FOCUS POINTS (MACRO ECONOMICS)
CHAPTER - 1 (INTRODUCTION)

Emergence of Macro Economics:-

Macro economics is that branch of economics which deals the economy as a
whole. The historical background of the emergence of Macro Economics can be summarised in
three aspects. They are;

a) Classical economic thought
b) Great Depression
c) Keynesian Revolution
a) classical economic thought:-

The main exponents of classical economic thought were Pro. Adam Smith,
Prof. David Ricardo, Prof. J B say etc...... They believed in;
1) Laissez fare capitalism ie, a capitalist economy without government intervention. A free market
capitalist economy. Economy is automatically adjusting one.
2) Full employment equilibrium in the economy.
3) No government intervention in the economic activity.
4) Say’s Law of Market - “ Supply creates it’s own demand”
5) No general over production , unemployment etc.. in the economy.
b) Great Depression:-

The world economy faced a great depression in 1929. It was started in USA .
Gradually it was spread to Europe. The main features of depression were;
* Unemployment raised 25%
* GDP fell down 33%
* Many firms closed down with huge loss.
* Countries faced general unemployment, over production etc...
c) Keynesian Revolution:-

The classical economic thought was challenged after the great depression.
Prof. J M Keynes criticised the classical economic thought. He did not believe in full employment
equilibrium. He argued against the Say’s Law of market. He supported the government intervention
in a capitalist economy. He also suggested to study the economy as a whole. He published his great
work “ A General Theory of Employment Interest and Money” in 1936. In this book he criticised
the ideas of classical economists. This new thought in Economics is known as Keynesian
Revolution.

Factors of production & factor rewards

Factors Rewards

Land Rent

Labour Wage e
Capital Interest ¥
Organization Profit ’

Four sectors of the economy

1. Households:- Individuals and families. Consumers are the part of this sector.

2. Firms:- entrepreneurs or producers. They produce goods and services.

3. Government sector:- conducts economic activities to satisfy collective wants of the society.

4. External sector:- Foreign trade sector. Mainly concerned with imports and exports. Exports mean
the out flow of goods and services from an economy to the abroad. But imports mean the inflow of
goods and services to the economy from the abroad.






augel qVIMIAWIG: WIMYo : @RELLW. 1

augel MIMIETE: IaDle® @aildeanlo

VMO’ QAILAITNOHD HRIGNRIW] aIl0M ANGWWAIBBAN AVIMUDTY] vooay 066N’
augel LI 1k, U00Yo. VOG> moo@@oﬂ@a@ B a O K026 af)aM MLIY” qugel TVOMICIN]H
0000 AIBBMDIM” B 2181 ~IURIDTmEI 2. GR® ANKBAISBMGIMIVI] YT TVIE0.2104EBROS
@01a] Mo AMMIILINEHNMB®IEM” .

1. 90009@8 MvomIem1d: aflam
2 . DaOEMIW MVIMIOD B MIMBYo
3. oa0ladavleng aflglalo
1. gomieemd quomiadile alaw :-
aLIMICTY U000y alom cRaIRINeRI BT @JWIMHa S MVOMIOM D »anIE’
RIN1E9@ 210D . H@Joal . @RYRo AYITM”, cALANW” O1B9IBEALI ,e22 Ml HAV AL AVIMIC 1
UOORSHIOMINOKII0 DD 2lOQBOS AUSMIGHBIV]I@BAN. HIMITEH@ MVIMIODTH: 21IHQOS (@JWIMSa]S
@QYUOWEBRUT HM A IOQIMAIWIE .
* avdq] o@D ®eldslomo
* OMIOMH @JOIBOMMEEBEIG TVABHIB WSO ICSTEGIL]
* UM’ aIyaITN oddem O@I¥1@ avaellmininun]enldldsoe

*!' @JBOMo ER@IMBH G2108MOHO TYaldso "af)dD HR Ml HIV WOS HEMS

MO IMMAVE] 20 1@1H530 MVMIM” QYOI ]I IABIM® .
* 9a10@ O®o¥leNen® , GRATIEMIGIq (0B3Mo AWl AVMIG Al§OITNNVIE3 MVocONBHIL] .
2 . DOOMIW TLIMIATIH MIMYo :-
1929 g@@d 1933 019 Gelnd: TVMIG AIITUNGESED0 QINY AVIMIC

®MH B2 GMAIESME] QIAM. GREAM1BHWITE @RYDoEla] DD MVINUAH B Mdh@a allaNIs’
QG0 fleriase DQ GEIS LMD’ AYOINNGSGRIAB0 alSBAMN. DD M hB QNS GHILICLISHOID
Da0OMIW MVIMUAD]H MIMBLo af)IMIGM BROTWHAISANDY. (@JWIMMIQo @INY alOWQRAD
VAN EUAHUDHSBIEM DaOOMIW TVIMIOD B AIMBYOHTMVMBIV]TBIND” .
* 25 % comoge omaleleny AUBWI 2.
*22l Al afl @@ 33 % @00l Mvosafla).
* MeaIW] 908 {03M MVooREEBUZ SN Matfo &HOVEMo @RS 2] afeSME] QIMD.
* MG AI0INNGS1T §a10® O®I¥1LNLI0Q®0 , GRATEMIGAR IBMAje MVAQ] MVIWICEMAIW.
3 ad:0ldmie® oflajalo :-

2aOOMIW MVIMIC 1 MIBIETNINS HOM1HHO3 MOMICN > 210D Bal0BY0 H21QeS.
& BINV1BH@3 MVIMIOD T 2l0DHQYOS ANARUOHEIBT (JWIM] B@Jdal. O af)o HBHVIMBAVOIWIWAT.

@RGGRa0o 1936 @3 @JMEL1d:015) " aleMo , alellvd , H®IYIDI af)MIAUNW 01288 HaId® MV1ERLIA."

af)IM aJNHODTT HINBH@ 210DOQ MWW O.I'](SUZ)'L;J. Q@eNGIom VMU AlyaInNW o3
MBHHIB MSOISEIHU BRYOIUDINIOEMAN” BREGZa00 MYallafla) MI@OIE! , TVMUG AIYAITVO
af)£10WEa]Ig0 aJ@emM H®IYIT MVADLN®ICINNWIGE BRYGSMHAMMIE] . HIV YOS HEMIIG

MY2HOMQo BRGZa00 GaldB3)o 921Q. 90D O®I¥1elleloYQo @RAIE®ITR{IBMAOJe VMI®”





QAINNWIEE DENBIB:HANTD BREGZA00 morshd. LMD’ QAYOITNOHQ HAIADAIW] aloM ANGWAIHBAN
aloM IMIHW @REZa0O QEIMIg ®Qlaj. M oMW uooagm) alom 62aILIVIM’ HH1MBaVIOA] Oflqlalo
af)aMO1WH |SAND” . ALGEI MVIMICY b uooaggmha‘g‘ OLOIBMO aloMo @RYAIBGRANABIN®

@oe)mﬂaﬁmﬂemg oﬂ%mcsmos)sm)oem“.

D@WIIBM LISHERGR0 JWlanelIEsBo

DM [0BM *LISHH6BBUI @J®laneIcaBud
@2l QI0Sd> , aldS0
H®MIYIGI prenyat|
QeIwLmMo aleflvo
MVoPLIISMo e10@0

avmi@ alynicuaieel mei’ enaleld @

1. 0aBa01w coaIel ;- QYD1 HBo &:GosNIBBGo DUBNISAN CAQILIVWIMID . DalBRISMIGHHBEII0 DD
GOAILINYAS BINAIAT .
2 . MoMoR GARIEI - DM [OBM TVoMoREEBRUS DUBRAZIM@IMID® .

3. AVBBHIAB GaRIE! - MVPaOOWHIF HAICNAIW] @YD YEEBOHS <Tﬂocsm%mom)§‘6__a (@JIBOMEBBUZ
MS@HAND® MVBHHIAB BRYWIDB1H630

4 . Moy Gnalel - GRADA G3UTW QMIRY GRAILIVIaMI® . oemx%asﬂ@go HOABO@ 1Yo HD GARIAI
GHMB1 3012001080 MSHBEH: BT TVAUD AIYAITVNWE3 MIATD CVIWM CIVAIMEBBUY AECEUECOIAS
BaldB:aMN®IEM’ oe)@gg«sﬂ . af)ONI@3 TVIWM GVAIMEBRUY ANGRUOI MM B3 AVMUD’

AAINNWIGAIHE UGN (JAIGOTMAEM” DOHBAM] .

CHAPTER -2 (NATIONAL INCOME ACCOUNTING)

CONCEPTS OF MACRO ECONOMICS:-

National income:- National income is the total money value of all final goods and services
produced in a country per a financial year.

Classification of goods:-
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A) Final goods:- Final goods are the goods for final use such as consumption or production. Such





goods have no transformation. Final goods can be classified as;

1. Consumer goods

2. Capital goods.

1. Consumer goods: - The goods for final consumption are known as consumer goods. For
example, ready maids, pen, book, footwear, electrical appliances etc....The consumer goods may be
durable goods or non durable goods.

a) Durable goods:- Such goods can be used continuosly for a particular use. Example; vehicles,
electronic appliances, electrical appliances etc....

b) Non durable goods:- such goods can not be used continuosly. Example; vegetables, fish, milk
etc...

2. Capital goods:- Capital goods are durable goods used in the production such as tools, machines,
buildings etc... Such goods have no transformation through production. They have depreciation.

B) Intermediate goods:-

The goods like raw materials, inputs etc... used in the production. Such goods have transformation
through production.

Final goods Intermediate goods
Tyre Rubber

Chair Plastic
Depreciation:-

The loss of value of capital goods due to normal wear and tear is called as depreciation.
This is also known as ‘Consumption of Fixed capital’.

Stocks and Flows:-

Stocks Flows
Economic variable which is measured at a point | Economic variable which is measured during a
of time period of time
Time dimension is not considered. Time dimension is considered
Examples: water in a tank, wealth, capital, Examples: water in a river, income, investment,
amount of money, distance etc... spending of money, speed etc...

Gross investment & Net investment:-

The new addition to the stock of capital assets such as machines, buildings, roads,bridges
etc.. is called as investment. The part of final output that comprises of capital goods constitutes
gross investment. Gross investments include machines, buildings, tools, roads etc..But such capital
goods have depreciation. So the new addition to capital stock in the economy is measured by net
investment.

Net investment = Gross investment — Depreciation

PRODUCTION TAXES, PRODUCT TAXES & NET INDIRECT TAXES
1. PRODUCTION TAXES:-

The taxes which are paid in relation to the production are called as production taxes. Such
taxes are independent of volume of production. Example; land revenue tax, registration fees, stamp
duties etc....The difference between production tax and production subsidy is called as net
production tax.

Net production tax = Production tax — Production subsidy
2. PRODUCT TAXES:-

The taxes which are imposed per unit of product are known as product taxes. Examples; service
tax, excise duty, export duty, import duty etc...The difference between product tax and product
subsidy is called as net product tax.

Net product tax = Product tax— Product subsidy






3. NET INDIRECT TAXES:-
The difference between indirect tax and subsidy is called net indirect tax.
Net indirect tax = Indirect tax — Subsidy
CIRCULAR FL.OW OF INCOME AND EXPENDITURE IN A SIMPLE ECONOMY:-

Flow of factors of production
(land, labour, capital & organization)

Flow of final goods & services

Flow of factor rewards
( rent, wage, interest & profit )

Flow of consumption expenditure

The above figure explains the circular flow of income and expenditure in a simple
economy. A simple economy is two sector economy. It consists of household sector and firms. The
household sector includes individuals and families. Households are the owners of factors of
production. They supply the factors of production to firms. In return, the firms pay factor rewards to
the household sector. By using factors of production, the firms produce goods and services. The
household sector makes consumption expenditure to purchase the goods and services. Thus in a
circular flow, there are two flows from household to firms. They are;

a) flow of factors of production

b) flow of consumption expenditure

similarly, there are two flows from firms to household. They are;
a) flow of factor rewards

b) flow of goods and services.

Really, circular flow is a pictorial explanation of working of an economy. It reveals that
production = income = expenditure for an economy in an accounting year. The flows in the
circular flow can be classified as;

a) Money flows

b) Real flows

a) Money flows:- The flows in terms of money.

1. flow of factor rewards

2. flow of consumption expenditure

b) Real flows:- The flows of goods and services.

1. flow of factors of production

2. flow of consumption expenditure

METHODS OF MEASUREMENT OF GDP OR NATIONAL INCOME
There are three methods of measurement of GDP of an economy. They are
1. Product method (Value added method )

2. Income method

3. Expenditure method






1. Product method:-
Step 1:- Find value of output and value added of firms
Value of output means the value of goods and services produced by the firms.
Value of output = quantity of output X market price
= sales + change in inventories
Inventories represent the stock of finished goods, semi finished goods and raw
materials of a firm in an accounting year. The value of inventories may be changed. The changes in
inventories are of two types.
a) Accumulation of inventories.
b) Decumulation of inventories.
a) Accumulation of inventories:- The inventories are accumulated due to the fall in sales of output.
The accumulation may be planned or unplanned. The planned accumulation of inventories arises
due to expected or deliberate fall in sales. But unplanned accumulation of inventories arises due to
unexpected fall in sales.
b) Decumulation of inventories:- The inventories are decumulated due to increase in sales of
output in an accounting year. The decumulation may be planned or unplanned. The planned
decumulation of inventories arises due to expected rise in sales. But unplanned decumulation is due
to unexpected
increase in sales of output.
Value added is value of output minus the value of intermediate goods used by the firm.
Value added = value of output — value of intermediate goods used

Value added may be gross value added ( GVA) or net value added ( NVA)
Gross Value Added (G VA) :-

G V A = Gross output or value of output — value of intermediate goods used
Net Value Added (NV A) :-

N V A=G V A - Depreciation
Step 2:- Find Gross Domestic Product (G D P):-
The sum of G V A of all firms in the economy is the value of G D P.
n
GVA1+GVA2+GVA3+GVA4-+..... +GVAn =XGVAiIi=GDP
i=1

2. Income method :-
Step1:- Find factor payments of firms
Factor payments of a firm is the payments in the form of factor rewards such as rent (R ),
wage (W), interest (In) and profit (P) made by that firm to the owners of factors of production . So
the factor payment of the firm ‘i’ can be expressed as;
Ri + Wi + Ini + Pi = factor payments of firm ‘i’.

Step 2:- Find GD P
The sum of factor payments of all firms in the economy is the value of G D P.

n n n n

YRi+XZWi+Xni+XPi=R+W+In+P=GDP

i=1 =1 i=1 i=1

n
Here, ¥ = sum total of values (rent, wage, interest and profit) of ‘n’ firms in the economy

i=1
3. Expenditure method:-
Step 1:- Find the final expenditure components on goods and services produced by the firms.
It represents the total demand for or expenditure on the goods and services produced by the

firms. It is the revenue of firms. The final expenditure components on goods and services produced
by the firm ‘i’ can be classified as;
a) Household consumption expenditure (Ci)



b)Investment expenditure of firms (Ii)
¢) Government final expenditure (Gi)
d) Export expenditure (Xi)
so, the revenue of firm ’i’, RVi = Ci + Ii + Gi+ Xi
Step 2: - Find GD P
To find G D P, add the final expenditure components or revenue of all firms in the
economy.
n n n n n
YRvi=XCi+XZLi+XGi+2Xi=GDP
i=1 i=1 =1 =1  i=1
The above value is equal to the difference between total expenditure ( consumption expenditure ,C+
investment expenditure, I + Government expenditure, G + export expenditure, X ) and expenditure
on importing goods and services (Cm + Im + Gm )
n
LRvi=C-Cm+I-Im+G-Gm+X = GDP
i=1
C+I+G+X-Cm-Im-Gm=GDP
C+I1+G+X-(Cm+tIm+Gm)=GDP
C+I+G+X-M=GDP
where, M = total imports ,X=exports,C=consumption expenditure,I=investment expenditure,
G=government expenditure
Identities of methods of G D P:-

Product method Income method Expenditure method
GVA1 R C
+ + +
GVA2 w I

+ + +
GVA3 In G
+ + +
...... P X-M
e

GV An

n

> GVAn

i=1

=GDP =GDP =GDP
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»@1HEH0.

a) al6MalRMNIW @[0I2a06EBUB:-

* 9@x1BM CLISHERROS Ta0eIEB * 9a16RIW Salelnl

b ) winodmn oo~ avowm GILAIMEBBBOS BaIOMEI88 (JAa06B3Ud




* 9@103mM RISHEBBOS @JAIaO0 ¥ @oavila vaWwm EIVAIMEBRUD
63Ul AIMMIMo @PLNNIY HAWlall @M BNIABIMIMBB MIBUWERUD : -

1. oa@dxian maBwo

2 . a@madm mBwo
3 . ea1e10i’ MBWo
1 9@t modwo ( gelye @sieajdam madwo ):-
step 1 : cvnED QAINOWIE! MVELEEBREHS BN Gl ,gelio &S1CaJATMDo B:HIETOD:
8@ Mo0oRo 2@ |dBla{la] MVOWM EGIVLAIMEBEBOS aleM GEIYNIEM” DBIa|aM Pello.
M Qelyo = 9Mdx10dladla) @paal X G:emg aflel
= allddaimn + oadeni@dadleal mgo

B MVOIMIOM B AUGHUONNLIBS D@3 [0BMo oA 1HE] )
2@ MBBUR , 20D 2@3a]IBMO 03O 1H:Cl4] 2T |INMEERUT , GRAVOAV@® QITYANUY ADLNVOIVSS
GARIHHIEM” DMHUMOTHUD . QNN ZFEMIOEPI HOQYEMIOEPI BRYEM” MMM HS1 03

2OQRMBIG:ING . @)Y MIQEBRUY AaNg ANWOMIEING:0

* snmeaddlegleal aidavmal

* e MBeAIRCleEleal GuddaHeMo
Qlladam SOQEMIOUE @RLOAID GIRIED AIGWIERGMIOGSI @cﬂ@mc@oﬂ@:g@s @PaQl g%(m@osm”

MBeadleglenl AdeLMAT . aMI All@BalM &FEMIOBIET @RINAID GIYIL B:OQYCMIOGSO @R
OMBEAUMCIHHUBER GUBIAHEMRPENRIBIMN@ . EDD MIQEERUT ERTYGIMEAI GRYTYDSIOALOMED®I @00

@3 QalEBilad Mlamaemy galie @:5lEoGM H06MM®. D@ GaiEBilad Mo @GNS

QMYESOS PRljo B0J03 SHIFAN@06NY gele &Sleaidom® .« EBUTIR AIMBRIMe BO6MEMIIGENEIB:M

EDEF MM (@JUdMo BFIAUIEHIMIET D@ alEBiI@d MlaT galle @:SlEalGMD HEMEIERIND) .
Qe B:Sl6.o|BOY =@(o“3qd(m @Rl = 9aleIUlly GRIDEIS QUIREHSOS Galj

6T D@l PANOIE MM GRMMEIS QIREHBOS Qelje B0.0J003 HRIODo PRlYo &SICoRTHD

elEleso .

©R00mo gl @sleadoma’ (GVA) = ea0omo 9@baim gele = Dalewoulsl @RS QUYLHBOS

Qe

step2: gaslall eemeoess, .=

rumIEy QloIMLNEleal agelo (Mo@oREBBBOS QYo HAITMo PEllo &5le4I3CMOEMN @O DHQIET

glowlall. GR@IV® ST LMD QKNG 'n' (MUooEEEREEEMEE|8 ElowWlall )00 agg@®o.

n

GVA1+GVA2+GVA3+GVA4+..... +GVAn =XGVAi=GDP
i=1

2 .013nIM mIBWo -

step1:avonoceBRUI DI elelep) ALISHEBBBOS OSNMNBHHIVW] N@IE:M (@D 1aDLIEBRUT BN BNIDBDr e =
MNVoMOEREEBU3 MOWM BAVAIMEBBSEHS 2@ IBMOMIMIV] Baly HE®IFITB 9YLIWMoy MVOALIISMo ag)aN']

DM |IBM CLISH:EBBUY Do lGWIWTHNIQEME e BREAIUD @) D@3 J0BM OLISHH6BBBOS OSOHTVORHS





anss(R) 5 @el(W)y atew(In) 5 eneo(P) apaml @J@laneismssd modsams o™ @J@laneiesgo

| A |
@Y DHWIENM MooBEBBBOS a0 alOQYAFOV” af)aM” QNS HBIMDY'e 1 af)amM D@Ia j0BM

Moo_OMING an0Gd aloQaday”em Ri + Wi+ Ini + Pi agommgmoos
step2:21alail &o6mod - af)Bl0 D@ ]IBM MVoRCREBBBHSWVYo aNdHAB alvQAFVIHG BRYOD

@HWIVN0lE30 Zlawlall. BRIV,

n n n n
YRi+XWi+Xhi+XPi=R+W+In+P=GDP
=1 i=1 i=1 i=1
3 .ealp10f MIBWo :-
step1:av00086BU3 9@3a 814 {l2] TLOWM EIVLAIMEEBUWLHIWSs afllallw caalelt.s1e3 MIMSS
621210/IMEEROHB Mo @1B1ABH:
@al Maei’ afllwomlelens”
1.098a0ld 9alerIw ealelni.(Ci)
2.avo0oranges alesual oaieini (Ii)
3.avdanadle® erauia eaeini(Gi)
4. »>0g9adl salelof (Xi)
DD HaILINIMEBSOS AYHD D MoROM]HIG GRS AIBWAIM AOWIF1HB0 Ao, RVi=Ci+1i +
Gi+ Xi
step2: =awlail &0 :- a)Bl0 MooREBBBHSWQo @RaN10 omemﬂmeengos @Y DHWIW]B1E630
Zawlafl . GR®IO® ZlWlall af) M@’ HBIOMo NIB0H: DalecIw §alelni(C), HnIemo MU I
oa1e10i(l), TWAB6H610M3 smoemo GRANIA Halelni(G), @Y VOS] O alelof (X = M)agamlaiges
@ HWIWIB1H830.

n n n n n
LRvi=XCi+2XNi+XGi+XXi=GDP
i=1 =1 =1 =1 i=1

n
ZRvi=C-Cm+I-Im+G-Gm+X = GDP
i=1
C+I+G+X-Cm-Im-Gm=GDP
C+I+G+X-(Cm+tIm+Gm)=GDP
C+I+G+X-M=GDP

Identities of methods of G D P:-

Product method Income method Expenditure method
GVA1l R C

+ + +

GVA2 W I

+ + +

GVA3 In G

+ + +

...... P X-M

+

GV An




n
2 GVAn
i=1

=GDP =GDP =GDP
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