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replacement within seven days of purchase by similar edition. All expenses in this connection
are to be borne by the purchaser.

All copyright reserved
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Dear Aspirant,

To succeed in any competitive examination, you need strong
internal motivation. No one can force you to prepare & work
hard. Your passion for excellence, ability to learn and expert’s
guidance can certainly determine your success in a top level /?
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competitive examination. (

Usually students do not know how to start and what to study. To crack any exam,
a smart aspirant must know that the previous year exam papers can give the
glimpse of the pattern of exam. Besides this targeted preparation under expert
guidance coupled with unmatched study material makes the task much easier.

We help you to gain knowledge, simultaneously it also inculcates positive attitude,
self-belief and high level of confidence, which is essentially required to qualify in
any competitive examinations. We provide a student centric learning environment
to simulate intellectual development; encourage analytical thinking that develops
competitive ability.

Our goal is to enhance student’s achievements by improving their knowledge base
& exam taking skills. At the same time you must inculcate positive thought within
and always bear in mind that only your own resolution to achieve success is more
important than any other one thing.

Students are today enlightened and focused. They know what they are up to. They
need just a ray of guidance. I feel I have accomplished the reason of my existence
on this earth. Proud to be that faint ray of guidance, proud to be a reason of smile
on certain lips, proud to be your teacher, friend and guide.

Jayakrishnan Ramachandran
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BASICS OF ECONOMY

Economics is the study of how societies use scarce
resources to produce valuable commodities and
distribute them among different people.

Distribution networks in Economy: State (Government),
Market (Consumers) and State-Market Mix (Govt and
Consumers both)

Types of Economy: Capitalistic Economy, Socialist
Economy & Mixed Economy.

It is a free-market form or may be characterized as
an automatic self-regulating system motivated by
self-interest of individuals and regulated by
competitions: Capitalist Economy

2. A type of system in which property is held in

common and not individually, and relationships are
governed by Political Hierarchy is called: Socialist
Economy.

3. Any economy in which private parties as well as

public enterprises exists side by side and decisions
taken  through  market  mechanism are
supplemented by some form of partial planning is
termed as: Mixed Economy

The term ‘Washington Consensus' was coined by the
US economist: John Williamson (in 1989)

Key policy reforms under Washington consensus:

1. Fiscal discipline
2. Avredirection of public expenditure priorities.

3.  Tax reform (to lower marginal rates and broaden

weEeNSO A~

the tax base)

Interest rate liberalization

A competitive exchange rate

Trade liberalization

Liberalization of FDI inflows

Privatization

Deregulation (in the sense of abolishing barriers to
entry and exit)

10.  Secure property rights

1.

Sectors of an economy categorized under: Primary,
Secondary and tertiary Sector.

Primary Sector: This sector includes all those
economic activities where there is the direct use of
natural resources as agriculture, forestry, fishing,
fuels, metals, minerals, etc.(Agrarian Economy).

2. Secondary Sector: This sector is rightly called the

manufacturing sector, which uses the produce of
the primary sector as its raw materials (Industrial
Economy).

3. Tertiary Sector: This sector includes all economic
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activities where different ‘services' are produced
such as education, banking, insurance,
transportation, tourism, etc. (Service Economy).

Based upon the shares of the particular sectors in
the total production, economies can be divided into:
Agrarian Economy, Industrial Economy and Service
Economy.
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NATIONAL INCOME

National Income refers to the money value of all the
goods and services produced in a country during a
financial year.

There are four ideas/ways to calculate the income of a
nation namely GDP, NDP, GNP and NNP.

Gross Domestic Product (GDP) is the value of the all
final goods and services produced within the boundary
of a nation during one year period.

» For India, this calendar year is from 1st April to 31st
March.

» It is also calculated by adding national private
consumption, gross investment, government
spending and trade balance (exports-minus
imports).

Net Domestic Product (NDP) is the GDP calculated after

adjusting the weight of the value of ‘depreciation’.

> ltis, basically the net form of the GDP, i.e., GDP -
Depreciation (wear and tear cost).

> Thus, NDP = GDP - Depreciation.

> That is why, NDP of an economy has to be always
lower than its GDP for the same year

Gross National Product (GNP) is the GDP of a country

added with its ‘income from abroad'.

‘Income from Abroad' constitutes:

1. Private Remittances

2. Interest on External Loans

3. External Grants

> The balance of all the three components of the
‘Income from Abroad' segment may turn out to be
positive or negative.

> Butin India's case it has always been negative (due
to heavy outflows on account of trade deficits and
interest payments on foreign loans).

> It means, the ‘Income from Abroad' is subtracted
from India's GDP to calculate its GNP.

> Formula: GNP = GDP + Income from Abroad.
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> This is the ‘national income' according to which the
IMF ranks the nations of the world in terms of the
volumes—at purchasing power parity (PPP).

Net National Product (NNP) of an economy is the GNP

after deducting the loss due to ‘depreciation’.

> The formula to derive it may be written like: NNP =
GDP + Income from Abroad - Depreciation

> This is the ‘National Income' (NI) of an economy
and is the purest form.

> When we divide NNP by the total population of a
nation we get the ‘per capita income' (PCI)

Cost: Income of an economy.

The value of total produced goods and services of
economy may be calculated at either the ‘factor cost' or
the ‘market cost'.

The ‘factor cost' is the ‘input cost' the producer has to
incur in the process of producing something.

Example: cost of capital, i.e., interest on loans, raw
materials, labour, rent, power, etc.

Also known as ‘factory price' or ‘production cost/price.

A ‘market cost' is derived after adding the indirect taxes

to the factor cost of the product.

> Example: MRP's of any commodity (includes all
types of taxes)

> Also known as 'ex-factory price'.

> Note: India officially used to calculate its national
income at factor cost.

Price: Income can be derived at two prices, constant

and current.

> The difference in the constant and current prices is
only that of the impact of inflation.

> Note: India calculates its national income at
constant prices.

Income of a person has three forms: Nominal Income,
Real Income and Disposable Income.
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1. Nominal Income: The wage someone gets in hand
per day or per month.

2. Real Income: This is nominal income minus the
present day rate of inflation—adjusted in
percentage form.

3. Disposable Income: The net part of wage one is free
to use which is derived after deducting the direct
taxes from the real/nominal income.

Similar to the indirect taxes, the various subsidies
which are forwarded by the governments need to be
adjusted while calculating national income.

National Income at Factor Cost = NNP at Market Cost +
Subsidies

If the national income is derived at the market cost and
governments forward no subsidies there is no need of
adjustments for the subsidies.

Putting ‘indirect taxes' and ‘subsidies’ together, India's
National Income will thus be derived with the following
formula:

National Income at Factor Cost = NNP at Market Cost -
Indirect Taxes + Subsidies

> In 2015, The Central Statistics Office (CSO)
released the new and revised data of National
Accounts.

> The Base Year was revised from 2004-05 to
2011-12. (Revised in every 5 years)

> This was done in accordance with the
recommendation of the National Statistical
Commission (NSC),

Major changes incorporated are:

1. Headline growth rate will now be measured by GDP at
constant market prices.

2. Sector-wise estimates of Gross Value Added (GVA)
will now be given at basic prices instead of factor cost.

GVA at factor cost = GVA at basic prices — production
taxes - production subsidies.

GDP = GVA at basic prices + product taxes — product
subsidies.

Human Development Index

» The dilemma of measuring the developmental level
of economies was solved once the United Nations
Development Programme (UNDP) published its first
Human Development Report (HDR) in 1990.

> The report had a human development index (HDI)
which was the first attempt to define and measure
the level of development of economies.

> The first such team which developed the HDI was
led by Mahbub ul Haq and Inge Kaul.

> The term ‘human development' is a corollary of
‘development’ in the index.

The HDR measures development by combining three
indicators—Health, Education and Standard of Living.

> Education component of the HDI is now (since
HDR-2010) measured by:

1. Mean of years of schooling (for adults aged 25
years)

2. Expected years of schooling (for children of school
entering age)

> The Health component is measured by the life
expectancy at birth component of the HDI.

> It is calculated using a minimum value of 20 years
and maximum value of 83.57 years.

> The Standard of Living component is measured by
GNI (Gross National Income/Product) per capita at
‘Purchasing Power Parity in US Dollars'.

The scores for the three HDI dimension indices are then
aggregated into a composite index using geometric
mean.

The UNDP ranked the economies in accordance of their
achievements on the above given three parameters on
the scale of one (i.e.,0.000-1.000).

Categories with a range of points on the index:

(i) High Human Development Countries: 0.800-1.000
points on the index.

(i) Medium Human Development Countries: 0.500-
0.799 points on the index.

(i) Low Human Development Countries: 0.000-0.499
points on the index.

v" By 1995, economies around the world had officially
accepted the concept of human development
propounded by the UNDP.

v"In the past a very small kingdom (Bhutan) had been
able to define development in its own way, which
included material as well as non-material aspects
of life and named it the Gross National Happiness
(GNH).
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