banks: 
c) Private Foreign Banks
1.ABN AMRO   2. Citibank India 3. HSBC (Hongkong& Shanghai Banking Corporation)
       12.  What is meant by liberalisation?
Ans. Liberalization: It means to free the economy from the direct and physical control imposed by the government.
 13. What is meant by privatisation?
Ans. Privation: It refers to general process of involving the private sector in the ownership or management of state-owned enterprises. It implies partial or full ownership and management of public sector enterprises by the private sector.

Short / Long Questions 							3/4/6

Q 1.	Explain briefly the measures adopted under Liberalisation.			4/6
A. INDUSTRIAL SECTOR REFORMS
i) Abolition of industrial licensing
According to new economic policy, industrial licensing was abolished for all products except for some industries which are of strategic important for a nation like alcohol, cigarettes, hazardous chemicals, industrial explosives, aerospace and drugs and pharmaceuticals.
ii) Decrease in the role of public sector 
Now the only industries which are reserved for public sector (numbers of industries reduced from 17 to 3) are defence equipment’s, atomic energy generation and railway transport.
iii) Dereservation of production by small scale industries 
Now many goods produced by small scale industries have been Dereserved. The investment limits on plant and machineries for small scale industries have been increased to rupees 5 crore.
iv) Price determination by market forces 
Now in many industries, the market has been allowed to determine the prices through the demand and supply forces.
v) Import of capital goods
Now there is freedom to import capital goods and technology in order to develop strong infrastructure base of the country.
B. FINANCIAL SECTOR REFORMS  
Financial sector includes financial institutions such as commercial banks, investment banks, stock exchange operations and foreign exchange market. This sector is controlled by reserve bank of India (RBI). Reforms in financial sector aimed at providing greater autonomy to financial institutions. 
i) Role of RBI
Now to reduce the role of RBI from regulator to facilitator sector. This means that the financial sector may be allowed to take decisions on many financial matters without consulting RBI. 
ii) Established of private sector banks 
The reforms policies led to the establishment of private sector banks, Indian as well as foreign. 


FISCAL/ TAX REFORMS  
Tax reforms are concerned with the reforms in government revenue and government expenditure policies which are collectively known as fiscal policy.
i) Reduction in direct taxes 
ii) Reform in indirect taxes 
iii) Simplification of tax – paying procedure
iv) goods and services tax
FOREIGN EXCHANGE REFORMS
This was the first important reform in the external sector to bring reforms in foreign exchange market.
i) Devaluation of rupee
In 1991, India was very badly hit by balance of payments crisis. In other words, outflow of foreign exchange was more than inflow of foreign exchange.
The reform in this regard was devaluation of rupee. This encourages exports and discourages imports. It led to an increase in the inflow of foreign exchange.
ii)Determination of foreign exchange rate
now the government allowed market forces (demand and supply of foreign exchange /currencies) to determine foreign exchange rate.
TRADE AND INVESTMENT POLICY REFORMS 
Liberalisation of trade and investment policy was initiated to increase efficiency and increase competitiveness in the international market and to increase foreign investment and technology into the Indian economy.

Q 2. Explain the measures under globalisation.						4
Measures under globalisation
1.Rise in equity limit participation of foreign investment
This has been raised from 40% to 51%. Approvals, sanctions and constraints on foreign investments have been relaxed after economic reforms.
2. Devaluation of rupee 
Rupee was devalued in July 1991 by nearly 20%. Devaluation of rupee encouraged exports and discouraged imports.
3. Convertibility of Indian rupee 
Partial convertibility of rupee was allowed by the government in 1992-93 budget and full convertibility of rupee was allowed in 1993-94 budget in current account.

4. Removal of controls on foreign trade 
It removed almost all the restrictions on external trade. Open competition has been encouraged 
5. Modification of tariffs
Exports have been gradually reduced.

Q 3.	Explain three benefits and limitations of LPG.				6
Ans. Benefits
1.	Increase in growth rate of the economy:  The growth of GDP increased from 5.6% during 1980-91 to 8.2% during 2007-12. During the reform period, the growth of agriculture has declined. While the industrial sector reported fluctuation, the growth of the service sector has gone up.
2. Increase in foreign direct investment and foreign exchange reserves:  In post reform period FDI and FII have increased from about US $ 100 million in 1990-91 to US $73.5 billion in 2014-15. There has been an increase in FOREX from about US $ 6 billion in 1990-91 to US $ 321 billion in 2014-15.
3. Control on Inflation: Due to LPG policies, inflation is brought under control. The annual rate of inflation reduced from nearly 16.7 % in 1991 to around 4.9% in 2015-16.
4. Control on Fiscal Deficit: It reduced from 8.5% in 1991 to nearly 3.5% in 2016-17.
5. Reduction in Deficit in BOP: due to introduction of LPG policies, the deficit in BOP (current A/C) has reduced from $ 9680 million in 1990-91 to nearly $ 152 million in 2016-17.
	Limitations
Contradiction between growth and employment: Though the GDP growth rate has increased in the reform period, yet reform led growth has not sufficient employment opportunities in the country.
Reforms in Agriculture: Reforms have not been able to benefit agriculture where the growth rate has been decelerated. It is because of removal of fertilizer subsidy, 
 Public investment in agriculture infrastructure like irrigation, power, and roads has been reduced in the reform period.
Reforms in Industry: Industrial growth has also recorded a slowdown because of decreasing demand of industrial products due to various reasons such as cheaper imports, inadequate investment in agriculture etc
Increase in Inequalities: Globalisation is a strategy of the developed countries to expand their markets in other countries. Market driven globalisation has widened the economic disparities among nations and people.

Higher Order Thinking Skills
1. Explain briefly the industrial sector reforms adopted under Liberalisation.	3/4
2. Explain briefly the effect of economic reforms on the Indian economy.		3/4
3. Explain the measures under globalisation.						4
4. Explain three benefits and limitations of LPG policies.				6


Assertion reasoning
Read the following statements- Assertion (A) and Reason (R), and select the correct alternatives in each case:
(a) Both assertion (A) and Reason (R) are true and reason (R) is the correct explanation of assertion (A).
(b) Both assertion (A) and Reason (R) are true and reason (R) is not the correct explanation of assertion (A).
(c)  Assertion (A) is true but Reason (R) is false. 
(d)  Assertion (A) is false but Reason (R) is true. 
1. Assertion(A): Britishers destroyed indigenous handicraft market in India.
Reason(R): India was made market for British manufactured products.
2. Assertion(A): India developed a sound industrial base under the colonial rule.
Reason(R): the country’s world-famous handicraft industries declined.
3. Assertion(A): the main cause of the stagnation in the agricultural sector in India under the British rule was the zamindari system.
Reason(R): The stagnation in the agricultural sector was caused mainly because of the various systems of land settlement that were introduced by the colonial government, particularly the zamindari system.
4. Assertion(A): during the colonial period, balance of trade remained unfavorable.
Reason(R): There was a large exporter surplus during the colonial period.
5. Assertion(A): There was a huge drain of wealth from India under the British rule.
Reason(R): Surplus generated in trade was used by the British government to meet administrative expenses in India.
6. Assertion(A): Railways was the most important infrastructure developed during the British period.
Reason(R): Railways enabled people to undertake long distance travel. It broke geographical and cultural barriers which promoted national integration.
7. Assertion(A): The major policy initiatives i.e. land reforms and green revolution helped India to become self-sufficient in food grains production.
Reason(R): The proportion of people depending on agriculture did not decline as expected.
8. Assertion(A): Green revolution refers to the large increase in production of food grains resulting from the use of high yielding varieties seeds especially for wheat and rice.
Reason(R): The spread of green revolution technology enabled India to achieve self-sufficiency in food grains.

9. Assertion(A): Adoption of new technology is the production of goods and services to increase the output is known as modernization.
Reason(R): modernization does not refer only to the use of technology but also to change in social outlook.
10. Assertion(A): Privatization means transfer of ownership, management and control of public sector enterprises to the entrepreneurs in the private sector.
 Reason(R): Privatization is done to improve financial discipline and facilitate modernization.
11. Assertion(A): Tariffs are taxes imposed to restrict the imports by a country.
Reason(R): the purpose is providing protection to its domestic industries from competition of foreign firms .
12. Assertion(A): the aim of financial sector reforms is to reduce the role of RBI from regulator to facilitator of financial sector.
Reason(R): this means that the financial sector may be allowed to take decisions on many matters without consulting the RBI.
Answers:
1.a	2.d	3. a	4.d	5. a	6.a	7. b	8.b	9. b	10.a	11.a	12.a	

MULTIPLE CHOICE QUESTIONS (MCQ)
1. First industrial policy of independent India introduced in:
(a) 1948              (b) 1951            (c) 1956                 (d) 1991
2. in 1955, Karve committee was constituted for aiming the …….
(a) modernization				(b) industrial development
(c ) development of small scale industries	(d) self-reliance
3. Which of the following is not a benefit of green revolution?
(a) increase in marketed surplus
(b) increase in price of food grains
(c ) buffer stock
(d) self-sufficiency in food grains
4. Privatization promotes:
(a) socialist pattern			(b) increased efficiency
(c) producer’s sovereignty		(d) laissez fair system
5. Goods and Service Tax Act, 2016, which came into effect from July 2017, is expected to:
(a) reduce tax evasion			(b) create one nation, one tax and one market
(c) generate additional revenue for the government		(d) all of these
6. Match the following and choose the correct alternative:
	1. prime minister
	A. the money value of all the final goods and services produced within the economy in one year.

	2. GDP
	B. adoption of new technology

	3. modernization
	C. chairperson of the planning commission

	4. self-sufficiency
	D. avoiding imports of those goods which could be produced in India itself. 



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

7. Match the following and choose the correct alternative:
	1. Quota
	A. quantity of goods that can be imported.

	2. land reforms
	B. seeds that give large proportion of output

	3. HYV seeds
	C. improvements in the field of agriculture to increase its productivity

	4. subsidy
	D. the monetary assistance given by government for production activities. 



(a) 1-D, 2-C, 3-B, 4-A 			(b) 1-A, 2-D, 3-B, 4-C
(c) 1-A, 2-C, 3-B, 4-D			            (d) 1-A, 2-B, 3-C, 4-D
8. Match the following and choose the correct alternative:
	1. Small scale industry
	A. spurt in crop productivity.

	2. green revolution
	B. import substitution

	3. inward looking trade strategy 
	C. conversion of scattered into a unified holding

	4. consolidation of holdings
	D. employment oriented. 



(a) 1-D, 2-A, 3-B, 4-C 			(b) 1-C, 2-A, 3-B, 4-D
(c) 1-D, 2-A, 3-C, 4-B			            (d) 1-C, 2-B, 3-A, 4-D
9. Arrange the following events in chronological order:
1. the opening of the suez canal
2. introduction of railways
3. second stage of demographic transition
4. India’s first official census
Alternatives:
(a) 2, 1, 4, 3	(b) 1, 2, 4, 3		(c) 2, 3, 4, 1		(d) 1, 2, 3, 4 
10. Arrange the following events in chronological order:
1. first industrial policy in India
2. new economic policy in India
3. planning commission in India
4. NITI Ayog
Alternatives:
(a) 2, 1, 4, 3	(b) 1, 3, 2, 4		(c) 2, 3, 4, 1		(d) 1, 2, 3, 4 
Answers:
1.a	2.c	3. b	4.b	5. d	6.b	7. c	8.a	9. a	10.b






























Unit 7: Current Challenges Facing Indian Economy (20 Marks)
Human capital formation in India
Human capital refers to skills, knowledge, efficiency, experience etc which improves productive efficiency and earning capacity of a person. 
Features of human capital: - 
1 it is intangible and endogenously build in a person. 2 it cannot be separated from its owner(worker). 
3 it can be improved through training. 
Human capital formation: - it is the process of acquiring and increasing no of persons with skills, knowledge, Caliber, experience which improves productive efficiency and earning capacity of a person. 
Sources of human capital formation: - 
1 Investment in education: - it stimulates innovation and facilitates adoption of new technology. 
2 Investment in health: - good health means more working hours and working more efficiently. 
3 On the job training: - it enhances labor productivity which is more than cost of providing training. 4 Migration: - rural-urban migration and migration from one country to another avails better job opportunities and better chances of earning. 
5 Expenditure on acquiring information: - information about labour market and other markets enables a person to make better job choices which offers him / her better remuneration. 
 
Difference between physical capital and human capital: - 
 
1 Physical capital is tangible where as human capital is intangible 
2 Physical capital includes machines, equipment, instruments, etc. used in production process whereas human capital includes skills, abilities, knowledge etc which enhance productive capacity of a person. 
3 Working efficiency of physical capital cannot be improved by training etc whereas working efficiency of human capital can be improved by training. 
Human development and human capital: - 
Human development: -It refers to the process of enlarging people's choices which allow him to lead a long and healthy life, to enjoy a decent standard of living. 
Human development is based on the idea that health and education are integral to the human wellbeing because an educated and healthy person can lead a good life and it leads to widening people's choices.it regards human wellbeing as an end. Investment in health and education is regarded as desirable it improves human wellbeing even if it doesn't increase labour productivity. Human capital refers to the abilities, skills, knowledge, experience etc which improves capacity to produce more goods. The human capital regards human beings as a means to achieve the end goal of more labour productivity any investment in health and education is desirable only if it leads to increase in output of goods and services. 
Role of human capital in economic growth: - 
Economic growth means sustained rise in real per capita income over a long period of time.it requires rise in production of goods and services in the economy. 
Following points high lights the importance of human capital in economic growth: -  
1 Increase in labour productivity 
2 It facilitates innovation and invention of new technology for production process  
3 It facilitates adoption of new technology 
4 It ensures better utilisation of physical capital. 
5 It leads to desirable social changes in the attitude of the people. 
Though the relationship between human capital and growth is nebulous in nature. moreover, there is dual relationship between human capital and economic growth. That is economic growth is directly related with human capital as clear from following schedule. 
It is clear from the schedule that when human capital increases in the form of increase in literacy rate, increase in Life expectancy etc., the real per capita income also increases. 
 
Problems facing human capital formation 
(i) Rising population 
(ii) High regional and gender inequality. 
(iii) Brain drains 
(iv) Insufficient man power planning. 
(v) Insufficient on the job training in agriculture 
(vi) High poverty levels 
(vii) Low academic standards. 
 
Education: - In India the expenditure on education has increased from 7.9percent to 15.7 percentage of total govt. expenditure from the year 1952 to 2014. In terms of percentage of GDP it has increased from 0.64 percent to 4.23 percent of GDP In the same period. 
The govt expenditure on education is inadequate because the education commission recommended that at least 6 percent of GDP should be allocated for education sector. 
Tapas Majumdar Committee in 1999 recommend Rs 1.37 lakh Crore for 10 years to cover the entire population of children between the 6 to 14 years of age. 

                         
1. Which Five Year Plan recognised the importance of human capital? 
a. Tenth          b. Seventh         c. Ninth           d. Sixth
2. Which of the following is an example of a curative medicine? 
2. Spread of health literacy
2. All of these
2. Vaccination
2. Medical intervention during illness
1. Physical capital refers to 
3. All of these
3. Stock of produced means of production
3. Process of acquiring and increasing the number of persons who have skill
3. Stock/shares of the companies
1. People of which age group are treated as productive labour force 
4. 15-35
4. 60-70
4. 15-60
4.   0-6

5.which of the following could add in human capital formation?
a. Expanding the labour market by increasing supply of jobs.
b. Creating larger industries with more complex equipment’s.
c. Creating open market with increased stability.
d. Promoting gender equality in the family.
Ans-d
6.For economic growth ------------- is needed.
a. Physical capital                b. Human capital
c. Both a) and b)                  d. Neither a)nor b)
Ans- c
7. Expenditure on health can be done in the form of –
a. Curative medicine                        b. Social medicine
c. Preventive Medicine                   d. All of these
Ans- c
8.How much educational cess has been imposed by the government on all union taxes-
a. 1%                               b.2%              c.4%              .none of these
Ans. b
9. ------------------ refers to the stop of skill, ability, expertise, education and knowledge embodies in the people-
a. Human resources                           b. Physical capital
c. Human capital                                 d. None of these
Ans-c
10. Which one of the following is a reason for poor human capital formation in India?
a. Brain drain                               b. insufficient resources
c. High growth of population      d. All of these
Ans-d
                           Assertion reason-based questions

11. Read the following statement; Assertion (A) and reason (R) choose one of the correct alternative given below:-
Assertion (A) Education contributes to economic growth.
Reason (R) Education confers higher earning capacity on people.
Alternative:-
a) Both assertion (A) and reason (R) are true and Reason (R) is correct explanation on assertion (A) 
b) Both assertion (A) and reason (R) are true and Reason (R) is not correct explanation on assertion (A) 
c) Assertion (A) is true but reason (R) is false.
d) Assertion (A) is false but reason (R) is true.
                        Ans: (a)
12. Read the following statement; Assertion (A) and reason (R) choose one of the correct alternatives given below: -
Assertion (A) Expenditure on migration is a source of capital formation.
Reason(R) Migration is to other countries involves cost of transportation from one place to another and high cost of living in the migrated places.  
a) Both assertion (A) and reason (R) are true and Reason (R) is correct explanation on assertion (A) 
b) Both assertion (A) and reason (R) are true and Reason (R) is not correct explanation on assertion (A) 
c) Assertion (A) is true but reason (R) is false.
d) Assertion (A) is false but reason (R) is true.
Ans; (b)
13. Read the following statement; Assertion (A) and reason (R) choose one of the correct alternatives given below:
Assertion (A) Both education ang health increases by income generating capacity of an individual.
Reason(R) contribution of an educated and healthy person to the economic growth is more than that of an illiterate and unhealthy person.
a) Both assertion (A) and reason (R) are true and Reason (R) is correct explanation on assertion (A) 
b) Both assertion (A) and reason (R) are true and Reason (R) is not correct explanation on assertion (A) 
c) Assertion (A) is true but reason (R) is false.
d) Assertion (A) is false but reason (R) is true.
Ans: (a)
   Very short answer type Questions
Question 1. What are the two major sources of human capital in a country?
Ans. Two main sources of human capital are investment in education and health.
Question 2. What are the indicators of educational achievement in a country?
Ans. Educational attainment is measured by primary education, youth literacy and adult literacy.
Question 3. Why do we observe regional differences in educational attainment in India?
Ans. Regional differences in educational attainment in India is due to :
1.  inequality of income
2.  expenditure by the government in education facilities.
Question 4. Bring out the differences between human capital and human development.
Ans. Difference between Human Capital and Human Development
Human Capital
1. Human capital considers education and health as a means to increase labour productivity.
2. Human capital is a narrow concept which treats human beings as a means to achieve an end which is higher productivity, failing which the investment is not considered to be productive.
Human Development
1. Human development is based on the idea that education and health are integral to human well-being since only when people have the ability to read and apply their knowledge to derive maximum benefit they will be able to lead a long and healthy life.
2. Human development is a broader concept which considers human beings as ends in themselves. Human welfare can be achieved through investments in education and health. It considers welfare — a right of every individual irrespective of their contribution to labour productivity. Every individual has right to be literate and lead a healthy life.
Question 5. How is human development a broader term as compared to human capital?
Ans.
1. Human capital is a narrow concept which treats human beings as a means to achieve an end which is higher productivity, failing which the investment is not considered to be productive.
2.  Human development is a broader concept which considers human beings as ends in themselves. Human welfare can be achieved through investments in education and health. It considers welfare—a right of every individual irrespective of their contribution to labour productivity. Every individual has right to be literate and lead a healthy life.
Question 6. What factors contribute to human capital formation?
Ans. Sources of Human Capital Formation:
1.  Expenditure on Education
2.  Training
3.  Expenditure on Health
4.  Migration
5.  Expenditure on Information.
Question 7. Mention two government organizations each that regulate the health and education sectors.
Ans. In India, the ministries of education at the Centre and State level, departments of education and University Grants Commission (UGC) and All India Council of Technical Education (AICTE) regulate the education sector. Similarly, the ministries of health at the Union and State level, departments of health and various organisations like Indian Council for Medical Research (ICMR) regulate the health sector.
Question 8. Education is considered an important input for the development of a nation. How?
                                                             or
Examine the role of education in the economic development of a nation.
Answer. Expenditure on education is an important source of capital formation. Education is an important source of human capital formation, because:
1. It generates technical skills and creates a manpower which is suited for improving labour productivity. It, thus, results in sustained economic development.
2.  It tends to bring down birth rate which, in turn, brings decline in population growth rate. It makes more resources available per person.
3.  It results in social benefits since it spreads to others who may not be skilled. Thus, investment in education leads to higher returns in future.
Short/Long Type question answer 3/4
Question 9. Discuss the following ‘as a sources of human capital formation
(a) Health infrastructure
(b) Expenditure on migration.
Answer.
1. Health Infrastructure. Health is another important source of human capital formation. Preventive medicine (vaccination), curative medicine (medical intervention during illness), social medicine (spread of health literacy) and provision of clean drinking water and good sanitation are the various forms of health expenditure. Health expenditure directly increases the supply of healthy labour force and is, thus, a source of human capital formation.
2. Migration. People sometimes migrate from one place to the other in search of better job. It includes
migration of people from rural areas to urban areas in India and migration of technical personnel from India to qther countries of the world. Migration in both these cases involves cost of transport, higher cost of living in the migrated places and psychic costs of living in a strange socio-cultural set-up. The enhanced earnings in the new place outweigh the costs of migration. Expenditure on migration is also a source of capital formation.
Question 10. Establish the need for acquiring information relating to health and education expenditure for the effective utilization of human resources.
Answer. People need to have information on the cost and benefit of investment in health and education. When people know the benefits of their investment in these two areas, they make more expenditure. The result is more human capital formation.
Question 11. How does investment in human capital contribute to growth?
Answer. Role of Human Capital Formation in Economic Growth:
1. Raises Production.
2.  Raises Efficiency and Productivity
3.  Brings Positive Changes in Outlook and Attitudes
4.  Improves Quality of Life
5.  Raises Life Expectancy
6. Raises Social Justice.
Question 12. ‘There is a downward trend in inequality world-wide with a rise in the average education levels. Comment.
Answer. This is true, because education makes everyone equal and they earn similar salaries. It reduces inequalities of income worldwide.
Question 13. Explain how investment in education stimulates economic growth. (or)
Explain the role of education in the development of a country.

Answer. Education is an important source of human capital formation. Investment in education stimulates economic development in the following ways:
1.  Raises production. Knowledgeable and skilled workers can make better use of resources at their disposal. It will increase production in the economy. An educated and trained person can apply his knowledge and skill at farm, factory and office to increase production.
2.  Raises efficiency and productivity. Investment in education increases efficiency and productivity, and hence yields higher income to the people.
3.  Brings positive changes in outlook and attitudes. Knowledgeable and skilled people have modem outlook and attitudes, that they make rational choice in respect of places and jobs.
4.  Improves quality of life. Education improves quality of life as it provides better job, high income and improves health. It results in better standard of living.
Question 14. Bring out the need for-the-job-training for a person.
Answer. Technical training adds to the capacity of the people to produce more. Firms given on-the-job- training to enhance the productive skills of the workers so as to enable them to absorb new technologies and modem ideas. It can be given in two forms:
1.  The workers may be trained in the firm itself under the assistance of a senior and experienced worker.
2.  The workers may be sent off the firm campus for the training.
Question 15. Trace the relationship between human capital and economic growth.
Answer. Human capital formation raises the process of economic growth and economic growth raises the process of human capital formation. There is a cause and effect relationship between human capital and economic growth. It is shown in the figure.
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Question 16. Discuss the need for promoting women’s education in India.
Answer. Women Education Council has been set up to provide technical education to the women. It has
set up many women polytechnics. It is essential to promote women’s education in India to:
1.  improve women’s economic independence and their social status.
2.  make a favorable impact on fertility rate and health care of women and children.
Question 17. Argue in favor of the need for different forms of government intervention in education and health sectors.
Answer. Government intervention in education and health sectors is necessary because of the following reasons:
1.  Education and health care services create both private as well as social benefits. Both private and public institutions are needed to provide these services and government must keep its control on them.
2.  Expenditure on education and health institutes are important for the growth of a nation. The private providers of education and health services need to be regulated by the government.
Question 18. What are the main problems of human capital formation in India?
Answer. Main problems of human capital formation in India are:
1. Rising Population. Rapidly rising population adversely affects the quality of human capital formation in developing countries. It reduces per capita availability of existing facilities. A large population requires huge investment in education and health. This diverts the scarce money to production of human capital at the cost of physical capital.
2. Long Term Process. The process of human development is a long term policy because skill formation takes time. The process which produces skilled manpower is thus slow.
3.  High Regional and Gender Inequality. Regional and gender inequality lowers the human development levels.
4. Brain Drain. Migration of highly skilled labour termed as “Brain Drain” adversely affects the economic development.
5.  Insufficient on-the-job-training in agriculture. Agriculture sector is neglected where the workers are not given on-the-job training to absorb emerging new technologies.
6.  High Poverty Levels. A large proportion of the population lives below poverty line and do not have access to basic health and educational facilities. A large section of society cannot afford to get higher education or expensive medical treatment for major disease.
RURAL DEVELOPMENT
· Rural Development: lt means an action-plan for the economic and social growth of the rural areas.
·  Challenges of Rural Development:
1. Lingering Challenges of Rural Development:
                          (i) Challenge of rural credit, and (ii) Challenge of rural marketing.
2. Emerging Challenges of Rural Development:

                        (i) Diversification of productive activities, and (ii) Organic farming.

· Sources of Rural Credit:
· Non-institutional credit sources: Landlords, village traders and moneylenders.
· 	institutional Credit Sources: Cooperative Credit Societies, State Bank of India and Other Commercial
Banks, Regional Rural Banks and Land Development Banks, NABARD.

· Agricultural Marketing: lt includes gathering the produce after harvesting, processing the produce, grading the produce according to its quality, packaging the produce according to buyers' preferences, storing the produce for future sale, and selling the produce when price is lucrative.
· Measures initiated by the Government to improve Marketing System:
1. Regulated market
2. Provision of physical infrastructure,
3. Cooperative agricultural marketing societies,
4. Policy Corporation of India, and Minimum Support Price (MSP)
5. maintenance of buffer stock of wheat and rice by Food Corporation of India, and distribution of food grains through Public Distribution System (PDS).
· Alternative Marketing Channels:
1. Direct sale by the farmers to the consumers,
2. Contract sale to the MNCs and corporate retails
· Diversification of Productive Activities:
It implies a shift from crop farming to non-farming areas of employment. Non-farm areas of employment include:
1. Animal husbandry,
2. Fisheries
3. Horticulture,
4. Information technology.
· Organic Farming and Sustainable Development: Organic farming is basically a system of farming that relies upon the use of organic inputs for cultivation. It discards the use of chemical inputs.
· Merits of Organic Farming:
1. Discards the use of non-renewable resources,
2. Environment - friendly
3. Sustains soil fertility,
4. Healthier and tastier food,
5. inexpensive technology for the small and marginal farmers.
· India has Comparative Advantage in Organic Farming:
Because it involves labour- intensive process production, and India has abundance of labour.
· 	'Low Yield and High Cost per Unit of Output' is the principal constraint in switching over from conventional farming to organic farming
	
	(C) inadequate amount of sanction
(D) all of these

	11
	The Apex body which coordinates The functioning of different Financial Institutions working for the expansion of rural credit
(A) NABARD
(B) self-help groups
(C) regional rural bank.
(D) Commercial bank

	12
	The scheme of microfinance is extended through -------------
(A) self-help groups
(B) Land Development Banks
(C) NABARD
(D) regional rural banks

	13
	Why is the minimum support price fixed by the government?
(A) for the government’s own benefit
(B) to safeguard the interests of farmers
(C) to save the interest of interest of off consumers
(D) none of these

	14
	Which of the following is under unorganized sector?
(A) Gramin Bank (B)Cooperative Bank
(C) Money lenders and traders
(D) Land Development Banks

	15
	14 major commercial banks were Nationalized in 	
(A) 1969
(B) 1980
(C) 1975
(D) 1991

	16
	-------------comes under horticulture.
(A) fish farming
(B) poultry farming
(C) flower cultivation
(D) animal husbandry


	17
	Agriculture Marketing does not comprise of



	
	(A) transportation of product to the marketing place for sale
(B) grading of products according to the quality
(C) storage of the produce for sale in future
(D) credit is taken to meet expenditure on agriculture

	18
	Which of the following accounts for the largest share in the livestock sector in India
(A) poultry
(B) cattle
(C) goats
(D) ponies and mules

	19
	Name the state which is held as a success story in the efficient implementation of Cooperative system in India.
(A) Maharashtra
(B) Jammu and Kashmir
(C) Gujarat
(D) Uttar Pradesh

	20
	Blue revolution is associated with
(A) Indigo cultivation
(B) for tree farming
(C) fisheries
(D) availability of drinking water

	21
	The action plan for rural development focuses on
(A) Lingering challenges
(B) Emerging challenges
(C) Both a and b
(D) None of these

	22
	Emerging Challenges of rural development includes:
(A) Diversification of production activities
(B) Organic farming
(C) Both a and b
(D) None of these

	23
	Rural credit is required for farming because-
(A) Most farming families have small land holdings.
(B) They produce only for self- consumption
(C) They need funds for further investment in agriculture



	
	(D) All of these

	24
	The duration of short-term credit
(A) 6 to 12 months
(B) 2 to 5 years
(C) 5 to 20 years
(D) 12 months to 5 years

	
	II. Fill in the Blanks
(CHOOSE THE CORRECT ALTERNATIVE)

	25
	 	 once said that the real progress of India did not mean simply the growth and expansion of industrial urban centres but mainly the development of the villages. (Mahatma
Gandhi/Jawahar lal Nehru)

	26
	During 2007-12, agriculture output has grown at	. (4.2% /3.2%/2.2%)

	27
	At the time of independence, moneylenders and traders	small and marginal farmers
and landless labourers. (Exploited/rewarded)

	28
	The	 	   was	a	harbinger	of	major	changes	in	the	credit	system.	(Green
Revolution/White Revolution)

	29
	By March 2003,	SHGs had been provided credit by the banking system.
(7 lakhs/10lakhs)

	30
	More than 10 per cent of goods produced in farms are wasted due  to lack of   	
(storage/transportation facilities)

	31
	The alternate marketing channels in Punjab, Haryana, and Rajasthan are known as
 	.(Apni mandi/Rythu Bazar)

	32
	Much of the agricultural employment activities are concentrated in the	season.
(Kharif season/Rabi season)

	
	III. State whether the following statements are true or false.
(CHOOSE THE CORRECT ALTERNATIVE)

	33
	Rural development mostly depends upon the development of agriculture.
(A) True
(B) False

	34
	Farmers borrow from various sources to meet their initial investment on seeds, fertilizers, implements, and other family expenses.
(A) True
(B) False

	35
	Institutional sources of credit include moneylenders, traders, employers, relatives, and friends.

	
	



	
	(A) True
(B) False

	36
	The major achievement of rural banking over the years has been the effective recovery of loans.
(A) True
(B) False

	37
	Self-help groups have helped in the empowerment of women.
(A) True
(B) False

	38
	The current infrastructure facilities are sufficient to meet the growing demand in rural agricultural marketing.
(A) True
(B) False

	39
	At present, the livestock sector provides alternate livelihood options to over 70 million small and marginal farmers and landless labourers.
(A) True
(B) False

	40
	Horticulture is a branch of agriculture-related to the management and care of farm animals such as cattle, sheep, pigs, and goats.
(A) True
(B) False





            41.
	Column-I
	Column-II

	1) Institutional sources of credit
	a) Rythu Bazar

	2) Non –institutional sources
	b) April 2004

	3) A vegetable and fruit market in Andhra
Pradesh
	c) World's biggest Dairy development
program

	4) A farmers market in Tamil nadu
	d) Regional rural bank

	5) Green revolution
	e) Uzhavar Sanhtai

	6) Golden revolution
	f) Help attain self – sufficiency in food
grains

	7) Operation Flood
	g) Moneylenders

	8) NABARD was set up
	h) 1982

	9) Launch of Kisan credit card (KKC)
scheme
	i)	1998-99

	10) Launch of Vishesh Krishi upaj Yojana
	j)	Planned investment in Horticulture
became highly productive



Case Studies
42 Read the following passage and answer Questions - on the basis of the same
Case study 1
In agriculture due to long time gap between crop sowing and realisation of income ,farmers are in strong need for credit .Farmers need money to meet initial investment on seeds ,fertilizers, implements and other family expenses of marriage, death, religious ceremonies, etc. So credit is one of the important factors which contribute to Agricultural production an efficient and effective rural credit delivery system is crucial for raising agricultural productivity and incomes.
Questions
1. which one of the following is not a non- institutional sources of credit--–
(a) money lenders
(b) Co-operative credit
(c) traders and commission agents
	
	(d) Land Development Banks


2. --------------(NABARD/ RBI )is the Apex bank which co-ordinates The functioning of different Financial Institutions, working for expansion of rural credit.

3 .Regulated markets were organized to protect the farmers from the malpractices of consumers.
( true / false)

	44
	Case study 2
Prior to Independence, farmers, while selling their produce to traders, suffered from faulty weighing and manipulation of accounts. Farmers who did not have the required information on prices prevailing in markets were often forced to sell at low prices. They also did not have proper storage facilities to keep back their produce for selling later at a better price. Measures that were initiated to improve the marketing aspects.

1 Government improve agricultural marketing System through	(control/ regulate)


2 Agricultural marketing is a process that involves the------------
(a) transportation
(b) packaging
(c) grading
(d) all of these

3 .The first steps was regulation of markets to create orderly and transparent marketing conditions. ( true/ false)

	45
	Case study 3
As the time of independence, money lenders and traders exploited small and marginal farmers and landless labourers by lending to them on high interest rates and by manipulating the accounts to keep them in a debt -trap. A major change occurred after 1969 when India adopted social banking and multi-agency approach to adequately e-meet the needs of rural credit. The institutional structure of Rural banking today consists of a set of multi-agency institutions, namely commercial banks, regional rural banks, cooperative and Land Development Banks
.They are expected to dispense adequate credit at cheaper rates. Recently, self-help groups
have emerged to fill the gap in the formal Credit System. The SHGs is promoter thrift in small



	
	proportions by a minimum contribution from each member. From the pooled money, credit is
given to the needy members to be repayable in small instalments at reasonable interest rates. By May 2019 ,nearly 6 crore women in India have become member in 54 lakhs women SHGs
. About Rs.10 to 15000 per SHG as a community investment support fund are provided as part of renovating fund to take up self-employment for income generation.

1	was set up in 1982 as an Apex body to co-ordinate the activities of all Institutions involved in the rural financing system.( RBI/ NABARD)

2. The	was a harbinger of major changes in the Credit System as it led to the
diversification of the portfolio of rural credit towards production oriented lending.
(a) Green revolution
(b) Golden revolution
(c) White Revolution
(d) none of these


3. Recently, SHGs have emerged to fill the gap in the formal Credit System. Such credit provisions are generally referred to as --------------
(a) macro credit programs ( b) micro credit programs ( c ) both a and b
(d) none of these


4. Which of the following part is not a part of the institutional structure of Rural banking today?
( a) commercial banks
(b) regional rural banks
(c ) non-Banking Finance Companies
(d) Land Development Bank

	
46
	
Case study 4
Rural development is the key issue with the government .Without the development of rural
areas India cannot increase its growth to desired level. Rural development does not mean only to develop its agriculture marketing and credit but also to develop education , training and



	
	infrastructure in rural areas. The government has launched many programs especially of
provision of credit and marketing facilities. The farmers often have shortage of funds .Farmers generally go to non- institutional sources for their short term and long term loans, but farmers are generally exploited .To help them government started provided loan through commercial banks and also an Apex Bank named NABARD was established in in 1982. Government is also making efforts to improve agricultural marketing by removing the role of intermediaries where farmers can directly sell their produce to seller without involving any commission agent or middleman.

Questions
1. Name the Non- institutional sources of credit
(a) landlords
(b) money lenders
(c) traders and commission agents
(d) all of the above


2. NABARD is established in the year	( 1982/ 1992)


3. Non-farm activities are promoted by government for
(a) regular income to farmer
(b) addressing the problem of disguised unemployment
(c) reducing pressure on land
(d) all of the above

	
47
	
Case study 5
Diversification includes two aspects- one relates to change in cropping pattern and the other relates to shift of workforce from agriculture to other allied activities like livestock, poultry, fisheries ,etc. and non -agriculture sector. The need for diversification arises from the fact that there is greater risk in depending exclusively on farming for livelihood. Diversification towards new areas is necessary not only to reduce the risk from agriculture sector but also to provide sustainable livelihood options to rural people. Much of agricultural employment activities are concentrated in the kharif season. But during the Rabi season, in areas where there are inadequate irrigation facilities, it becomes difficult to find gainful employment.
Therefore, expansion into other sectors is essential to provide supplementary gainful



	
	employment and in realising higher levels of income for rural people to overcome poverty and
other tribulations.


Questions


1	relates to shift of workforce from agriculture to two other allied activities .
(a) micro cropping
(b) diversification
(c) both A and B
(d) none of these


2. Livestock comes under the category of	activities.
(a) diversification
(b) allied
(c) agriculture
(d) commercial


3 .Diversification provides	options to rural people.( Livelihood / irrigation).

	
	ASSERTIONS AND REASONS

	48
	Assertion (A) : The divarication has a positive impact on the agriculture sector.
Reason (R) : As it can disseminate formation regarding emerging Technologies and its applications, prizes ,weather and soil conditions for growing different crops etc.
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)
b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)
c. Assertion (A) is true but Reason (R) is false
d. Assertion (A) is false but Reason (R) is true.

	49
	Assertion (A): In India the farming community uses the mixed crop - livestock farming system.
Reason (R ) :	Cattle, goats, fowl are the widely held species. Livestock production
provides increased stability in income, food security, transport, fuel and nutrition for the family.



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

	50
	Assertion (A) :	The yields from organic farming are more than modern agricultural farming.
Reason (R ) :The yields from organic farming are less than modern agricultural farming in the initial years.
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)
b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)
c. Assertion (A) is true but Reason (R) is false
d. Assertion (A) is false but Reason (R) is true.

	51
	Assertion (A) : The idea of Village Development being at the center of the overall development of the nation is relevant even today, when we see around us fast growing cities with large industries and modern Information Technology hubs.
Reason(R): More than two third of India's population depends on agriculture that is yet to become productive; one third of rural India still lives in abject poverty.
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)
b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)
c. Assertion (A) is true but Reason (R) is false
d. Assertion (A) is false but Reason (R) is true.

	52
	Assertion (A) : After the initiation of reforms the growth rate of Agricultural sector decelerated to about 3% per annum during 1991 -2012 ,which was lower than the earlier years.
Reason (R ) : Decline in public investment since 1991 .



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

	53
	Assertion (A): Even today more than 10% of goods produced in farms are wasted. Reason (R): The current storage facilities are quite inadequate to meet the growing demands.
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)
b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)
c. Assertion (A) is true but Reason (R) is false
d. Assertion (A) is false but Reason (R) is true.

	54
	Assertion (A): agriculture loan default rate have been chronically high.
Reason (R) : It is alleged that farmers are deliberately refusing to pay back loans.
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)
b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)
c. Assertion (A) is true but Reason (R) is false
d. Assertion (A) is false but Reason (R) is true.

	55
	Assertion (A) : Rural development is necessary.
Reason (R ) : Inadequate infrastructure, lack of alternate employment opportunities in the industry or service sector , increasing casualization of employment impaled rural development .
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)
b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of



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

	56
	Assertion (A) : The fishing community regards the water body as mother or provider. Reason (R ) : Because the water bodies (sea, Ocean, rivers, lakes, natural aquatic ponds etc.) are integral and life- giving source for the fishing community .
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)
b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)
c. Assertion (A) is true but Reason (R) is false
d. Assertion (A) is false but Reason (R) is true.

	57
	Assertion (A): Small and marginal farmers find it difficult to adapt to organic farming. Reason (R) : Organic farming may have a shorter shelf life then sprayed produce.
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)
b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)
c. Assertion (A) is true but Reason (R) is false
d. Assertion (A) is false but Reason (R) is true.

	58
	Assertion (A): Rural development is an action plan for complete and comprehensive development of rural area.
Reason (R):	Its required to increase the standard of living of Indians as two third of the population of India lives in rural areas .
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)
b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)
c. Assertion (A) is true but Reason (R) is false
d. Assertion (A) is false but Reason (R) is true.

	59
	Assertion (A): Rapid expansion of the banking system had a positive effect on rural farm



	
	and non-farm output, income and employment.
Reason (R ) : The institutional credit arrangement it continues to be inadequate as, they have failed to cover the entire rural farmers of the country .
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)
b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)
c. Assertion (A) is true but Reason (R) is false
d. Assertion (A) is false but Reason (R) is true.

	60
	Assertion (A) : National bank for Agriculture and Rural Development (NABARD )was set up in 1980.
Reason (R ) :	National bank for Agriculture and Rural Development is an Apex body to co-ordinate the activities of all institutions involved in the rural financing system.
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)
b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)
c. Assertion (A) is true but Reason (R) is false
d. Assertion (A) is false but Reason (R) is true.

	61
	Assertion (A): Rural people not only face problems with regard to finance, but also encounter difficulties in marketing their goods.
Reason (R) : Agriculture marketing needs urgent attention in the scheme of securing Rapid rural development .
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)
b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)
c. Assertion (A) is true but Reason (R) is false
d. Assertion (A) is false but Reason (R) is true.

	
62
	
Assertion (A) : India has adopted growing of diverse Horticulture crops such as fruits



	
	vegetables, rubber crops, flowers ,medicinal and aromatic plants, spices and plantation
crops
Reason (R ) : Investment in Horticulture sector it has been termed as a Operation Flood Agriculture Marketing needs urgent attention in the scheme of securing Rapid rural development.
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)
b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)
c. Assertion (A) is true but Reason (R) is false
d. Assertion (A) is false but Reason (R) is true.

	63
	Assertion (A) :	SHG has emerged as the major micro finance program in the country in recent years .
Reason (R ) : SHG have also help in the empowerment of women.
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)
b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)
c. Assertion (A) is true but Reason (R) is false
d. Assertion (A) is false but Reason (R) is true.

	64
	Assertion (A) : Rural development means an action plan for the social and economic growth of the rural areas.
Reason (R ) : The Action Plan focus on the lingering and emerging challenges in in rural areas .
Alternatives:
a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)
b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)
c. Assertion (A) is true but Reason (R) is false
d. Assertion (A) is false but Reason (R) is true.

	65
	Assertion (A) : A major change occurred after 1969 when India adopted social banking



and multi-agency approach to adequately meet the needs of rural credit.
Reason (R ) : self-help groups have emerged to not fill the gap in the formal Credit System.

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


Answer Key



	Q
N.
	MCQ

	1
	(A) 3.2% per annum

	2
	(C) 1982

	3
	(B) Regional Rural Banks

	4
	(A) Self-help Groups

	5
	(D) Agricultural Marketing

	6
	(B) Gujarat

	7
	(C) Rythu Bazars

	8
	C-64 percent

	9
	(D) Green Status

	10
	D All of these

	11
	A) NABARD

	12
	A) self help group

	13
	B) to safeguard the interest of farmers



	14
	C) money lender

	15
	A) 1969

	16
	C) flawer cultivation

	17
	(D) credit is taken to meet expenditure on agriculture

	18
	A-poultry

	19
	C-Gujrat

	20
	C-fisheries

	21
	C-both a and b

	22
	C-both a and b

	23
	D-all of these

	24
	(A) 6 to 12 months

	25
	Mahatma Gandhi

	26
	3.2%

	27
	Exploited

	28
	Green revolution

	29
	7 lakhs

	30
	Storage

	31
	Apni mandi

	32
	Kharif

	33
	True

	34
	True

	35
	False

	36
	False

	37
	True



	38
	False

	39
	False

	40
	False

	
41
	IV. Match the following. 1-B,2-A,3-D,4-C,5-E

	42
	1-d,2-g,3-a,4-e,5-f,6-j,7-c,8-h,9-I,10-b.

	

43
	Case study 1 1-d
2- NABARD
3- true

	
44
	Case study 2 1-regulate
2-d- all of these
3-true

	

45
	Case study 3
1- NABARD
2- Green revolution
3- Micro credit programme
4- Non- banking finance companies

	

46
	Case study 4 1-all of these 2-1982
3-all of the above

	

47
	C1ase study 5
1-1diversification 2-allied
3-livelihood

	48
	a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation
of Assertion (A)

	49
	a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)

	50
	d. Assertion (A) is false but Reason (R) is true.

	
51
	a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)

	52
	a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation
of Assertion (A)

	53
	b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of
Assertion (A)



	54
	a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation
of Assertion (A)

	55
	a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation
of Assertion (A)

	56
	a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation
of Assertion (A)

	57
	b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of
Assertion (A)

	58
	a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation
of Assertion (A)

	59
	b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)

	60
	d. Assertion (A) is false but Reason (R) is true.

	61
	a. Both Assertion (A) and Reason (R) are true and Reason (R) are is the correct explanation of Assertion (A)

	62
	c. Assertion (A) is true but Reason (R) is false

	63
	b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of Assertion (A)

	64
	b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of
Assertion (A)

	65
	b. Both Assertion (A) and Reason (R) are true and Reason (R ) is not correct explanation of
Assertion (A)




Employment


Key Points For Revision 
: 
Worker  :  Worker is an individual who is in some employment to earn a living.
Labour Supply: It refers to amount of labour that the people are willing to supply corresponding to a given wage rate. Labour supply changes in response to change in wage rate.
Labour Force: It refers to the number of people  who are able to work and willing to work at the  existing wage rate.
Work Force: it refers to number of people actually in employment.
Participation Rate: Total Workforce×100/Total Population
( worker population ratio is calculated by dividing the total number of workers in India by the population in India and multiplying it by 100 higher ratio indicates that higher proportion of its population is involved in economic activities)
Employment: It is a situation when people are willing to work at the existing wage rate, and are able to work, but are not getting work.
Casual Workers: workers who are casually engaged and, in return, get remuneration for the work done, are termed as casual workers.
Jobless Growth: Jobless grow refers to a situation when the economy is able to produce more goods and services without a proportionate increase in employment opportunities. Casualisation of Workforce: The process of moving from self employment and regular salaried employment to casual wage work is known as casualisation of workforce.
Informalization of Workforce: It refers to a situation whereby the proportion of workforce in the informal sector to total workforce increases.
Formal or Organised Sector: All the public enterprises and private establishments which employ 10 or more hired workers,  are called formal sector establishments.
Informal or Unorganised Sector: it includes all those private interprises which hire less than 10 workers.
Unemployment: It refers to a situation in which people are willing and able to work at the existing wage rate but to not get work.
Causes of Unemployment:
(1) Slow economic growth 
      (2) Rapid growth of population 
      (3)  Agriculture- a seasonal occupation
      (4)  Lack of irrigation facilities
      (5)  Joint family system 
      (6) Decay of Cottage and small industries
      (7)  Low Savings and investment
      (8) Limited mobility of labour .
Government policies and Employment generation programmes:
 National Rural Employment Guarantee Act 2005 Prime Minister's Rozgar Yojana Swarna Jayanti Shahari Rozgar Yojana etc.






Statement Based Questions
 Read the following statements carefully and choose one of the correct alternative given below:
Q.1
 Statement 1: Formal sector provides more security of job as compared to informal  sector. Statement 2: Employees are entitled to social security benefits in informal sector.
 Alternatives:
(a) Both the treatment are true 
(b) both the statements are false 
(c) Statement one is true, but statement 2 is false
 (d) Statement 2 is true, but statement 1 is false.
Q.2
Statement 1: In a situation of disguised unemployment more than the required number of persons are working on a particular farm. 
Statement 2:  In a situation of disguised  employment, marginal productivity of labour is positive.
(a) Both the treatment are true
 (b) both the statements are false
 (c) Statement one is true, but statement 2 is false
 (d) Statement 2 is true, but statement 1 is false.
Q. 3
Statement 1: Formal sector workers are highly vulnerable to uncertainties of the market. Statement 2: Formal sector workers can form trade unions to protect their economic interest.
(a) Both the treatment are true (b) both the statements are false (c) Statement one is true, but statement 2 is false (d) Statement 2 is true, but statement 1 is false.
Q.4
Statement 1: In India the public sector is the largest employer in the formal sector. Statement 2: Those working in the formal sector remain  unprotected by labour laws, and are therefore, highly vulnerable to uncertainties of the market.
(a) Both the treatment are true 
(b) both the statements are false 
(c) Statement one is true, but statement 2 is false
 (d) Statement 2 is true, but statement 1 is false.
Ans. (1) c      (2) c      (3)   d      (4)  c
Assertion and Reason:
Read the following statements Assertion (A) and Reason (R ) 
 Choose one of the correct alternatives given below :
Q.1
Assertion (A) : A large continues to depend on primary activities to make a living .
 Reason (R )  : In India, trade, commerce, banking, tourism and related  services are developing faster than other production activities.
(a) Both Assertion (A) and Reason ® are true and Reason ® is the correct explanation of  Assertion (A)

(b) Both Assertion (A) and Reason ® are true and Reason ® is not the correct explanation of  Assertion (A)
(c) Assertion (A) is true but  Reason ® is false.
(d) Assertion (A) is false but  Reason ® is true.
Q.2
Assertion (A) : self employment is a major source of livelihood in both the rural areas in urban areas.
Reason(R):  In rural areas, rural people work on their plots of land and in urban areas, urban people have their own resources to work.

(a) Both Assertion (A) and Reason ® are true and Reason ® is the correct explanation of  Assertion (A)

(b) Both Assertion (A) and Reason ® are true and Reason ® is not the correct explanation of  Assertion (A)
    © Assertion (A) is true but  Reason ® is false.
    (d) Assertion (A) is false but  Reason ® is true.
Ans.      (1)  b   (2)  a
Case Based Question:
The pandemic had an impact on employment in the country as the economic activities slowed down due to lockdown restrictions imposed to contain the spread of COVID from March in 2020. The Parliament standing Committee on Labour has been drawn to a study according to which nearly half of the formal salaried workers moved into informal work either as self employed 30%, casual wage 10%, informal salaried jobs 9% between late 2019 and late 2020. Employees' Provident Fund Organisation(EPFO) needs to play a more innovative and proactive role in mitigating the emergent needs of not only the members  registered with it but workers in the unorganised sectors too.
 Source: Business- standard.com, August 8, 2021
1. Pandemic Affected employment …..(.positively/ adversely) as the economic activities had slowed down due to lockdown.
2.  There has been movement of formal workers towards…………..
(a) self employment
 (b) casual-wage employment
            (c) both (a) and (b) 
(d) neither (a) nor (b)
3. ………(Casual/Regular) workers have weak bargaining power as they cannot form trade unions.
4.  Employees' Provident Fund Organisation makes provision of:
 (a) Wages and salaries to employees
(b) Non monetary benefits to employees 
© Social security benefits to employees
(d) None of these
       Ans.(1)   Adversely   (2)   c  (3)   Casual  (4)  c
(1- marks Questions)
1. What is unemployment?
Ans.   It is a situation when people are willing to work at the existing wage rate, and are able to work, but are not getting work.
2. What is meant by underemployment?
Ans. Underemployment is a situation in which a worker does not get a full time job.
3. Define occupational structure.
 Ans. Distribution of workforce across Primary, secondary and tertiary sectors is called occupational distribution.
4. What is casualisation of workforce?
Ans. Casualisation of workforce refers to a situation when the percentage of casually- hired workers in the total workforce tends to rise over time.
5.  What is informalisation of workforce?
Ans. Informalisation of workforce refers to a situation where percentage of workforce in the formal sector trends to decline and that in the informal sector tends to rise.
6. What is jobless growth?
Ans. jobless growth is a situation when the level of output in the economy tends to rise owing to innovative technology without any meaningful rise in the level of employment. So that unemployment stays as a serious problem, even when there is a rise in GDP.
7. Define the worker population ratio.
Ans.  Worker population ratio is an indicator which is used to analyse the employment situation in the country. It is measured as a ratio of workforce to total population of the country.
Worker Population Ratio=Total Number of Workers×100/Total Population
8. Unemployment and poverty are reflections of each other. Give reason.
Ans. It is true because unemployed people do not earn wages and salaries. Thus, poverty is the obvious consequence of unemployment.

                           (3- marks Questions)
1. Women in rural areas are ready to work even at low wage rate why?
Ans. This is because of two reasons:
(I)  There is widespread poverty in rural areas. poverty compels the women in rural areas to accept low- wage occupations.
(ii)  Women in rural areas are adverse to migration. They are reluctant / willing to migrate to urban areas for jobs. Owing to the lack of education, they are not even capable of finding jobs outside rural areas. Accordingly, they prefer to be engaged in farm and non farm activities, but in the rural areas only.
2. How do you evaluate Start-ups in India as a solution to the problem of unemployment? Write two observations.
Ans .(i) Start-up are expected to generate opportunities of self- employment, and are therefore, solution to the problem of unemployment. (ii) Start-ups are to be aided with technical and financial support by the government. Accordingly, these are expected to encourage the use of latent resources (particularly entrepreneur skill and small savings) . When latent resources are used, employment opportunities are bound to arise.
3. "The gap between the growth of GDP and Employment is widening." State the trend which highlight this phenomenon.
Ans. This trend is termed as 'Jobless growth'.  Jobless growth refers to a situation when the economy is able to produce more goods and services without a proportionate increase in employment opportunities. There is a situation when there is an overall acceleration in the growth rate of GDP in the economy without corresponding expansion in employment opportunities.
4. 'Labour- force' and 'Work-force' are one and the same thing. Comment.
Ans.  The given statement is incorrect. Labour- force includes all those who are working and though not working, are seeking and are available for work, I.e. Labour -force = Persons working + persons seeking and/ or available for work. On the other hand, Work-Force includes all those who are actually employed at a particular time.
5. Analyse the recent trends in sectoral distribution of workforce in India.
Ans.  The distribution of workforce in India in different sectors is as follows:
 (I) Primary sector is the main source of employment (60.4%), for majority of workers in India.
(ii) Secondary sector provides employment to only 15.8% of workforce.
(iii)  23.8 percent of workers are engaged in the service sector.
6. You are residing in a village. If you are asked to advise the village panchayat, what kinds of activities would you suggest for the improvement of your village which would also generate employment.
Ans.  The following two activities can be suggested to improve the village and to generate employment:
(I) Setting up of small- scale and cottage industries: Small -scale and cottage industries will not only generate new employment opportunities but will also act as subsidiaries to the industrial sector by providing them raw material.
(II)  Encourage non-farm employment: Disguised and seasonal unemployment is a common feature of Indian economy. So, it is necessary to engage these people in non- agricultural sectors like pottery, handicrafts etc.
7. How will you know whether a worker is working in the informal sector?
Ans.  A worker is  working in the informal sector if:
(I)  Such worker works in a private enterprise, which employ less than 10 workers. For example, farmers, agricultural labourers, owners of a small Enterprises, etc.
(ii)  Such worker  does not get regular income and does not have any protection or regulation from the government.
(iii)  Such worker has the risk of being dismissed without any compensation.
8. The following table shows the population and worker population ratio for India in 1999 -2000. Can you estimate the workforce( rural and urban) for India?

	Region
	Estimates of Population
(in crores)
	Worker Population Ratio
	Estimated No.of Workers(in crores)

	Rural
	71.88
	41.9
	71.88×41.9/100=30.12

	Urban
	28.52
	33.7
	?

	Total
	100.49
	75.6
	?


Ans. Worker Population Ratio=Total Number of Workers×100/Total Population
So Number of Workers= Total Population×Worker Population Ratio/100

	Region
	Estimates of Population
(in crores)
	Worker Population Ratio
	Estimated No.of Workers(in crores)

	Rural
	71.88
	41.9
	71.88×41.9/100=30.12

	Urban
	28.52
	33.7
	28.5×33.7/100=9.611

	Total
	100.49
	75.6
	100.40×75.6/100=75.90


9. "It is necessary to create employment in the formal sector rather than in the informal sector". Defend or refute the given statement with valid arguments.
Ans. "It is necessary to create employment in the formal sector rather than in the informal sector". The statement is defended because workers of the formal sector enjoy social security benefits and job security which remain protected by the labour laws. On the other hand people engaged in the informal sector do not enjoy any social security benefits and do not have job security. As a result, informal workers are generally very poor and live in slums.
10. Empowerment of women related to employment of women. Comment.
Ans. It is since ages that the women have suffered gender- discrimination. Men have been getting priority in matters relating to education, health, inheritance, marriage and policies. Empowerment of women aims at achieving gender equality. Of all the measures related to empowerment of women, employment of women is of central significance. Employment makes the women economically independent. This enhances their ability as decision- makers in all of walk of life. Once  the women are independent decision- makers, they can always strive for gender equality. It is, therefore, required that the participation of women is raised, particularly in secondary and tertiary sectors of the economy.
(5 marks Questions)
1. There is a mismatch between GDP growth and employment growth in India. How do you justify this statement?
Ans. GDP growth in India happens to be faster than employment growth. In other words, even when production activity is expanding, job opportunities continue to be low. This is a situation of 'jobless growth'. This occurs when we rely more and more on labour- saving Western Technology. Such a technology( using more of capital and less of labour) does not suit the needs and means of a country where unemployment is an alarming social challenge. But, given the fact that the country lacks investment capital, we are forced to depend more and more on FDI. Foreign investment in India is linked with foreign technology which is efficient but the one which uses less and less of labour.
 Reliance on FDI cannot be minimised. Implying that the reliance on labour-saving western technology cannot be minimised. Accordingly, a mismatch between 'GDP growth' and' employment growth' cannot be so easily corrected.
2. GDP in India is growing but unemployment stays to be a serious issue. How do you reconcile this facts?
Ans. Despite a rise in GDP, unmployment continues to stay as a serious issue owing to the following reasons:
(I) Owing to rising population, labour force continues to rise at an alarming rate.
(ii)  Education and Employment of women in India is no longer a social taboo. This has led to a significant rise in the labour force.
(iii)  Strategy of growth is such that we are relying more on the western technology which is labour saving.
 Briefly, a significant rise in the supply of labour on the one hand and a significant reliance on the eestern technology, on the other hand, has led to GDP growth without significant conversion of labour force into workforce. Hence, unemployment stays to be a serious issue.
3. The following table shows the distribution of workforce in India for the year 1972- 73, analyse it and give reasons for the nature of work force distribution .

	Place of Residence
	Workforce (in millions)

	
	Male
	Female
	Total

	Rural
	125
	69
	195

	Urban
	32
	7
	39


Ans. The following points can be analysed with the help of given data:
(I) More proportion of rural population: The total workforce in India in the year 1972 -73 was 234 million, out of which major portion 83% (195 million) belonged to rural population. and the rest 17% (39 million) belonged to the Urban population. It happened because a majority of rural population was engaged in agricultural and allied sectors.
(ii) More Proportion of Males: Males used to dominate the workforce, in both rural and urban areas. The rural workforce comprises of 125 million males (around 64%) as compared to just 69 million females (around 36%). On the contrast, the urban workforce comprises of about 82% of male workforce and 18% of female workforce. The participation of males was higher due to lack of opportunities available to women for acquiring education and female members were often confined to household work only.
(iii) More Proportion  of Rural Females: Females in the rural areas formed 36% of the workforce as compared to just 18% females in the urban workforce.
4. Analyse the recent trends in sectoral distribution of workforce in India. Trends in Employment pattern (sector wise) 1993- 2012( in percentage)

	Sector
	1993-94
	1999-2000
	2011-2012

	Primary
	64
	60.4
	48.9

	Secondary
	16
	15.8
	24.3

	Service
	20
	23.8
	26.8


Ans. The given data indicates that over the given period, the proportion of workforce in primary sector has gone down significantly. Whereas, the employment share of both secondary sector and the service sector has increased gradually.
 While the share of secondary sector has gone up by approximately 9% recently, the corresponding figure for service sector has gone up by approximately 7.1 %.  This also shows that dependency on agriculture remained high as secondary and service sector was not created in of employment.
5. What is seasonal unemployment ?Suggest measures for reducing this kind of unemployment in India.
Ans. It refers to a situation where a number of persons are not able to find job in a particular season. It occurs in case of agriculture, icecream factories ,woolen Factories etc.Following measures may be suggested to reduce seasonal unemployment:
(I) promotion of multiple cropping i.e.,
 raising more than one crop on the same piece of land in a year.
(ii)  Development of activities allied to agriculture as animal husbandry, dairy farming, horticulture etc. to provide extra employment throughout the year 
(iii) Public investment in rural areas in such fields as irrigation, drainage, flood control, land and environment, improvement of rural roads, schools, hospitals,etc.
(iv)  Mechanisation of peak season activities so that a proportion of the labour force is permanently shifted from agriculture to non- seasonal activities and surplus labour in the slack season is reduced.
(v)  Establishment of a variety of industries which operate at different times of the year so that labour may be kept employed almost throughout the year by shifting from one seasonal industry to another.


SUSTAINABLE ECONOMIC DEVLOPMENT


Environment: environment is defined as a total planetary inheritance and the totality of all resources. It includes: 
(i) Biotic Elements include all living elements like birds, animals and plants, forests, fisheries, etc.
(ii) Abiotic Elements include nonliving elements like air, water, land, etc.
Functions of the Environment:	
(i)  Provides resources for production
 	(ii) Environment assimilates waste
(iii) Environment sustains life
(iv) It provides aesthetic services 

Reasons for environmental crisis:
(i)   Population explosion and advent of industrial revolution.
(ii)  Intensive and Extensive extraction of both renewable and non-renewable resources.
(iii) Extinction of many resources.
(iv) Affluent consumption and production standards of the developed world.
(v)  Development process has polluted the atmosphere and has resulted in increased incidence of respiratory and water-borne disease.
(vi)  Global environmental issues such as Global Warming and Ozone Depletion.

Global Warming: Global warming is observed and projected increase in the average temperature of earth’s atmosphere and oceans. The global warming is due to increase in the greenhouse gas concentrations, like water vapor, carbon dioxide, methane and ozone in the atmosphere.
Ozone Depletion:  Ozone Depletion refers to destruction of ozone in the ozone Layer due to presence of chlorine from manmade chlorofluorocarbon (CFCs) and other forces. It is caused by high levels of chlorine and bromine compounds in the stratosphere.

Challenges of India's Environment: Air pollution, water contamination, soil erosion, deforestation and wildlife extinction are some of the most pressing environmental concerns of India 
(i) Land to Degradation
 	(ii) Degradation of forest or deforestation
 	(iii) Soil Erosion 
(iv) Biodiversity Loss 
 	(v)  Air Pollution 
Land Degradation refers to a decline in the overall quality of soil, water or vegetation condition, commonly caused by human activities.
Degradation of forest or deforestation involves the permanent destruction of indigenous forests and Woodlands.
Soil Erosion Takes place when the surface soil is washed away through excessive rains and floods.
Biodiversity Loss: Biodiversity is defined as the variability among living organisms from all sources. Biodiversity loss has serious economic and social costs for any country as many plant and animal species are severely threatened by the destruction of their habitat and over- exploitation of resources.
 Air pollution is the presence of materials in air in such concentration, which are harmful to man and environment.
Sustainable Development refers to the development strategy to meet the needs of the present generation without compromising the needs of future generation.

Ways to Achieve Sustainable Development: 	

(i) Restrict use of renewable resources
(ii) Unsubstituted non-renewable with renewable resources
      (iii)       Become input efficient 
      (iv)       Control pollution
      (v)        Control the growth of pollution
 	
Strategies for sustainable development:
(i) Use of Non- conventional sources of energy 
(ii) Use of cleaner fuels
      (iii)      Establishment of Mini- Hydel Plants
      (iv)      Traditional knowledge and practices
      (v)       Use of Bio- Compost 
      (vi)      Control of Bio pest
       (vii)    Change in unsuitable patterns of consumption and production
MCQs:
1. ……… development meet the needs of the present generation without compromising the ability of future generations to meet their needs.
(a)  Economic (b) Political (c) Sustainable (d) None of these
2.  Factor causing environmental pollution:
(a) Air pollution (b) Population explosion (c) Water contamination (d) All of these
3.  Global environmental issues causing environmental crisis:
(a) Global warming (b) Ozone depletion (c) Both (a) and (b) (d) Neither (a) and (b)
4.  Which of the following is a correct statement?
(a) Sustainable development emphasis on protecting interest for future generations 
(b) Sustainable development aims at potential average quality of life for present and future generations
(c) Both (a) and (b) 
(d) Neither (a) nor (b) 
      5. Sustainable development can be achieved by:
             (a)  Restricting use of renewable resources
             (b)  Controlling the growth of population
              © Controlling pollution
             (d)  All of these
     Ans. (1) c (2)   d   (3)  c     (4)   c  (5)  d
Assertion- Reason Questions:

Read the following statements Assertion (A) and Reason (R ) 
 Choose one of the correct alternatives given below :
Q.1
Assertion (A): Poverty leads to environmental degradation.
Reason(R):    Poor people are dependent on resources from forests which they sell to earn livelihood.
Alternatives:
(a)  Both Assertion (A) and Reason are true and Reason is the correct explanation of Assertion (A)

(b) Both Assertion (A) and Reason are true and Reason is not the correct explanation of Assertion (A)
(c) Assertion (A) is true but Reason is false.
(d) Assertion (A) is false but Reason is true.
Q.2
 Assertion (A): environmental crisis occurs when carrying capacity of the environment is challenged.
Reason(R): Environmental crisis has a high opportunity cost.

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

      (b) Both Assertion (A) and Reason are true and Reason is not the correct explanation of Assertion (A)
     ©    Assertion (A) is true but Reason is false.
    (d)   Assertion (A) is false but Reason is true.
Q.3
   Assertion (A): Kyoto Protocol focuses on reduction in emissions of greenhouse gases by industrialized nations.
   Reason(R): Global warming has led to impairment of ecological balance.
Alternatives:
(a) Both Assertion (A) and Reason are true and Reason is the correct explanation of Assertion (A)
(b)Both Assertion (A) and Reason are true and Reason is not the correct explanation of Assertion (A)
(c)Assertion (A) is true but Reason is false.
(d)Assertion (A) is false but Reason is true.
Ans. (1)  a    (2)  b   (3)   b
Statement Based Questions
Read the following statements carefully and choose one of the correct alternatives given below:
Q.1
Statement 1: Ozone depletion is the reduction in ozone in the troposphere. 
Statement 2: Ozone depletion occurs owing to the excessive of chlorine and bromine compounds.
a) Both the treatment is true 
(b) both the statements are false 
(c) Statement one is true, but statement 2 is false 
(d) Statement 2 is true, but statement 1 is false.

Q.2
Statement 1: Household sing rural areas are dependent on noncommercial sources of energy as fue
 Statement 2: Use of noncommercial sources of energy needs to problems of deforestation reduction in green cover wastage of cattle dung and air pollution.
(a) Both the treatment is true 
(b) Both the statements are false 
(c) Statement one is true, but statement 2 is false 
(d) Statement 2 is true, but statement 1 is false.

Q.3
 Statement1: Sustainable development means a check on the existing pace of economic growth.
 Statement 2: Sustainable development is the process of growth which fulfills the needs of the present generation without challenging the ability of the future generations to fulfill their needs.
(a) Both the statements are true 
(b) Both the statements are false 
(c) Statement 1
 is true, but statement 2 is false 
(d) Statement 2 is true, but statement 1 is false.

Q.4
 Statement 1: Renewable resources are those resources which can be replenished and are not likely to be exhausted or depleted on use.
 Statement 2 : Ocean currents, falling water are examples of renewable resources.
(a) Both the treatment is true 
(b) Both the statements are false 
(c) Statement 1is true, but statement 2 is false 
(d) Statement 2 is true, but statement 1 is false.
Ans. (1)    d     (2)   a      (3)    d     (4)    a
Case Based Questions:	
 Read the following case study carefully and answer the questions 1-6 on the basis of the same:
 An increase in industrialisation, urbanisation and infrastructure development is progressively taking away considerable areas of land from agriculture, forestry grassland and P, and un used lands with wild vegetation. Open cast mining is of particular focus because it disturbs the physical, chemical and biological features of the soil and alters the socia-economic features of a region. Negative effects of mining are water scarcity due to lowering of   water table,soil contamination, part or total loss of flora and fauna, air  and water pollution and acid mine drainage. Overburden removal from the mine area results in significant loss of vegetation and rich topsoil. Overburden removal is normally done by blasting or using excavators,  resulting in generation of large volumes of waste.  Open- pit Mines produce 8 to 10 times as much waste as underground mines.
                   -  Ranjan Bhattacharya, Birendra Ghosh and Others, Soil Degradation in India: Challenges and Potential Solutions, Sustainability, 2015
Fill up the blank with correct alternative: 

Q1. Owing  to the unpland development of township and urbanisation, the volume of waste is projected to increase to………… million tonnes by 2013.
(a) 1 25  (b)  135 ©  145 (d)   155	
Q2. An environment friendly way to  generate electricity, especially in mountainous regions is called
(a) traditional hydel plants (b) mini hydel plants (c) both a and b                (d). None of these
Q3. Environmental degradation is……….. opportunity cost of production activity. ()avoidable ()unavoidable() uncertain() none of these 
Q4.Read the following statements carefully and choose one of the correct alternative given below:
Statement 1: Epending production activity is the principal cause of Environment Degradation in the urban areas.
 Statement 2:  Industrial smoke is polluting the air and industrial waste is politics water.
Alternatives:
(a) Both the statements are true 
(b) Both the statements are false 
(c) Statement 1
 is true, but statement 2 is false 
(d) Statement 2 is true, but statement 1 is false.
Q5. Environment Degradation owes a great deal to supply-demand reversal of resources over time. True or False
Ans. (1)   a    (2)   b    (3)     a    (4)    a       (5) True
Short and Long Answer Type Questions(3,4 &6)
Q 1. What is meant by environment?
Ans. Environment is defined as the total planetary inheritance and the totality of all resources. It includes all the biotic and abiotic factors that influence each other. Biotic elements are all living elements — the birds, ainimals and plants, forests, fisheries, etc. Abiotic elements are like air, water, land, rocks, sunlight, etc.
Q 2. What happens when the rate of resource extraction exceeds that of their regeneration?
Ans. Environment includes sun, soil, water and air which are essential ingredients for the sustenance of human life. The carrying capacity of the environment implies that the resource extraction is not above the rate of regeneration of the resources and the waste generated are within the assimilating capacity of the environment. Carrying capacity of the environment helps to sustain life. Absence of carrying capacity of environment means absence of life.
Q 3. Classify the following into renewable and non-renewable resources (i) trees (ii) fish
(iii) petroleum (iv) coal (v) iron-ore (vi) water.
Ans. Trees and fish are renewable resources.
Petroleum, coal, iron-ore and water are non-renewable resources.
Q 4.Two major environmental issues facing the world today are and .
Ans.Global warming and Ozone depletion.
Q 5. How do the following factors contribute to the environmental crisis in India? What problem do they pose for the government?
1.  Rising population
2.  Air pollution
3.  Water contamination
4. Affluent consumption standards.
5.  Illiteracy
6.  Industrialisation
7.  Urbanisation
8.  Reduction of forest coverage
9.  Poaching
10.  Global warming.

Ans.
1.  The high rate of growth of population adversely affects the environment. It certainly leads to soil and water pollution.
2. India is one of the ten most industrialised nations of the world. It has led to unplanned
urbanisation, pollution and the risk of accidents. The CPCB (Central Pollution Control Board) has identified 17 categories of industries which are significant pollutors.
3.  Many states in India are on the edge of famine. Whatever water is available, it is polluted or contaminated. It causes diseases like diarrhoea and hepatitis.
4.  With affluent consumption standards, people Use more air conditioners. CFCs are used as cooling agents in air condition which leads to ozone depletion.
5.  Illiteracy and ignorance about the use of non-renewable resources, alternative energy sources, lead to environmental crisis.
6.  With rise in national income or economic activity, there is rise in industrialisation and urbanization. This raises pollution of air, water and noise. There are accidents, shortage of water, housing problems, etc. In other words, with rise in national income there is ecological degradation which reduces welfare of the people.
7.  Whenever there is large migration of population from rural to urban areas, it leads to fast growth of slum areas. There is excess of load on the existing infrastructural facilities. It causes environmental degradation and ill health.
8.  The per capita forestland in the country is only 0.08 hectare. There is an excess felling of about 15 million cubic meter forests over the permissible limit. Indiscriminate felling of trees has led to destruction of forest cover.
Once forests have been cut down, essential nutrients are washed out of the soil all-together. This leads to soil erosion. It leads to disastrous flooding since there is no soil to soak up the rain.
9.  Poaching leads to extinction of wildlife.
The long-term results of global warming are:
(a) Melting of polar ice caps with a resulting rise in the sea level and coastal flooding.
(b) Disruption of drinking water supplies as snow melts.
(c) Extinction of species.
(d) Frequent tropical storms and tropical diseases.
Q 6. What are the functions of the environment?
Ans. The environment performs four vital functions:
1. Environment Supplies Resources. Resources include both renewable and non-renewable resources. Renewable resources are those which can be used without the possibility of the resource becoming depleted or exhausted. In other words, a continuous supply of the resource remains available. Examples of renewable resources are trees in the forest and fish in the ocean. Nonrenewable resources are those which get exhausted with extraction and use. Example, fossil fuels.
2.  Environment Sustains Life. Environment includes sun, soil, water and air which are essential ingredients for the sustenance of human life. The carrying capacity of the environment implies that the resource extraction is not above the rate of regeneration of the resources and the waste generated are within the assimilating capacity of the environment. Carrying capacity of the environment helps to sustain life. Absence of carrying capacity of environments means absence of life.
3.  Environment Assimilates Waste. Production and consumption activities generate waste. This   occur mostly in the form of garbage. Environment absorbs garbage.
4.  Environment Enhances Quality of Life. Environment includes oceans, mountains, deserts, etc. Man enjoys these surroundings, adding to the quality of life.
Q 7. Identify six factors contributing to land degradation in India.
Ans. Some of the factors responsible for land degradation are:
1. Loss of vegetation occurring due to deforestation
2. Unsustainable fuel wood and fodder extraction.
3. Shifting cultivation
4. Encroachment into forest lands
5. Forest fires and over grazing
6. Non-adoption of adequate soil conservation measures.
Q 8. Explain how the opportunity costs of negative environmental impact are high.
Ans. Opportunity cost is the cost of alternative opportunity given up. The country has to pay huge amount for damages done to human health. The health cost due to degraded environmental quality have resulted in diseases like asthma, cholera, etc. Huge expenditure is incurred in treating the diseases.
Q 9. Outline the steps involved in attaining sustainable development in India.
Ans. Steps and Strategies to Achieve Sustainable Development in India:
1.  Use of Non-Conventional Sources of Energy
2.  LPG, Gober Gas in Rural Areas
3.  CNG in Urban Areas
4.  Wind Power
5. Solar Power through Photovoltaic Cells
6. Mini-Hydel Plants
7.  Traditional Knowledge and Practices
8.  Bio composting
9.  Bio pest Control.
Q 10. India has abundant natural resources—substantiate the statement.
Ans. India has rich quality of natural resources in plenty. It is clear from the following points:
1.  India has rich quality of soil, hundreds of rivers and tributaries, lush green forests, abundant mineral deposits under the land surface, vast stretch of the Indian Ocean, mountain ranges, etc.
2.  The black soil of the Deccan Plateau is particularly suitable for cultivation of cotton. It has led to concentration of textile industries in this region.
3.  The Indo-Gangetic plains — spread from the Arabian Sea to the Bay of Bengal — are one of the most fertile, intensively cultivated and densely populated regions in the world.
4.  India’s forests provide green cover for a majority of its population and natural cover for its
wildlife.
5.  Large deposits of iron-ore, coal and natural gas are found in the country. India alone accounts for nearly 20 per cent of the world’s total iron-ore reserves.
6. Bauxite, copper, chromate, diamonds, gold, lead, lignite, manganese, zinc, uranium, etc. are also available in different parts of the country.

Q 11. Is environmental crisis a recent phenomenon? If so, why?
Ans. Yes, because India is suffering from population explosion. 
1. India has approximately 20 per cent of livestock population on a mere 2.5 per cent of the world’s geographical area. The high density of population and livestock and the competing
uses of land for forestry, agriculture, pastures, human settlements and industries exert an enormous pressure on the country’s finite land resources.
2. The per capita forestland in the country is only 0.08 hectare. There is an excess felling of about 15 million cubic meter forests over the permissible limit. Indiscriminate felling of trees has led to destruction of forest cover.

Unit 8: Development Experience of India (8 Marks)

REVISION NOTES
Development Path of India, Pakistan and China
 1) All the three countries started their development path at the same time. India and Pakistan got independence in 1947 and people’s Republic of China was established in 1949.
 2) All the three countries had started planning their development strategies in similar ways. India announced its First Five Year Plan in 1951, Pakistan announced in 1956 and China in 1953. 
3) India and Pakistan adopted similar strategies, such as creating a large public sector and raising public expenditure on social development.
 4) Both India and Pakistan had adopted ‘mixed economy’ model but China had adopted ‘Command Economy’ model of economic growth.
 5) Till 1980s, all the three countries had similar growth rates and per capita incomes.
 6) Economic Reforms were implemented in China in 1978, in Pakistan in 1988 and in India in 1991.
  Development Strategies of India
 1) Sound Trade System: India was the country which had the history of closed trade. Because of this historical background; there is a critical challenge for India in order to make a new policy which can support the new trade system. This new reform has been introduced in the economy of India and accelerates the growth of India.
 2) Reduction in Poverty: India has adopted several poverty alleviation programmes to reduce poverty in India. This would help in increasing per capita income, rise in nutrition levels and reduction of poor in some states. 
3) Rural Development: Under this strategy, India adopted various measures of development of areas that are lagging behind in the overall development of village economy.
 4) Employment Generation: Several economic reforms were initiated to generate employment in the country and their aim is to provide gainful self-employment and skilled wage employment opportunities. 
 Development Strategies of China
 1) Giant Leap Forward: This Campaign was started in 1958 aimed at industrializing the country on a massive scale. People were encouraged to set up massive industries in their backyards.
 2) Great Proletarian Cultural Revolution (1966-1976): In 1965, Mao Se Tung started a cultural revolution on a large scale. In this revolution students and professionals were sent to work and learn from the country side.
 3) 1978 Reforms: In 1978, China began to introduce many reforms in phases. These reforms were initiated in agricultural, foreign trade and investment sector. The goal of Chinese economic reforms was to generate sufficient surplus the finance the modernisation of mainland Chinese economy. 
 Development Strategies of Pakistan 
1) Mixed Economy: Pakistan follows a mixed economy system were both public and private sector co-exist.
 2) Import Substitution: Pakistan adopted a regulatory frame work in the late 1950s and 1960s for import industrialization. The policy combined tariff protection for manufacturing of consumer goods together with direct import controls on competing imports.
 3) Green Revolution: This was introduced to increase the productivity and self-sufficiency in food. This increased the output of food grains. This changed the agrarian system dramatically. 
 Economic Development Strategy after Independence
 1) Both public and private sectors were allotted to carry business activities. Public sector was allotted activities like coal, mining, steel, power, roads etc. Private sector was allotted to establish industries subject to control and regulations in the form of law. 
2) Public sector was given major push by the Government. Maximum revenues in this sector was invested which increased from Rs. 81.1 crore in First Five-Year Plan (1951-56) to Rs 34,206 crores in Ninth Five-Year Plan (1992-97). 
3) Public sector was given importance in order to eliminate poverty, unemployment etc. 
4) Public sector contributed to the industrialisation of the economy. It also helped Indian economy to achieve a considerable degree of self-sufficiency.
 Comparative Study – India, Pakistan and China:
 1) The population of Pakistan is very small and accounts for roughly about one-tenth of China and India. 2) Though China is the largest nation geographically among the three, its density is the Lowest. 
3) Population growth is highest in Pakistan followed by India and China. One child norm which was introduced in China in the late 1970s is the major reason for low population growth. But this measure led to a decline in the sex ratio, that is the proportion of females per 1000 males. 
4) The sex ratio is low and biased against females in all the three countries. There is strong son-preference prevailing in all these countries. 
5) The Fertility rate is low in China and very high in Pakistan.
 6) Urbanisation is high in both China and Pakistan- with India having 28 percent of its people living in Urban areas.
  Gross Domestic Product (GDP) and Sectors
 1) China has the second largest GDP (PPP) of 10.1 trillion in 2013 whereas India’s GDP (PPP) 1.86 trillion and Pakistan’s GDP (PPP) 0.47 trillion respectively. 
2) On this path of Development china’s average growth rate is about 9.5% while India’s and Pakistan’s average growth rate is about 5.8% and 4.1% respectively. 
3) In China, in the year 2011. with 37 percent of its workforce engaged in agriculture, its contribution to GDP is 9 percent (approx). While in India and Pakistan the contribution of agricultural sector in GDP is about 19% and 21% respectively. In India about 56% are engaged in agricultural sector, while in Pakistan this figure is about 45%.
 4) In china, manufacturing contributes the highest to GDP at 47 percent whereas in India and Pakistan, it is the service sector which contributes the highest (more than 50 percent of GDP).
 5) Though china has followed the classical development pattern of gradual shift from agriculture to manufacturing and then to services, India and Pakistan’s shift has been directly from agriculture to service sector. 
6) In the 1980s, India, China and Pakistan employed 17, 12 and 27 percent of its workforce in the service sector respectively. In 2011, It reached the level of 25, 33 and 35 percent respectively (approx.). 
7) China’s growth is mainly contributed by the manufacturing sector where as in both India and Pakistan, the service sector is emerging as a major player of development. 
 Human Development Indicators 
1) In most areas of human development, China has performed better than India and Pakistan. This is true for many indicators-per Capita GDP or proportion of population below poverty line, health indicators such as mortality rates, access to sanitation, literacy, life expectancy or malnourishment etc. 2) Pakistan is ahead of India in reducing proportion of people below the poverty line and also its performance in transferring labour force from agricultural sector to industrial sector and access to water is better than India. 
3) Contrary to it, India is ahead of Pakistan is education sector and providing health services. 4) India and Pakistan are ahead of China in providing improved water sources. 
 Conclusion 
• India performed moderately as is clear from 
1) A majority of its people still depend on agriculture.
2) Infrastructure is lacking in many parts of the country. 
3) It is yet to raise the level of living of more than 22% of its population that lives below the poverty line. 
• Pakistan has performed poorly. 
The reasons for the slowdown of growth and reemergence of poverty in Pakistan’s economy are
 1) Political instability.
 2) Volatile performance of agriculture sector. 
3) Over dependence on remittances. 
4) Growing dependence on foreign loans on the one hand and increasing difficulty in paying back the loans on the other.
• China has performed comparatively the best as is clear from 
1) Success in raising the level of growth along with alleviation of poverty.
 2) It used the market mechanism to create additional social and economic opportunities without political commitment.
 3) By retaining collective ownership of land and allowing individuals to cultivate lands, China has ensured social security in rural areas.
 4) Public intervention in providing social infrastructure has brought about positive results in human development indicators in China.
------------------------------------------------------------------------------------------------------------------------------------------
OBJECTIVE TYPE QUESTIONS:
1. Which type of economic system is followed in China?
(a) Mixed	(b) Socialist	(c) Capitalist	(d) none of these
Ans. (b) Socialist
2. Which sector of the economy contributes the highest to Pakistan’s GDP?
(a) Service	(b) Agriculture	(c) Industry	(d) None of these
Ans. (a) Service
3. Which one of the following is not an indicator of human development?
(a) Life expectancy	(b) Maternal mortality rate	(c) Democratic participation in decision making		(d) Independence of Judiciary
Ans. (d) Independence of Judiciary
4. When were reforms introduced in Pakistan?
(a) 1978	(b) 1988	(c) 1991	(d) 1998
Ans. (b) 1988
5. Mao initiated the Great Leap Forward in year ………..
(a) 1951	(b) 1955	(c) 1958	(d) 1962
Ans. (c) 1958
6. Arrange the following events of china in chronological order and choose the correct alternative.
(i) Great Proletarian Cultural Revolution
(ii) Great Leap Forward Campaign
(iii) Introduction of Economic Reforms
(iv) Frist Five Year Plan
(a) (ii), (i), (iii), (iv)	(b) (iv), (ii), (i), (iii) 	(c) (ii), (iv), (i), (iii) 	(d) (iv), (i), (ii), (iii)
Ans. (b) (iv), (ii), (i), (iii)
7. Arrange the following events of china in chronological order and choose the correct alternative.
(i) Nationalisation of Capital Goods
(ii) First five year Plan
(iii) Pakistan’s Independence
(iv) Introduction of reforms
(a) (iii), (ii), (I), (iv)	(b) (iv), (ii), (i), (iii) 	(c) (ii), (iv), (i), (iii) 	(d) (iv), (i), (ii), (iii)
Ans. (a) (iii), (ii), (I), (iv)
8. India is not a member of which of the following regional/global economic grouping?
(a) SAARC	(b) BRICS	(c) G-7		(d) G-20
Ans. (c) G-7
9. Which country has the largest (%) contribution of the service sector to GDP?
(a) India	(b) Pakistan	(c) China	(d) None of these
Ans. (b) Pakistan
10. Which sector of the economy contributes the lowest to the China’s GDP?
(a) Agriculture		(b)Industry	(c) Services	(d) All of these
Ans. (a) Agriculture	
Assertion – Reason Based Questions:
11. Read the following statement – Assertion (A.) and Reason (R.) Choose one of the correct alternatives given below: 
Assertion (A.): Nations are forming regional and global economic groupings.
Reason (R.): The primary motive is to strengthen their own domestic economy also they want to understand the development process pursued by their neighboring nations. 
Alternatives: 
(a) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is the correct explanation of Assertion (A).
(b) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is not the correct explanation of Assertion (A).
(c) Assertion (A.) is True but Reason (R.) is False
(d) Assertion (A.) is False but Reason (R.) is True
Ans. (a)  Both Assertion (A.) and Reason (R.) are true and Reason (R.) is the correct explanation of Assertion (A).
12. Read the following statement – Assertion (A.) and Reason (R.) Choose one of the correct alternatives given below: 
Assertion (A.): Due to the process of Globalisation developing countries have to face competition only from developed countries. 
Reason (R.): Because they have capital and technology.
Alternatives: 
(a) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is the correct explanation of Assertion (A).
(b) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is not the correct explanation of Assertion (A).
(c) Assertion (A.) is True but Reason (R.) is False
(d) Assertion (A.) is False but Reason (R.) is True
(e) Ans. (d) Assertion (A.) is False but Reason (R.) is True
13. Read the following statement – Assertion (A.) and Reason (R.) Choose one of the correct alternatives given below: 
Assertion (A.): China introduced reforms in phases.
Reason (R.): In initial phases reforms were initiated in the industrial sector.
Alternatives: 
(a) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is the correct explanation of Assertion (A).
(b) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is not the correct explanation of Assertion (A).
(c) Assertion (A.) is True but Reason (R.) is False
(d) Assertion (A.) is False but Reason (R.) is True
Ans. (c) Assertion (A.) is True but Reason (R.) is False
14. Read the following statement – Assertion (A.) and Reason (R.) Choose one of the correct alternatives given below: 
Assertion (A.): In China reform process also involved dual pricing.
Reason (R.): Farmers and industrial units were required to buy and sell fixed quantities of input and output on the basis of prices fixed by the government and the rest were purchased and sold by at market price.
Alternatives: 
(a) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is the correct explanation of Assertion (A).
(b) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is not the correct explanation of Assertion (A).
(c) Assertion (A.) is True but Reason (R.) is False
(d) Assertion (A.) is False but Reason (R.) is True
Ans. (a) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is the correct explanation of Assertion (A).
15. Read the following statement – Assertion (A.) and Reason (R.) Choose one of the correct alternatives given below: 
Assertion (A.): The sex ratio is low and biased against females in all the three countries.
Reason (R.): Scholars cite son preference prevailing in all three countries.
Alternatives: 
(a) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is the correct explanation of Assertion (A).
(b) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is not the correct explanation of Assertion (A).
(c) Assertion (A.) is True but Reason (R.) is False
(d) Assertion (A.) is False but Reason (R.) is True
Ans. (a) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is the correct explanation of Assertion (A).
16. Read the following statement – Assertion (A.) and Reason (R.) Choose one of the correct alternatives given below: 
Assertion (A.): China was able to maintain double-digit growth for one decade.
Reason (R.): China growth is mainly contribute by manufacturing and service sectors.
Alternatives: 
(e) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is the correct explanation of Assertion (A).
(f) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is not the correct explanation of Assertion (A).
(g) Assertion (A.) is True but Reason (R.) is False
(h) Assertion (A.) is False but Reason (R.) is True
Ans. (a) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is the correct explanation of Assertion (A).
17. Read the following statement – Assertion (A.) and Reason (R.) Choose one of the correct alternatives given below: 
Assertion (A.): The normal course of development can be seen only in India.
Reason (R.): In the normal course of development countries first shift form agriculture to manufacturing and then services.
Alternatives: 
(e) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is the correct explanation of Assertion (A).
(f) Both Assertion (A.) and Reason (R.) are true and Reason (R.) is not the correct explanation of Assertion (A).
(g) Assertion (A.) is True but Reason (R.) is False
(h) Assertion (A.) is False but Reason (R.) is True
Ans. (d) Assertion (A.) is False but Reason (R.) is True
Statement Based Questions:
18. Statement 1 – The contribution of agriculture to GP was ore in India in comparison with other two nations.
Statement 2 – But the proportion of work force that works in this sector is more in Pakistan in compare to India.
In the light of the given statement, choose the correct alternative form the following:
(a) Statement 1 is true and statement 2 is false
(b) Statement 1 is false and statement 2 is true
(c) Both the statement 1 and 2 are true
(d) Both the statement 1 and 2 are false
Ans. (d) Both the statement 1 and 2 are false
19. Statement 1 – India remains the third position regarding urbanization.
Statement 2 –Urbanization is high in China.
In the light of the given statement, choose the correct alternative form the following:
(a) Statement 1 is true and statement 2 is false
(b) Statement 1 is false and statement 2 is true
(c) Both the statement 1 and 2 are true
(d) Both the statement 1 and 2 are false
Ans. (b) Statement 1 is false and statement 2 is true

20. Statement 1 – In 1965 Mao introduced the Great Proletarian Cultural Revolution.  
Statement 2 – Under which students and professionals were send to work and learn from the countryside.
In the light of the given statement, choose the correct alternative form the following:
(a) Statement 1 is true and statement 2 is false
(b) Statement 1 is false and statement 2 is true
(c) Both the statement 1 and 2 are true
(d) Both the statement 1 and 2 are false
Ans. (c) Both the statement 1 and 2 are true
21. Statement 1 –India announced its first five year plan for 1951-1956
Statement 2 – Pakistan announced its first three year plan called Medium Term Development Plan in 1956
In the light of the given statement, choose the correct alternative form the following:
(a) Statement 1 is true and statement 2 is false
(b) Statement 1 is false and statement 2 is true
(c) Both the statement 1 and 2 are true
(d) Both the statement 1 and 2 are false
Ans. (a) Statement 1 is true and statement 2 is false
22. Statement 1 – Under the Commune system people were encourage to set up industries in their backyard. 
Statement 2 – The GLF campaigning initiated in 1958 aimed at industrializing the country.
In the light of the given statement, choose the correct alternative form the following:
(a) Statement 1 is true and statement 2 is false
(b) Statement 1 is false and statement 2 is true
(c) Both the statement 1 and 2 are true
(d) Both the statement 1 and 2 are false
Ans. (b) Statement 1 is false and statement 2 is true
23. “Geography has made us neighbors. History has made us friends. Economics has made us partners, and necessity has made us allies.  Those whom God has joined together, let no man put asunder.”  The above statement is best suitable for which chapter of Indian economic development?
(a) Indian Economy on the eve of Independence.
(b) Human capital formation in India
(c) Comparative development experiences of India and its Neighbors.
(d) Environment and sustainable development
-----------------------------------------------------------------------------------------------------------------------------------------

COMMETENCY BASED QUESTIONS:
Source Based:
1. Observe the table given on the Annual growth of Gross Domestic Product (%), 1980-2015 and answer the questions given bellow.
	Country
	1980-1990
	2011-2015

	India
	5.7
	6.7

	China
	10.3
	7.9

	Pakistan
	6.3
	4.0


Source: Key indicators of Asia and Pacific 2016.
(a) In 1980’s Pakistan was ahead of India and China was having double-digit growth and India was at the bottom.  Give the reason for low growth rate of India.			
(b) What was the reason for low growth rate in Pakistan during 2011-2015.
Answer: (a)
(i) Many public sector firms incurred huge losses due to inefficient managerial capability.
(ii) ‘Permit license raj’ prevented many private firms from becoming efficient as big industrial houses misused license policy against new firms.
(b)
(i) 	Political instability and lack of peace and tranquility in Pakistan during this period.
(ii) 	Pakistan growth rate is based of agriculture growth when there was a good harvest the economy was is good condition and when it was not the economic indicators showed negative trends.

2. Study the table given below and mention the salient demographic indicator of China, Pakistan and India.

	Country
	Population
(in million)

	Annual Growth of population
	Density (per sp.km)
	Sex ratio
	Fertility rate
	urbanization

	India
	1311
	1.2
	441
	2.3
	2.3
	33

	China
	1371
	0.5
	146
	1.6
	1.6
	56

	Pakistan
	188
	2.1
	245
	3.7
	3.7
	39



Answer: a) Total Population: China is the largest populated country in the world followed by India. The above table depicts that China’s population in 2000-01 was approximately 1311 million and that of India and Pakistan was 1103.6 million and 162.4 million respectively. 
b) Annual Growth Rate of Population: Although China is the largest populated country but a strong positive point for China is that, its annual growth rate of population is just 0.5% per annum while that of India and Pakistan is 1.2% and 2.1% per annum. With such a high growth rate it would not be wrong to expect that in the forthcoming decades India will surpass the total population of China. 
c) Density of Population: In spite of the fact that China is highly populated and geographically occupying the largest area among the three nations, its density of population is the lowest. It is as low as 138 persons per square kilometer of area compared to 358 and 193 persons in India and Pakistan respectively. Lower the degree of density of population the lower is the pressure on the country’s natural resources and higher is the probability of sustainable development. 
d) Sex Ratio: This ratio counts the number of females per 1000 males. The sex ratios in all the three countries are almost same with China having a marginally higher sex ratio of 937 females per 1000 males. This depicts the low economic and social status of women in India and Pakistan.
 e) Fertility Rate: This rate refers to the number of children a woman gives birth to during her lifetime. China enjoys an upper hand in this case. The fertility rate of Chinese woman is only 1.8 whereas those of India and Pakistan are 3.0 and 5.1. This implies that in India and Pakistan a woman usually gives birth to approximately 3 and 5 children. 
f) Urbanisation: Lastly, China is comparatively more urbanised than India and Pakistan. The rate of urbanisation in China is 36.1% while that in India and Pakistan is 27.8% and 33.4% respectively
Thus to sum up, although China is the largest populated country but its other demographic indicators are stronger than those of both India and Pakistan.
3. Compare and analyses the following information related to Imports and Exports of the three neighboring nations.

	Country
	Export form India (in Rs. Crore)
	Import to India (in Rs. Crore)

	
	2004-05
	2018-19
	Annual growth (%)
	2004-05
	2018-19
	Annual growth (%)

	
	
	
	
	
	
	

	Pakistan
	2341
	14426
	3.7
	427
	3476
	5.1

	China
	25232
	117289
	2.6
	31892
	492079
	10.3


Ans. (a)The above table shows that during the given periods the Exports from India to Pakistan have increased at an annualized rate of 3.7 % while the same with China shows 2.6% of growth.
(b) On the other hand, India’s import from China accounted for a massive 10.3 %.
 (c) The corresponding figure with Pakistan witnessed an average of 5.1% respectively. 
(d) The situation indicates that Indian imports from China are too high in comparison to the exports to China. 
(e) This shows that Indian economy was over-dependent on Chinese economy for goods and services, over the given period of time.
 (f) Whereas, in case of Pakistan gap is quite narrow, which may be due to various reasons.
Case study based questions:
A. Read the following Case study carefully and answer the questions 1-6 on the basis of the same:
China and India are the two Asian giants who are gradually becoming major superpowers of the world economy. The success stories of both the countries are amazing considering he fact that their economic condition even 30 years ago was pitiable. They carried out noticeable structural and economic reforms to fast pace their growth. There are some astonishing similarities among the two countries. They are large countries by geographical measure and the two most populous countries in the world with almost 2.5. billion people. Both the countries possess strong socialist views. They still have lots of government controls, restrictions, rules and regulation for the outsiders to invest and operate business in various sectors of their economy. Corruption, income inequality and political influence are familiar terms for both the economies.
1. Which of the following sectors contributes maximum to the GDP of China?
(a) Agriculture			(b) Industry
(c) Services			(d) None of these
Ans. (c) Services
2. Great Leap forward was launched in China to kick-start the process of across all parts of China.
(a) Agriculture		(b) industrialization	(c) building foreign investment	(d) outsourcing
Ans. (b) industrialization
3. Economic reforms were initiated in China in the year. (Fill up the blank with correct alternative)
(a) 1968	(b) 1978	(c) 1988	(d) none of these
Ans. (b) 1978
4. Which of the following is not a feature of the Special Economic Zone?
(a) They are conducive to foreign direct investment
(b) The business operating within this zone get the advantages of lower taxes and tariffs
(c) The Chines SEZ model has shown far greater success than any other in the world 
(d) None of these
Ans. (d) None of these
5. Read the following statement carefully and choose the correct alternative among those given below: 
Statement 1 : China adopted ‘Statism’ as a model of growth.
Statement 2 : GLF was the campaign launched in China to accomplish economic and industrial development at faster rate. 
Alternatives: 
(a) Statement 1 is true and statement 2 is false
(b) Statement 1 is false and statement 2 is true
(c) Both the statement 1 and 2 are true
(d) Both the statement 1 and 2 are false
Ans. (c) Both the statement 1 and 2 are true
6. GLF was the campaign launched in China in 1958.
Ans. True.
B. Read the following news report carefully and answer the questions 1-2 on the basis of the same: 
Absolutely not. True, 30 years ago the Indian and Chinese economies were roughly of the same sizes.  And it’s also a fact that both countries have similarly large population.  But that’s where the comparisons end. India in 1947 and China in 1949 chose two very different paths. India went the secular democracy way while China embarked on the road to Communism with Chines characteristics. Seventy years later, China is a veritable superpower and has lifted a humongous 300 million people out of poverty.  In contrast India is a rising middle-power that has made comparatively moderate yet significant achievements in the various development sectors. 
· The Times of India Blog, March 16, 2018
1. Why is India lagging behind China when India, like China, has focused on SEZ and offered lucrative terms to the foreign investors?
Ans. The reason lies in the area of ‘Political will’ and ‘enforcement drive’.  India is far behind China in exhibiting its ‘political will’ to push its agenda of economic growth. Also, India is far behind China in exercising its 'enforcement drive'. Even long after the initiation of economic reforms (1991), India did not have the necessary political consolidation in the country. The country had been governed by a 'Coalition Government' which is always constrained in its decision-making process on account of the 'compulsions of coalition'. Likewise, enforcement of policies and programmes lags far behind in India compared to China. It is because India follows a democratic process of enforcement while China follows an autocratic process of enforcement. Here, we would like to state that democratic process is always better, as it allows wider freedom to the masses (by way of human rights) which itself is an indicator of Social welfare.
2. China succeeded in attracting much greater FDI than India. Comment. 
Ans. FDI in China is higher than that in India, because of the following reason: 
(i) China allowed foreign investors hundred percent equity investment.
(ii) It allowed the foreign investors and freedom to ‘hire and fire’ the workers. It also offered them a lucrative infrastructure. 
(iii) By establishing SEZ (special economic zones), it offered lucrative infrastructural facilities to the foreign investors.
(iv) China was liberal in allowing FDI in retail. 
C. Read the following Case study carefully and answer the questions 1-6 on the basis of the same:
India, China and Pakistan have travelled more than five decades of developmental path with varied results. Till the late 1970s, all of them were maintaining the same level of low development. The last three decades have taken these countries to different levels. India, with democratic institutions, performed moderately, but a majority of its people still depend on agriculture. Infrastructure is lacking in many parts of the country. It is yet to raise the level of living of more than one-fourth of its population that lives below the poverty line. Scholars are of the opinion that political instability, over-dependence on remittances and foreign aid along with volatile performance of agriculture sector are the reasons for the slowdown of the Pakistan economy. Yet, in the recent past, it is hoping to improve the situation by maintaining high rates of GDP growth. It was also a great challenge for Pakistan to recover from the devastating earthquake in 2005, which took the lives of nearly 75,000 people and also resulted in enormous loss to property. In China, the lack of political freedom and its implications for human rights are major concerns; yet, in the last three decades, it used the 'market system without losing political commitment' and succeeded in raising the level of growth along with alleviation of poverty. We will also notice that unlike India and Pakistan, which are attempting to privatize their public sector enterprises, China has used the market mechanism to 'create additional social and economic opportunities'. By retaining collective ownership of land and allowing individuals to cultivate lands, China has ensured social security in rural areas. Public intervention in providing social infrastructure even prior to reforms has brought about positive results in human development indicators in China.
Answer the following question
1. India, China and Pakistan have travelled more than five decades of developmental path with different results
a) different results
b) same result
c) only Pakistan and china has result
d) none of the above 						
2. ASSERTION: According to Scholars Pakistan Economy is slow economy
REASON: Pakistan is dependent on remittances and foreign aid along with volatile performance of agriculture sector
Alternatives
a) Both Assertion and Reason are True & Reason is correct explanation of Assertion
b) Both Assertion & Reason are True & Reason is not correct explanation of Assertion
c) Assertion is True but Reason is False
d) Assertion is False but Reason is True
Ans. a) Both Assertion and Reason are True & Reason is correct explanation of Assertion

3. STATEMENT 1 In China, the lack of political freedom and its implications for human rights are major concerns.
STATEMENT 2 In the last three decades, it used the system as a result lost political commitment
Alternatives:
a) Both the statement is true
b) Both the statements are false
c) Statement 1 is True Statement 2 is False
d) Statement 2 is true Statement 1 is False
Ans. a) Both the statement is true
4. Major concerns of China are 
a) the lack of political freedom 
b) the lack of political interference and its implications for human rights
c) implications for human rights
d) both (a) and (c)
Ans. d) both (a) and (c)
5. To create additional social and economic opportunities China has:
a) used market mechanism
b) privatize their public sector enterprises
c) both (a) and (b)
d) none of the above
Ans. c) both (a) and (b)
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