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CIRCULAR FLOW OF INCOME
CIRCULAR FLOW OF INCOME: It refers to continuous flow of goods & services and money
income among different sectors in the economy. It is circular in nature. It has neither any end and
nor any beginning point.
The circular flow of income in two sector economy is as follows:

Households: These provide factor services (land, labour, capital & entrepreneur) to firm.
Firms: These provide factor payments (rent, wages, interest & profits) to households and produce
goods and services with the help of factor services provided by households. Households spend
Their income on purchase of these goods and services.

PHASES OF CIRCULAR FLOW: There are 3 types of phases of Circular flow.
1. Production Phase: It deals with the production of goods and services by the producer sector.
2. Distribution Phase: It means the flow of income in the form of factor payment (rent, interest, wages and
profit) paid by producer sector to the household sector.
3. Disposition Phase: This phase deals with expenditure on the purchase of goods and services by household
and other sectors.

TYPES OF CIRCULAR FLOW:
Real Flow
1. Flow of Goods & services between firms and

Money Flow
1. Flow of money between firms and

households.

households.

2. It does not involve monetary component.

2. It involves monetary component.

3. It is also called physical flow.

3. It is also called nominal flow.

4. It involves barter system.

4. It does not involve barter system.

DIFFERENCE BETWEEN STOCK AND FLOW:
Stock

Flow

1. It is the quantity which is measured at a particular 1. It is the quantity which is measured over a period
Point of time.
2.It is static in nature.

of time.
2.It is dynamic in nature.

3.It does not have any dimension.

3.It has two dimensions.
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Leakage: It is the amount of money which is withdrawn from circular flow of income. It reduces
aggregate demand and the level of income. E.g. Taxes, Savings and Import.

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

DIFFERENCE BETWEEN FACTOR INCOME AND TRANSFER INCOME:
Factor income

Transfer income

1. Income received for rendering factor

1. Income received for not rendering factor

services.
2.Include in National & Domestic Income.

services.
2.Exclude in National & Domestic Income.

3.It is an earning concept.

3.It is a receipt concept.
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NATIONAL INCOME AND RELATED AGGREGATE
ECONOMIC TERRITORY: Economic (or domestic) Territory is the geographical territory
administrated by a Government within which persons, goods, and capital circulate freely.
Scope of Economic Territory: It includes:
1. Political frontiers including territorial waters and airspace.
2. Embassies, consulates, military bases etc. located abroad.
3. Ships and aircraft operated by the residents between two or more countries.
4. Fishing vessels, oil and natural gas rigs operated by residents in the international waters.

Normal Resident of a country: A person or an institution who normally resides in a country
and whose Centre of economic interest lies in that country. But it does not include:
1. Diplomats and officials of foreign embassy.
2. Commercial travelers, tourists’ students etc.
3. People working in international organizations like WHO, IMF, UNESCO etc. are treated as
normal residents of the country to which they belong.

GOODS: A good is defined as any physical object that could command a price in the market and
these are the materials that satisfy human wants and provide utility.

Consumption Goods

Capital Goods

Final Goods

Intermediate Goods

Those final goods which

Those final goods which Those goods which are

Those goods which are

satisfy human wants

help in production.

used either for final

used as raw material for

directly. E.g. ice-cream & These goods are used

consumption or for

further production or

milk used by households. for generating income.

investment.

for resale in same year.

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

INVESTMENT: Addition made to the physical stock of capital during a period of time is called
investment. It is also called capital formation.

Gross Investment

Net Investment

Total addition made to physical stock of capital

Net addition made to the real stock of capital

during a period of time. It includes depreciation.

during a period of time. It excludes depreciation.

Gross Investment= Net Investment + Depreciation

Net Investment = Gross investment – Depreciation.
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THE RELATED AGGREGATES OF NATIONAL INCOME:
1. Gross Domestic Product at Market Price(GDPMP): It is the money value of all the final good &
services produced within the domestic territory of a country during an accounting year.
GDPMP = Net domestic product at FC (NDPFC) + Depreciation + Indirect tax – Subsidy
2. Gross Domestic Product at FC (GDPFC): It is the value of all final goods and services produced
within domestic territory of a country which does not include net indirect tax.
GDPFC = GDPMP – Indirect tax + Subsidy
3. Net Domestic Product at Market Price (NDPMP): It is money value of all final good & services
produced within domestic territory of a country during a year and doesn’t include depreciation.
NDPMP = GDPMP – Depreciation
4. Net Domestic Product at FC (Domestic Income) (NDPFC): It is the value of all final goods
and services which does not include depreciation charges and net indirect tax. Thus, it is equal to the
sum of all factor incomes (compensation of employees, rent, interest, profit and mixed income of
self-employed) generated in the domestic territory of the country.
NDPFC = GDPMP – Depreciation – Indirect tax + Subsidy
5. Net National Product at FC (National Income) (NNPFC): It is the sum total of factor incomes
(compensation of employees + rent + interest + profit) earned by normal residents of a country in an account
year.
NNPFC = NDPFC + Factor income earned from abroad - factor payments made to abroad.
6. Gross National Product at FC (GNPFC): It is the sum total of factor incomes earned by normal
residents of a country along with depreciation, during an accounting year.
GNPFC = NNPFC + Depreciation
7. Net National Product at MP (NNPMP): It is the sum total of factor incomes earned by the
normal residents of a country during an accounting year including net indirect taxes.
NNPMP = NNPFC + Indirect tax – Subsidy
8. Gross National Product at MP (GNPMP): It is the sum total of factor incomes earned by normal
residents of a country during an accounting year including depreciation and net indirect taxes.
GNPMP = NNPFC + Dep + Indirect tax – Subsidy
Net Factor Income from Abroad (NFIA): It is the difference between the factor income earned
from abroad by normal residents of a country (India) and the factor income earned by non-resident
(foreigners) in domestic territory of that country (India).
NFIA = Factor Income Received from Abroad – Factor Income Paid to Abroad
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METHODS OF ESTIMATION OF NATIONAL INCOME:
Value Added Method

Expenditure Method

GVA of Primary Sector

Pvt. Final Consumption Expenditure

Income Method
Compensation of Employee

+ GVA of Secondary Sector

+Govt Final Consumption Expenditure

+ Operating surplus

+ GVA of Tertiary Sector

+Gross Domestic Fixed Cap Formation

+ Mixed Income of self-employed

+Change in Stock (Closing-Opening)
+Net Export (X-M)
GDPMP

GDPMP
Less: Depreciation

Less: Depreciation

NDPMP

NDPMP

Less: Indirect tax

Less: Indirect tax

Add: Subsidy

Add: Subsidy

NDPFC (Domestic Income)

NDPFC (Domestic Income)

NDPFC (Domestic Income)

Add: NFIA (From-To)

Add: NFIA (From-To)

Add: NFIA (From-To)

NNPFC (National Income)

NNPFC (National Income)

NNPFC (National Income)

Value of Output: Market value of all goods and services produced by an enterprise during an
accounting year.
Value Added: It is the difference between value of output of a firm and value of inputs bought
from the other firms during a particular period of time.
Value Added = Value of Output – Intermediate Consumption

Problem of Double Counting: Counting the value of a commodity more than once while estimating
national income is called double counting. It leads to overestimation of national income. So, it is
called problem of double counting.
Solution for the problem of double counting:
1. By taking the value of only final goods.
2. By value added method.

COMPONENTS OF VALUE-ADDED METHOD:
1. Value Added by Primary Sector
2. Value Added by Secondary Sector
3. Value Added by Tertiary Sector
Here, Value Added= Value of output- Intermediate Consumption
Value of output (Total Sales)= Price X quantity

Or

Value of output= Sales + Change in stock
Change in stock = Closing Stock - Opening Stock

Address: 1st Floor (Above UNIK Bazar), Safiyabad Road, Narela, Delhi www.commercefoundation.in 9990118467

COMMERCE FOUNDATION INSTITUTE
PRITHVI RAJ CHAUHAN [B.Com(H), M.Com, CA(F), LLB(P)]
COMPONENTS OF EXPENDITURE METHOD:
1. Final Consumption Expenditure
a) Private Final Consumption Expenditure(C)
b) Government Final Consumption Expenditure(G)
2. Gross Domestic Fixed Capital Formation
a) Gross business Fixed Investment
b) Gross Residential Construction Investment
c) Gross public Investment
3. Change in Stock or Inventory Investment
4. Net Export {Export (X)- Import (M)}

COMPONENTS OF INCOME METHOD:
1. Compensation of Employees
a) Wages and salaries (Cash/or kinds)
b) Employers Contribution of Social security Schemes
2. Operating surplus
a) Rent
b) Interest
c) Profit
i. Corporate Tax
ii. Dividend
iii. Undistributed corporate profit
3. Mixed Income for self-Employed person

PERSONAL DISPOSABLE INCOME FROM NATIONAL INCOME (NNPFC):
Private Income: It refers to estimated income of factors and transfer income from all sources to
private sector within and outside the country.

Personal Income: It refers to income received by house hold from all sources. It includes factor
income and transfer income.

Personal Disposable Income: It is that part of Personal income which is available to the households
for disposal/expenditure as they like.

Net National Disposable Income (NNDI):
NNDI = NNPMP + Net current transfers from rest of the world.

Or

NNDI= National income + NIT + net current transfers from the rest of the world.
Gross National Disposable Income (Gross NDI):
GNDI= GNPMP + Net current Transfers from rest of the world.
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GDP and WELFARE: In general GDP and Welfare are directly related with each other. A higher
GDP implies that more production of goods and services. It means more availability of goods
and services. But more goods and services may not necessarily indicate that the people were better
off during the year. In other words, a higher GDP may not necessarily mean higher welfare of the
people.
There are two types of GDP:
1. Real GDP: When the GDP of an accounting year valued at base year’s price. It changes only by
change in physical output not by change price level. It is called true indicator of economic development.
2. Nominal GDP: When the GDP of an accounting year valued at current year’s price or same
year price. It is influenced by change in both physical output and price level. It does not consider
a true indicator of economic development.

GDP deflator Price index: Price index plays the role of deflator deflating current price estimates
into constant price estimates. In this way it may be called GDP deflator.

Conversion of Nominal GDP into Real GDP:
Real GDP = Nominal GDP x 100
Price index

WELFARE: It mean material well-being of the people. It depends on many economic factors like
national income, consumption level quality of goods etc. and non-economic factor like environmental
pollution, law and order etc.
i. The welfare which depends on economic factors is called economic welfare.
ii. The welfare which depends on non-economic factor is called non-economic welfare.
The sum total of economic and non-economic welfare is called social welfare.

Limitation of per-capita real GDP/GDP as an indicator of Economic welfare:
1. Non-monetary exchange
2. Externalities not taken into GDP but it affects welfare. Distribution of GDP.
3. All product may not contribute equally to economic welfare. Contribution of some products
may be negative.
4. Inflation may give falls impression of growth of GDP.
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MONEY AND BANKING
BARTER EXCHANGE SYSTEM: It is a system in which goods are direct exchange for goods
without the use of money.

Difficulties involved in the Barter Exchange:
1. Lack of a common measure of value.
2. Lack of double coincidence of wants
3. Lacks of standard of deferred payments.
4. Lack of store of value.
5. Lack of transfer of funds.

MONEY: Money may be defined as anything which is generally acceptable as a medium of exchange and
at the same time acts as a measure, store of value and standard of deferred payment.

Functions of Money:
Primary Functions

Secondary Functions

Contingent Functions
1.Basis of credit

1.Medium of exchange

1.Store of value

2.Common measure of

2.Maximum satisfaction to the consumers
2.Transfer of value
3.Standard of deferred 3.Basis of price mechanism
payment
4.Liquidity
5.Basis of distribution of income.

FORMS OF MONEY:
1. Fiat Money- which is issued by order or authority of the govt. (RBI in India)
2. Fiduciary Money- which is accepted as a medium of exchange because of the trust between
the payer and the payee. E.g. Bill of Exchange, Cheque etc.
3. Full bodied Money- It refer to money in terms of coins whose
commodity value = money value.
4. Credit money- It refer to money in terms of notes whose
commodity value < money value.

EVOLUTION OF MONEY:
Money was evolved through different stages according to time, place, and circumstances.
1. Commodity Money: In ancient times, agricultural products were used as medium of exchange e.g.
Rice, Wheat, Weapons etc.
2. Metallic Money: Later on, it was realized that all these goods cannot be stored for a longer
period. Therefore, people started using metallic coins such as iron, copper etc. But silver and gold coins
were accepted as most suitable form of money.
3. Paper Money: From 1930 onwards, most countries have shifted to paper money because
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production of gold and silver cannot match the requirement of industry.
4. Plastic Money: Latest development in evolution of money is introduction of plastic money. E.g.
Debit & Credit card.

SUPPLY OF MONEY: Total stock of money (currency notes, coins and demand deposit of banks) in
circulation is held by the public at a given point of time.
Supply of money does not include cash balance held by central and state govt. and stock of money held
by banking system of country as they are not in actual circulation of the country.

MEASURES OF MONEY SUPPLY:
M1=C+DD+ OD
M2=M1+ Post office savings deposits
M3=M1+ Time deposits of commercial banks
M4=M3+ Total deposits with the post office saving organisation excluding the deposits on NSC
Here,
C= Currency held with public
DD= Demand deposits of public with banks
OD= Other deposits:
1. Demand deposit with RBI
2. Demand deposit with RBI of Foreign Central Banks
3. Demand deposit with IMF and World Banks
Note: M1 and M2 are Narrow money concept. M3 and M4 are Broad money concept.

DEMAND FOR MONEY IN INDIA: There are 3 main reasons for which money is wanted by the
people:
1. Transaction motive: Money required for conducting day to day transactions.
2. Precautionary motive: Money required to hold cash balance for unforeseen events like
accident emergency etc.
3. Speculative motive: Money demanded to keep cash balance as an alternative to financial
assets like debentures, bonds etc.
MONETARY SYSTEM IN INDIA: Monetary System in India managed, controlled and regulated by
RBI and RBI holds exclusive powers to control over them through a variety of monetary tools like CRR,
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SLR, Repo Rate, Reverse-Repo Rate, etc.
In India rupee has been regarded as the standard currency and all transaction in terms of rupees and It is
known as Inconvertible Paper Currency Standard.

BANKS:

There are two types of bank in India:

I. COMMERCIAL BANKS: Commercial Banks are financial institution who accepts deposits from
the public and provide loans facilities for investment with the aim of earning profit. E.g. SBI, PNB, etc.

Functions of Commercial Banks:
Primary Functions

Secondary Functions

1. Accepting deposits

1.Transfer of fund

2. Advancing loans

2.Discounting bill of exchange.
3.Purchase and sale of shares and securities on behalf of customers
4.Collection of dividend and interest
5.Payment of bills on behalf of customer (Auto-Debit)
6.Acting as executor and trustee of will
7.Acting as correspondent of customer and provide letter of credit.
8.Purchase and sell of foreign exchange.
9.Safe custody of valuable goods in lockers.

II. CENTRAL BANK: The central Bank is the apex institution of monetary and financial system
of a country. It makes monetary policy of a country in public interest. It manages, supervises and control
the banking system of the country. RBI is the central bank of India.

Functions of Central Banks:
1. Bank of Issue-currency authority
2. Banker to the Government- lending borrowing to the Govt.
3. Banker’s Bank and Supervisor- clearing house of securities (cheque).
4. Controller of credit- decide repo rate, reverse repo rate, bank rate
5. Lender of last resort
6. Custodian of foreign exchange reserves
7. Clearing House function

MONEY MULTIPLIER: It refers to the process of creation of credit by the commercial banks with the
help of initial deposits made by the public and LRR.

Money Multiplier= 1/LRR
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MONEY CREATION OR CREDIT CREATION BY COMMERCIAL BANKS:
CREDIT: It means amount made available by one party to another party on a certain rate of exchange.
The capacity of banks to create money or credit depends on
i)

Amount of primary deposits and

ii)

Legal reserve requirement (LRR).

Money creation depends upon two factors:
Primary deposits and Legal Reserve Ratio (LRR).
Deposit Multiplier = 1/LRR
Total Deposit creation = Initial deposit X 1/LRR.
1. Legal Reserve Requirements (LRR): It is fixed by the central bank of a country and it is the
minimum ratio of deposit legally required to be kept as cash by banks.
a) Cash Reserve Ratio (CRR): It is a part of LRR which is to be kept by the commercial
banks with the RBI.
b) Statutory Liquidity Ratio (SLR): It is a part of LRR which is to be kept with the commercial
bank themselves.
Change in CRR/SLR
Rate

Impact on Credit Creation
Loan given Capacity (INFLATION)
Reason: It reduces the excess reserves of commercial
bank to create credit hence lending capacity also reduce.

Rate
2.

Loan given Capacity (DEFLATION)

REPO Rate: Repo rate is the rate at which the central bank of a country lends money to

commercial banks for short-term period. It is used to control inflation.
Change in Repo Rate
Impact on Credit Creation
Rate
Rate
Loan given Capacity (INFLATION)
Rate

Reason: It discourages commercial banks to borrow from
RBI. Hence commercial bank lending capacity also reduce.

Rate

Loan given Capacity (DEFLATION)

3. REVERSE Repo Rate: Reverse repo rate is the rate at which the central bank of a country
(RBI) borrows money from commercial banks within the country.
Change in Reverse-Repo Rate
Impact on Credit Creation
Rate

Loan given Capacity (INFLATION)
Reason: Commercial bank will get more incentives to give
more funds with RBI to earn higher returns on idle cash.

Rate

Loan given Capacity (DEFLATION)
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4. BANK rate: Bank rate is the rate at which the central bank of a country (RBI) lends money to
commercial banks for Long-term period. It is similar as repo rate but for long-term period.
Change in Bank Rate
Rate

Impact on Credit Creation
Loan given Capacity (INFLATION)
Reason: It discourages commercial banks to borrow from
RBI. Hence commercial bank’s lending capacity also reduce.

Rate

Loan given Capacity (DEFLATION)

5. OPEN MARKET Operations: It means policy of central bank to buy and sell government
securities in the open market. Open Market Operations effect the cash reserves with commercial banks
and thus the overall availability of credit.
Change in Operation
Sale

Impact on Credit Creation
Loan given Capacity (INFLATION)
Reason: Sale of govt. securities to commercial banks reduces
cash reserve with bank resulting in decline of money supply.

Purchase

Loan given Capacity (DEFLATION)
Reason: Purchase of govt. securities by RBI increases cash
reserve of commercial bank resulting in increase money supply

6. MARGIN Requirement: Margin is the difference between value of security and amount of loan.
Change in Margin
Margin

Impact on Credit Creation
Borrowing (INFLATION)
Reason: If margin increases then borrowings come down.

Margin

Borrowing (DEFLATION)

7. CREDIT RATIONING: It means imposing limits and charging higher/ lower rate of interest in
selective sectors. Such measures restrict the flow of credit to a particular sector.
8. MORAL SUASION: It means request by the RBI to the commercial banks to follow the
monetary policy of the RBI. Moral suasion is exercised through discussions, letters, advices, etc.

Address: 1st Floor (Above UNIK Bazar), Safiyabad Road, Narela, Delhi www.commercefoundation.in 9990118467

COMMERCE FOUNDATION INSTITUTE
PRITHVI RAJ CHAUHAN [B.Com(H), M.Com, CA(F), LLB(P)]

DETERMINATIONS OF INCOME & EMPLOYMENT
AGGREGATE DEMAND: It refers to total value of all final goods and services that are planned to buy
by all the sectors of the economy at a given level of income during a period of time.
AD represents the total expenditure on goods and services in an economy during a period of time.

Components of Aggregate demand are:

AD = C + I + G + (X – M)

1. Private consumption expenditure (C).
2. Investment expenditure (I).
3. Govt. consumption expenditure (G).
4. Net export (X – M).

I

(Expenditure)

AD

Aggregate Demand In two sector economy: It also called private sector economy.
Y
AD = C + I

C

C
I

O

Income

X

AGGREGATE SUPPLY: It is the money value of all final goods and services available for purchase
by an economy during a given period. It is the flow of goods and services in the economy. Since, money

value of final goods and services is equal to net value added.

& Saving

Consumption

AS is nothing but the national income. AS = Y (National Income)
Y
AS = C + S

O

Income

X

CONSUMPTION FUNCTION: It shows functional relationship between consumption & Income.
C = f(Y) or
C =C + MPC

X

Y

Here, C =Consumption,
MPC(b)= Marginal Propensity to consume.

Autonomous consumption (C): which is not affected by change in income.
Induced consumption: which is affected by change in income. Induced consumption is the portion of
consumption that varies with disposable income. It is indicated by MPC × Y.
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PROPENSITY To CONSUME: It is a schedule that shows consumption expenditure at different
levels of income in an economy.
There are two type of propensity to consume:

1. Average Propensity to Consume (APC): It refers to the ratio between total consumption(C)
and total income(Y) at given level of income in the economy.
APC=

Consumption (C)
Income

(Y)

PTR about APC:
APC > 1: as long as consumption is more than national income before the break-even point.
APC = 1, at the break-even point, consumption is equal to national income.
APC < 1: beyond the break-even point. Consumption is less than national income.
APC falls with increase in income.

Consumption

APC can never be 0: because even at zero level of national income, there is autonomous consumption.
Y

C
A

APC= C
Y

C
O

Income Y

X

2. Marginal Propensity to Consume (MPC): Marginal propensity to consume refers to the ratio
of change in consumption expenditure to change in income.
MPC= Change in Consumption ( C)
Change in Income

( Y)

PTR about MPC:
1. Value of MPC varies between O and 1: If the entire additional income is consumed,
then ΔC = ΔY making MPC = 1. However, if entire additional income is saved, then ΔC = 0, making MPC= 0.
2. MPC is slope of consumption curve and remain constant in the short run.
3. Value of APC > MPC

Consumption

Y
A

C

C B

MPC=

C
Y

C
O Income Y1

Y

Y2

X
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SAVING FUNCTION: It refers to the functional relationship between saving and national income.
S = f(y)
Equation of Saving function
S = -C + MPS × Y

PROPENSITY TO SAVE: It is a schedule that shows saving at different levels of income in an
economy. There are two type of propensity to save:

1. Average Propensity to Save (APS): Average propensity to save refers to the ratio
of savings to the corresponding level of income
APS=

Saving (S)
Income (Y)

PTR about APS:
1. APS can never be 1 or more than 1: As saving can never be equal to or more than income.
2. APS can be zero: At break-even point C = Y, hence S = 0
3. APS can be negative: At income levels which are lower than the break-even point, APS can be
negative when consumption exceeds income.

Saving

4. APS rises with increase in income.
Y

S

A

APC= S

R
O

Y
Income Y1

X

S

2. Marginal Propensity to Save (MPS): It Refers To The Ratio Of Change In Savings to
change in total income.
MPS= Change in Saving ( S)
Change in Income( Y)

PTR about MPS:
1. MPS varies between 0 and 1
2. MPS=1, If whole additional income is saved. In this case, ΔS=ΔY, then MPS=1
3. MPS=0, If whole additional income is consumed. In this case, ΔS=0,then MPS=0
4. MPS is the slope of saving curve.

Saving

5. MPS remains constant throughout in short run.
Y
S
P
R
O

A

S
Y

Income

Y1 Y2

Y

MPS=
S

S
Y

X
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Relationship between APC and APS:
The sum of APC and APS is equal to one. we know: APC + APS = 1
Y=C+S
Dividing both sides by Y, we get
Y=C + S
Y=Y

Y

1= APC+APS {because income is either used for consumption or for saving}

Relationship between MPC and MPS:
The sum of MPC and MPS is equal to one. It can be proved as under: MPC + MPS = 1
We know that, ΔY = ΔC + ΔS
Dividing both sides by ΔY, we get
ΔY = ΔC + ΔS
ΔY

ΔY

ΔY

1= MPC + MPS {because ΔY is either used for consumption or for saving}

INVESTMENT: It refers to the expenditure incurred on creation of new capital assets. The
investment expenditure is classified under two heads:

INDUCED INVESTMENT

AUTONOMOUS INVESTMENT

Investment which is directly changed by change in

Investment which is not changed by changes in the

the level income and depends on the profit

level of income and is not induced solely by profit

expectations.

motive. It is income inelastic.

Investment

Induced investment
Induced
investment

o Income y1

y2

o Income y1

y2

x

x

EX-ANTE INVESTMENT

Y
Induced
Autonomous investment
investment

Investment

Y

o Income y1

y2

o Income y1

y2

x

x

EX-POST INVESTMENT

Amount of investment which all firms planned to

Ex-post investment refers to the actual or realised

invest at different level of income in the economy at

investment in an economy during a financial year at

the beginning of the period.

the end of the period.

EX-ANTE SAVINGS

EX-POST SAVING

Amount of savings which all household planned to

Ex-post savings refer to the actual or realised

save at different levels of income in the economy

savings in an economy during a financial year at end

at beginning of period.

of the period.
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FULL EMPLOYMENT

UNDER EMPLOYMENT

It is a situation when all those who are able and

It is a situation where all those who are able to work

willing to work get the opportunity to work at

are not getting jobs at existing wage rates. It refers

prevailing wage rate.

to that situation in the economy where AS = AD or
S = I, but without fuller utilisation of labour force.

VOLUNTARY UNEMPLOYMENT

INVOLUNTARY UNEMPLOYMENT

It is a situation where person is able to work but

It is a situation where worker is able and willing to

not willing to work at prevailing wage rate.

work but does not get work at prevailing wage rate.

INVESTMENT MULTIPLIER (K): It is the ratio of change in income (ΔY) due to change in
investment ΔI. The value of investment multiplier lies between 1 to infinite.
K= ΔY

or K=

ΔI

EXCESS DEMAND:

1

or K= 1

1-MPC

MPS

It refers to a situation when aggregate demand exceeds aggregate supply

corresponding to full employment.
Inflationary
Gap

F

AD

Y

AD1= C+I+ I
AD= C+I

E (Full Employment Equilibrium)
O

Income/Output

X

Reason of Excess Demand/ Measurement to Correct Deficient Demand:
Taxes
Government
Expenditure

Imports

Exports

Propensity to Consume

Investment

Rate of interest of financing

Impact of excess demand:
1. Effect on Employment- No Change
2. Effect on Output- No Effect
3. Effect on General Price Level-

Price
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DEFICIENT DEMAND: When AD falls short of AS at full employment it is called deficient
demand. In other words, AD < AS at the level of full employment.
Y

(Full Employment Equilibrium)
E

AD= C+I

AD

AD1= C+I- I
G
O

Income/Output

(Deflationary Gap)
X

Reason of Deficient Demand/ Measurement to Correct Excess Demand:
Taxes
Government
Expenditure

Imports

Exports

Propensity to Consume

Investment

Rate of interest of financing

Impact of Deficient Demand:
1. Effect on Employment-

Employment

2. Effect on Output- Output
3. Effect on General Price Level-

Price

Difference between INFLATIONARY gap and DEFLATIONARY gap:
Inflationary Gap

Deflationary Gap

It is gap by which actual AD EXCEEDS the level of

It is gap by which actual AD is LESS THAN the level

AD required to establish full employment. It

of AD required to establish full employment. It

measures the extent of excess demand.

measures the extent of deficient demand.
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GOVERNMENT BUDGET AND ECONOMY
BUDGET: It is a financial statement showing the expected receipt and expenditure of Govt. for
the coming fiscal or financial year.

Main objectives of budget are:
1. Reallocation of resources.
2. Redistribution of income and wealth
3. Economic Stability
4. Management of public enterprises.
5. Economic Growth
6. Generation of employment
7. Reduce poverty and regional disparity.

COMPONENTS OF BUDGET:
There are two components of budget:

1. Revenue Budget
I.

2. Capital Budget

REVENUE BUDGET: It consists of revenue receipts of Govt. and expenditure met

from such revenue receipts.
1. Revenue Receipts: which neither creates liabilities for Govt. nor causes any
reduction in assets.
a) Tax Revenue Receipts
i) Direct Tax: Liability to pay and burden of tax falls on the same person
whose burden cannot be shifted to others i.e. the impact and incidence of the tax is on the same
person e.g. income tax, gift tax.
ii) Indirect Tax: Liability to pay and burden of tax falls on two different
persons. Whose burden can be shifted on different people e.g. GST, excise duty.
b) Non-Tax Revenue Receipts
i) Profits earned by public enterprises.
ii) Dividend received on investment.
iii) Fees & fines (Traffic Challan, court fee, license fee, etc.)
iv) Grants or donations received.
v) Interest received on loan given by government to state, private enterprise etc.
2. Revenue Expenditure: Which neither creates assets nor reduces liabilities. e.g.,
Interest Payment, subsidies etc.
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II.

CAPITAL BUDGET: It consists of capital receipts and capital expenditure.
1. Capital Receipts: Which either creates liabilities or reduces financial assets.
a) Borrowing
i)

from RBI

ii) from IMF, World Bank
iii) from friendly countries like USA, JAPAN
b) Recovery of loans
c) Other Receipts:
i)

Disinvestment (Selling of shares of Public Sector Companies

ii) Small Savings (Post Office Deposits, National Saving Certificate, KVP etc.)
2. Capital Expenditure: Which either creates assets or reduces liabilities.

TYPE OF BUDGET:
1. Balanced Budget (Where Expenditure = Receipts)
2. Surplus Budget

(Where Expenditure < Receipts)

3. Deficit Budget

(Where Expenditure > Receipts)

DEFICIT BUDGET: It refers to a situation when budget expenditure of a government is
GREATER THAN the govt. receipts.

Merits of Deficit Budget

Demerits of Deficit Budget

1. A deficit budget accelerates the process of

1. A deficit budget may lead to financial

economic growth in the economy.

instability.

2. A deficit budget allows government to focus

2. A deficit budget encourages wasteful and

on welfare schemes of the people.

unnecessary expenses on part of the govt.

TYPE OF BUDGET DEFICIT:
1. REVENUE DEFICIT: when Revenue expenditure > Revenue receipts
Implications of Revenue Deficit are:
i) A high revenue deficit shows fiscal indiscipline.
ii) It shows wasteful expenditures of Govt. on administration.
iii) It implies that govt. is dissaving, i.e. government is using up savings of other sectors of the
economy to finance its consumption expenditure.
iv) It reduces the assets of the govt. due to disinvestment.
v) A high revenue deficit gives a warning signal to the government to either curtail its
expenditure or increase its revenue.
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2. FISCAL DEFICIT: when Total expenditures - Total Receipts (excluding borrowing)
Implications of Fiscal Deficits are:
i) It leads to inflationary pressure.
ii) A country has to face debt trap.
iii) It reduces future growth and development.
iv) It increases liability of the government.
v) It increases foreign dependence.

3. PRIMARY DEFICIT: Fiscal deficit – Interest payments.
Implications of Primary Deficits are:
It indicates, how much of the govt borrowings are going to meet expenses other than the interest
payments.

MEASURES TO CORRECT DIFFERENT DEFICITS:
1. Monetary expansion or deficit financing.
2. Borrowing from public.
3. Disinvestment
4. Borrowing from international monetary institution and other countries.
5. Lowering govt. expenditure.
6. Increasing govt. revenue.
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FOREIGN EXCHANGE RATE
FOREIGN EXCHANGE RATE: It refers to the rate at which one unit of currency of a country
can be exchanged for the number of units of currency of another country.

Sources of DEMAND for Foreign Exchange:
1. To purchase goods and services from the rest of world.
2. To purchase financial assets (i.e. to invest in bonds and equity shares) in a foreign country.
3. To invest directly in shops, factories, buildings in foreign countries.
4. To send gifts and grants to abroad.
5. To speculate on the value of foreign currency.
6. To undertake foreign tours.
Demand of foreign exchange has the inverse relation with flexible exchange rate. If flexible exchange
rate rises demand of foreign exchange falls. Vice-versa.

Sources of SUPPLY of Foreign Exchange:
1. Direct purchase by foreigners in domestic market.
2. Direct investment by foreigners in domestic market.
3. Remittances by non-residents living abroad.
4. Flow of foreign exchange due to speculative purchases by N.R.I.
5. Exports of goods and services.
6. Foreign direct investment as well as portfolio investment from rest of the world.
Supply of foreign exchange has the positive relation with foreign exchange rate. If foreign exchange
rate rises the supply of foreign exchange also rises and vice versa.

FUNCTIONS OF FOREIGN EXCHANGE MARKET:
1. Transfer Function: It is used for transferring of funds from one country to another country.
2. Credit Function: It is helpful in providing credit for foreign trades. For e.g. – Bills of exchange
are used for international payments.
3. Hedging Function: It is an activity which reduces the risk of loss of foreign exchange and is
generally adopted by importers and exporters.
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KINDS OF FOREIGN EXCHANGE MARKET:
Spot market

Forward market

Receipts & payment are decided immediately i.e. on Receipts & payment are decided on a specified
the spot

future date at a rate agreed upon today.

SYSTEM OF EXCHANGE RATE:
1. FIXED exchange rate system: The exchange rate is officially fixed or determined by
Government or
monetary Authority of the country (RBI).
Merits of Fixed Exchange Rate:
i)

Stability in exchange rate

ii)

Promotes capital movement and international trade.

iii)

No scope for speculation

iv)

Attracts foreign capital.

Demerits of Fixed Exchange Rate:
i)

Need to hold foreign exchange reserves.

ii)

No automatic adjustment in the ‘Balance of payments.’

iii)

It may result in undervaluation or overvaluation of currency.

iv)

It discourages the objective of having free markets.

2. FLEXIBLE exchange rate system: The exchange rate is determined by the forces of market
demand and supply of foreign exchange. It is also known as floating exchange rates.
Merits of Flexible Exchange Rate:
i) No need to hold foreign exchange reserves
ii) Leads to automatic adjustment in the ‘balance of payments.’
iii) To enhances efficiency in resources allocation.
iv) It eliminates problem of undervaluation or overvaluation of currency.
Demerits of Flexible Exchange Rate:
i) Fluctuations in future exchange rate.
ii) Encourages speculation.
iii) Discourages international trade and investment.
iv) It creates a situation of market instability.

3. MANAGED FLOATING rate system: It is a system in which central bank allows the
exchange rate to be determined by market forces but intervenes at times to influence the rate. When
central bank finds the rate is too high, it starts selling foreign exchange from its reserve to bring down
it. When it finds the rate is too low. It starts buying to raise the rate.
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DETERMINATION OF EQUILIBRIUM FOREIGN EXCHANGE RATE:
It is the rate at which demand for and supply of foreign exchange is equal.
Under free market situation, it is determined by market forces i.e., demand and supply of forex.
i. There is inverse relation between demand for foreign exchange and exchange rate.
ii. There is direct relationship between supply of foreign exchange and exchange rate.

Rate of Forex

Due to above reasons demand sloping and supply curve is upward sloping curve.
Y
D

S
Equilibrium

S

o Demand & Supply

D
x

DEVALUATION OF A CURRENCY
When govt. or monetary authority of a country

CURRENCY DEPRECIATION
There is a FALL in the value of domestic currency,

officially LOWER the external value of its domestic in term of foreign currency due to change in
currency (in respect of all other foreign currency)

demand and supply of currency under flexible

It takes place by govt. order under fixed exchange exchange rate system.
rate system.

REVALUATION OF A CURRENCY
When govt. or monetary authority of a country

CURRENCY APPRECIATION
There is a RISE in the value of domestic currency,

officially RAISE the external value of its domestic in term of foreign currency due to change in
currency (in respect of all other foreign currency)

demand and supply of currency under flexible

It takes place by govt. order under fixed exchange exchange rate system.
rate system.
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BALANCE OF PAYMENT
BALANCE OF PAYMENT: It is a comprehensive and systematic records of all economic transaction
during an accounting year between
Normal residents of a country (अपने दे सी लोग) and
Rest of the world (विदे शी विरं गी)

Economics Transaction include:
1. Visible items/Tangible items (import-export of goods e.g. Mobile purchase).
2. Invisible items (import-export of services e.g. Windows Software purchase).
3. Unilateral transfers. (e.g. Gifts, Personal remittances)
4. Capital Transfer (e.g. Sale of House in U.S, Purchase a flat in Goa by foreigner).
Structure of Balance of Payments:
Debit Side

Credit Side

All Outflows

All Inflows

Use of foreign currency

Use of Domestic currency

Type of Balance of Payments:
1. Balanced BOP

Debit = Credit

2. Surplus BOP

Debit

Credit

3. Deficit BOP

Debit

Credit

COMPONENT OF BALANCE OF PAYMENTS:
1. Current Account: The current account records export and import of goods and services and
unilateral transfers.
2. Capital Account: It records of all such transactions between normal residents of a country and
rest of the world which relates to sale and purchase of foreign asset and liabilities during an accounting
year.

Components of CURRENT account

Components of CAPITAL account

1. Visible items (Import-Export of goods).

1. Foreign Direct investment.

2. Invisible items (Import-Export of services).

2. Loans.

3. Unilateral transfers.

3. Portfolio investment.

4. Income and payments from & to abroad.

4. Banking capital transactions.

5. It is a flow concept.
5. It is a stock concept.
6. Transactions which do not affect the assets
6. Transactions which affect assets or liabilities
or
or liabilities position of the country.
position of the country.
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BALANCE OF TRADE: It is the net difference of Import and export of all visible items between
the normal residents of a country and rest of the world.

Type of Balance of Trade:
1. Balanced BOT

Import = Export

2. Surplus BOT

Import

Export

3. Deficit BOT

Import

Export

Autonomous Items: It refers to those items of balance of payment which is related to such
transaction as are determined by the motive of profit maximization and not to maintain equilibrium in
balance of payments. These items are recorded as a first items before calculating deficit or surplus in
balance of payment account.
These items are generally called ‘Above the Line items’ in balance of payment.

Accommodating Items: It refers to transactions that take place because of other activity in Balance
of Payment. These transactions are meant to restore the Balance of Payment identity.
These items are generally called ‘Below the Line items.’
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INDIAN ECONOMY ON THE EVE OF INDEPENDENCE
Economy of a country includes all production, distribution or economic activities that relate with people and
determines the standard of living.
On the eve of independence Indian economy was in very bad shape due to presence of British colonial rule.
The sole purpose of the British colonial rule in India was to reduce the country to being a feeder economy for
Great Britain’s own rapidly expanding modern industrial base.

CONDITIONS OF THE INDIAN ECONOMY ON THE EVE OF INDEPENDENCE:
1. Low level of economic development: The colonial govt, never made any sincere attempt to estimate
India’s national and per capita income. The estimates given by Dr. Rao - growth of GDP was less than 2%,
while the growth of per capita output was just 0.5%.
2. Backward agricultural sector:
i) Land tenure system - Zamindari system, Mahalwari system and Ryotwari system.
ii) Forced commercialization of Agriculture
iii) Partition of the country.
iv) Scarcity/Low level of Investment
3. Less developed Industrial sector:
i) De-industrialization - decline of Indian handicraft industry.
ii) Capital goods industries were lacking
iii) Limited role of public sector
iv) Discriminatory tariff policy.
4. Unfavorable foreign trade:
i) Exporter of raw material(Primary product) and Importer of finished good.
ii) Britain had monopoly control on foreign trade.
iii) Drain of India’s wealth.
5. Adverse demographic condition:
i) High death rate – 40 per thousand.
ii) High infant mortality rate - 218 per thousand and now only 44 per thousand in 2011.
iii) Mass Illiteracy - 84% illiterate.
iv) Low life expectancy – 44 years
v) Low standard of living - people used to spend 80% to 90% of their income on basic needs.
6. Under developed Infrastructure:
Absence of good roads, electricity, health, education and communication. However, some efforts have been
made to develop basic infrastructure like roads, railway ports, water transport post & telegraph by the British
rulers. The main motive was not to provide basic amenities to Indian people but for their colonial interest.
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7. More dependence on primary sector:
i) Largest share of work force which was 72% was engaged in agriculture.
ii) 10% manufacturing while 18% workforce were engaged in service sector.

SOME POSITIVE SIDE-EFFECTS OF THE BRITISH RULE IN INDIA:
1. Provide transport facilities, largely in terms of railway.
2. Development of ports.
3. Provision of post and telegraph service.
4. British Government left a base of a strong and efficient administrative set up.
5. Political and economic unification of the country.
6. Evolution of banking and monetary system.
7. Low impact of Famines/draught, because of roads and railway.
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INDIAN ECONOMY 1950-1990
ECONOMY: An economy is an organisation of economic activities which provide people with the means to
work and earn a living.

Types of Economy
1. Capitalist economy

2. Socialist economy

3. Mixed Economy

In which major economic decisions

In which major economic decisions

In which major economic decisions

are taken by the market forces

are taken by the Government

are taken by the Government

keeping in view the collective

authority as well as market forces.

interest of the society as a whole.

ECONOMIC PLANNING: Means utilization of country’s resources in different development activities in
accordance with national priorities.
Goals of Planning in India
Long - term goals to be achieved over a

Short-term goal to be achieved over a

period of long-term

period of 5 years 20 years

Long Term Goals / Objectives of Planning:
1. Modernisation

-

Adoption of new technology.

2. Self-reliance

-

Reducing dependence on imports.

3. Economic Growth

-

Increase in the aggregate output of Goods & services.

4. Equity

-

Reduction inequality of income or wealth

5. Full employment

-

Situation when all the people in the working age group are
actually engaged in some gainful employment.

Short Term Goals/ Objectives or Objectives of Five-Year Plans:
Short term objectives vary from plan to plan depending on current needs of the country.
For example, first plan (1951-56) focused on higher agricultural production.
while in second plan (1956-61) shifted the focus from agriculture to Industry.
In India growth and equity are the objectives of all the five-year plans. The goal of last five-year 11th plan
(2007-2012) is faster, broad-based and inclusive growth.

AGRICULTURE
Main Features of Indian Agriculture:
1. Low productivity
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2. Disguised unemployment.
3. Dependence on rainfall
4. Traditional inputs
5. Small holdings
6. Outdated or Backward technology.
7. Landlord tenant conflict.
8. Subsistence farming - objective of farmer is to growing crops for his family only not to earn profit.

Problems of Indian Agriculture:
General Problems
2. Subsistence farming

Institutional Problems
Technical Problems
1. land reforms Small and scattered 1. Lack of irrigation facilities.
holdings.
2. Poor implementation of
2. Wrong cropping pattern.

3. Land degradation

land reforms

3. Outdated technique of

4. Social environment.

3. Lack of credit and marketing

production.

5. Crop losses by pest, insect,

facilities.

1. Pressure of population on land

flood, draught, etc.

Reforms in Indian Agriculture:
Institutional Reform/Land reforms

General reforms

Green Revolution

1. Abolition of intermediaries.

1. Expansion irrigation facilities

1. Use of HYV seeds

2. Regulation of rent.

2. Provision of credit

2. Use of domical fertilizers.

3. Consolidation of holdings.

3. Price support policy.

3. Scientific rotation of crops

4. Ceiling on land holdings.

4. Regulated markets and co-

4. Use of insecticides and

operative marketing societies.

pesticide for crop protection
5. Modernized mean of
cultivation.

Achievements of Green Revolution:
1. Rise in production and productivity.
2. Increase in income.
3. Rise in commercial farming.

4. Impact on social revolution– use of new technology HYV seeds, fertilizers etc.
5. Increase in employment.

Failures of Green Revolution:
1. Restricted to limited crops and areas such as two crops wheat & rice growing states like Punjab,
Haryana, U.P and Madhya Pradesh.
2. Partial removal of poverty.
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3. Neglected land reforms.
4. Rise in un employment.
5. Ecological degradation.

INDUSTRY
Role of Industrial Sector in India:
Industrialization is important for an overall growth of a country. Following points highlight the importance of
industry is an economy.
1. Provides employment.
2. Raising people income
3. Promotes regional balance.
4. Leads to modernization.
5. Helps to modernize agriculture.
6. Leads to self-sustainable development
7. High potential for growth.
8. Key to high volume of exports.
9. Growth of civilization.
Industrialization is a pre-condition for the final take-off of an economy.

Industrial Development Since Independence:
Share of industrial sector in the GDP has increased up to 8.3% in the 10th plan. It is expected to be 10.5% in
11th plan.
The following important changes have taken place:
1. Development of infrastructure like power transport, communication, banking & finance, qualified and
skilled human resource.
2. Much progress in the field of research and development.
3. Expansion of public sector
4. Building up of capital goods industry
5. Growth of non-essential consumer goods industries.

Problems of Industrial Development in India:
1. Sectoral imbalances – agriculture & infrastructure have failed to provide the support to industrial.
2. Regional imbalance – restricted to few states.
3. Industrial sickness- which raised the problem of unemployment.
4. Higher cost of industrial product due to lack of healthy competition.
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5. Dependence on the Government – for reduction in tax or duty to make import easier.
6. Poor performance of the public sector
7. Underutilization of capacity.
8. Increasing capital – output ratio

Role of public sector/ Government in Industrial Development:
1. Direct intervention of the state was considered essential in view of the following factors.
2. Lack of capital with the private entrepreneurs.
3. Lack of incentive among the Pvt. Entrepreneurs – low demand due to limited size of the market.
4. Socialistic pattern of society – main aim of Govt. is to generate employment rather than profits.
5. Development of infrastructure.
6. Development of backward areas.
7. To prevent concentration of economic power.
8. To promote import substitution.

INDUSTRIAL POLICY RESOLUTION (IPR) 1956:
Industrial policy is an important instrument through which the govt. regulates the industrial activities in an
economy. The 1956 resolution laid down the following objectives of industrial policy.
1. To accelerate the growth of industrialization.
2. To develop heavy industries.
3. To expand public sector.
4. To reduce disparities in income and wealth.
5. To prevent monopolies and concentration of wealth & income in hand of few person.

Features of industrial policy resolution (IPR) of 1956:
1. New classification of Industries: Industries were classified into 3 schedules:
i)

Schedule-A – 17 industries listed in schedule-A whose future development would be the

responsibility of state.
ii)

Schedule-B – 12 industries were included in schedule-B, which could be established both as

the private and public sector enterprises.
iii)

Schedule-C – other residual industries were left open to private sector.

2. Stress on the role of cottage and small-scale industries.
3. Industrial licensing: Industries in the private sector could be established only through a license
from the government.
4. Industrial concessions – were offered of private entrepreneurs for establishing industry in the
backward regions of the country. Such as tax rebate and concessional rates for power supply.

Address: 1st Floor (Above UNIK Bazar), Safiyabad Road, Narela, Delhi www.commercefoundation.in 9990118467

COMMERCE FOUNDATION INSTITUTE
PRITHVI RAJ CHAUHAN [B.Com(H), M.Com, CA(F), LLB(P)]
SMALL SCALE INDUSTRY (SSI):0056
A small-scale industry is presently defined as the one whose investment does not exceed Rs. 5 crores. But
this limit was Rs.5 lakh in 1950.

Characteristics of SSI or Role of Small-Scale Industries:
1. Labour intensive – employment oriented
2. Self – employment.
3. Less capital intensive.
4. Export promotion.
5. Seed beds for large scale industries.
6. Shows locational flexibility.

Problems of Small-Scale Industries:
1. Difficulty of finance.
2. Shortage of raw material.
3. Difficulty of marketing.
4. Outdated machines & equipment
5. Competition from large scale industries.

FOREIGN TRADE:
At the time of independence raw material was exported from India to Britain in abundance on the other hand
finished goods from Britain were imported into India.
Notably our balance of trade was favorable (exports > imports).
After independence India’s foreign trade recorded a noticeable change such as:
1. Decline in percentage share of agricultural exports.
2. Increase in percentage share of manufactured goods in total exports.
3. Change in direction of export trade and import trade.

TRADE POLICY:
In the first seven five-year plans of India, the trade was commonly called an ‘inward looking’ trade strategy.
This strategy is technically known as ‘import substitution’.
Import substitution: It means substituting imports with domestic production. Imports were protected
by the imposition of tariff and quotas which protect the domestic firms from foreign competition.

Impact of Inward-looking Trade strategy on the domestic industry:
1. It helped to save foreign exchange by reducing import of goods.
2. Created a protected market and large demand for domestically produced goods.
3. Helped to build a strong industrial base in our country which directly lead to economic growth.
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Criticism of import substituting strategy:
1. It did not lead to growth.
2. Lack of competition implied lack of modernisation.
3. Growth of inefficient public monopolies
4. It did not lead to efficiency.

INDUSTRIAL LICENSING:
Licensing is a tool for channelizing scare resources in predetermined priority sector of an economy.
The Industries development and resolution act (IDRA) was enacted in 1951.

Main Objectives of IDRA Act of 1951:
1. Regulation of industrial development in accordance with planned priorities.
2. Avoidance of monopoly
3. Balanced regional development.
4. Prevention of undue competition between large-scale industries and small-scale industries.
5. Optimum utilisation of scare foreign exchange resources.
Under this act the following were applicable.
i)

All the scheduled industries should be registered with the govt.

ii)

A license must be obtained by all the new industries.

iii)

Govt. is authorized to examine the working of any industrial undertaking.

iv)

If the undertaking continued to be mismanaged, govt can take over its management.

Criticism against Industrial Licensing:
1. There was an adhoc system for accepting or rejecting an application for license.
2. The quality of techno economic examination conducted by Director general of technical development
was generally poor.
3. Licensing policy resulted in under-utilization of capacity ln many industries.
4. In reality the policy helped large business houses in accumulating economic power.
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LIBERALIZATIONS, PRIVATIZATIONS & GLOBALIZATIONS
ECONOMIC REFORMS: Economic reforms is a long term multi-dimensional package of various policies
(Liberalization, privatization & Globalization) and programme for speedy growth, efficiency in production and
make a competitive environment. Economic reforms are adopted by Indian Govt. in 1991.

Factor’s responsible for Economic reforms:
1. Fall in foreign exchange reserve.
2. Adverse or deficit balance of payments
3. Mounting fiscal deficit.
4. Rise in prices
5. Failure of public enterprises due to inefficient or ineffective management.
6. Gulf crisis.

NEW ECONOMIC POLICY: It refers to economic reforms introduced since July 1991 to improve
the productivity and profitability of economy and to make it globally competitive.

Measures of New Economic policy:
1. Stabilization measures: These are short run measured. Introduced by Govt to control rise in
price, adverse balance of payment and fall in foreign exchange reserve.
2. Structural adjustment: These are long-run policy and goal of structural reforms is to abolish control,
eliminate bureaucratic hurdles, red-tapism and make the decision-making process efficient and transparent.
In the new economic policy 1991, Structural reforms can be seen with respect to:

I. Liberalization.
I.

II. Privatization

III. Globalization.

LIBERALIZATION: It means removing all unnecessary control and restriction like permits

licenses. protectionist duties quotas etc.

Objectives of liberalization:
1. To decrease debt burden of the country
2. To expand size of the market
3. To increase competition among domestic industries
4. To encourage export and import of goods and services.

Economic reforms under liberalization:
1. Industrial sector reforms
i)

Abolition of Industrial Licensing

ii)

Contraction off Public Sector

iii)

Freedom to Import capital goods
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2. Financial sector reforms.
i)

Reducing various Ratios (SLR, CRR)

iii)

De-regulation of interest rates

ii)

Change in role of RBI from regulator to facilitator

3. Foreign exchange reforms.
i)

Devaluation of rupee

ii)

Market determination of Exchange Rate.

ii)

Removal of Quantitative restrictions

4. Trade and investment reforms.
i)

II.

Reduction in Import and Export duties

PRIVATIZATION: It is the general process of involving the private sector in the ownership or

operation of a state-owned enterprises.

Objectives of Privatization:
1. Raising funds from Disinvestment
2. Improving the financial condition of the govt.
3. Bringing healthy competition within an economy
4. Making Way for Foreign Direct Investment

Policies adopted for privatization:
1. Contraction of public sector.
2. Abolish the ownership of Govt. in the management of public enterprises.
3. Sale of shares of public enterprises.

III. GLOBALIZATION: It may be defined as a process associated with increasing openness
growing economic interdependence and deepening economic integration in the world economy.

Policy promoting Globalization:
1. Increase in equity limit of foreign investment.
2. Partial convertibility.
3. Long term trade policy.
4. Reduction in tariff.

AN APPRAISAL OF LPG POLICIES:
Positive Impact

Negative Impact

1. Increase in foreign investment

1. Neglect of agriculture

2. Consumer sovereignty

2. Unbalanced growth

3. A check of inflation.

3. Increase in urbanization.

4. Increase in domestic product.

4. Ineffective disinvestment policy.

5. Increase in exports.

5. Spread of consumerism.

6. Increase in foreign exchange reserves

6. Increase in competition for domestic industry.
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WORLD TRADE ORGANISATION (WTO):
World Trade Organisation, as an institution was established in 1995. It replaced General Agreement on Trade
and Tariffs (GATT) which was in place since 1946.
The overriding objective of the World Trade Organisation is to help trade flow smoothly, freely, fairly and
predictably; to meet its objective WTO performs the following functions:
1. Administering W.T.O Trade Agreements.
2. Acting as a Forum for trade negotiations.
3. Settling and Handling Trade disputes
4. Monitoring and reviewing national trade policies
5. Assisting the member in trade policies through technical assistance and training programmes
6. Technical assistance and training for developing countries
7. Co-operation with other International Organisation
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POVERTY
POVERTY: Poverty is the inability to fulfill the minimum requirement of life. Like food, clothing, housing
education and health facilities etc.

1. Relative poverty: It refers to poverty of people in comparison to other people, region or nations.
2. Absolute poverty: It refers to total number of people living below the poverty line.
Absolute poverty is measured on the basis of two criteria:
i) Minimum Calories Consumption Criteria: People who are not getting 2400 calories per person
per day in rural areas and 2100 calories in urban area is considered to be living below poverty line.
ii) Minimum Consumption Expenditure Criteria: The new poverty line, thus, translates to a
monthly per capita consumption expenditure of Rs 816 in rural areas and Rs 1,000 in urban areas in 2011-12.

POVERTY LINE: Poverty line refers to that line which express per capita average monthly expenditure
incurred by the people to satisfy their minimum needs.

Chronic Poor: Those people who are always poor and those who are usually poor called chronic poor.
Transient Poor: All those people who are moving in and out of poverty like seasonal workers and occasionally
poor called transient poor or churning poor.

Vicious Circle of Poverty: It refers to a circular state wherein it is absolutely impossible for a household
or a family to break out of poverty without external intervention.

Non-Poor/Rich: Those people who live above poverty line. The ratio between urban and rural area of the
population live below the poverty line has declined since 2000. Still 22% of population is poor and 70% of poor
population live in Uttar-Pradesh, Bihar, Madhya Pradesh, West Bangal and Orisa.

Causes of Poverty:
1. Rapid increase in population

2. Rise in price

3. Low level of National product.

4. Unemployment

5. Low rate of growth

6. Rise in Price.

7. High illiteracy rate

8. Poor state of agriculture

9. High indebtedness

Measures adopted by the Government to remove Poverty:
1. Food for work programme.

2. Sompoorna Gramin Rozgar Yojana.

3. Swarnjayanti Gram Swarozgar Yojna

4. Swarn Jayanti Shahri Rozgar Yojana.

5. Pradhan Mantri Gramodoya Yojana.

6. Mahatma Gandhi National Rural Employment

7. Prime Minister’s Rozgar Yojana

Guarantee Scheme.

Critical evaluation of Poverty alleviation programmes:
1. Lack of Resources

2. Improper Implementation

3. Lack of active participation of poor people

4. Unequal distribution of assets
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HUMAN CAPITAL FORMATION IN INDIA
HUMAN CAPITAL: Human capital refers to the stock of skill, ability, education and knowledge in a nation at a
point of time.

PHYSICAL CAPITAL: refers to assets which themselves have been manufactured and are used for production
of other goods and services.

Difference between PHYSICAL capital and HUMAN capital:
Physical Capital

Human Capital

1. It is tangible.

1. It is intangible.

2. It is separable from its owners.

2. It cannot be separated from its owners.

3. It is perfectly mobile between the countries.

3. Its mobility is restricted by nationality, culture,
4. It creates private benefit as well as social
benefit
5. It though depreciates with ageing but can be

4. It creates only private benefit.
5. It depreciates over time due to constant use
or due to change in technology.

saved by continuous investment in education & health.

HUMAN CAPITAL FORMATION: It is the process of adding to the stock of human capital overtime
through development of abilities and skills among the people of a country.

Sources of Human capital formation:
1. Expenditure on education
2. Expenditure on health
3. On the job training
4. Study programmes for adults
5. Expenditure on Migration and information

HUMAN RESOURCE DEVELOPMENT: It refers to the development of the set of individuals that makes
up the workforce of an organisation, business sector or economy.

Role of Human capital formation in economic growth:
1. Raises production
2. Change in emotional and physical environment of growth.
3. Improves quality of life.
4. Raises life expectancy
5. Innovative skills.
6. Raises social justice and equality
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Problems facing Human capital formation:
1. Rising population
2. High regional and gender inequality
3. Brain drains
4. Insufficient man power planning.
5. Insufficient on the job training in agriculture
6. High poverty levels
7. Low academic standards

EDUCATION: It implies the process of teaching, training and learning especially in schools, colleges, to
improve knowledge and develop skills.

Importance and objectives of education:
1. Education produces good citizens.
2. Education facilitates use of resources in the country.
3. Develops science and technology.
4. Expands mental horizon of the people.
5. Promotes cultural standard of the citizens.
6. Develops human personality.

Problems relating to development of education in India:
1. Large number of illiterates
2. Inadequate vocationalist
3. Gender bias
4. Low rural access level
5. Low government expenditure on education

HUMAN CAPITAL FORMATION IN INDIA:
1. The seventh five-year plan stressed upon the importance of human capital.
2. In India, ministry of education at the center and state level NCERT, (National Council of Educational
Research and Training), UGC (University Grants commission) , AICTE (All India Council of Technical
Education) Regulate the education sector.
3. In India, Ministry of Health at the union and the State level and ICMR (Indian Council of Medical
Research) regulate the health sector.
4. World Bank states that India will become the knowledge economy. Also if India uses its knowledge as
much as Ireland does, than the per capita income will rise $ 3000 by the year 2020.
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Human capital formation raises the process of Economic Growth and economic growth raises the
process of human capital formation
Rise in human capital raise economic growth
Rise in Human Capital

Rise in economic growth raises human capital
Rise in formation
Economic growth

↓

↓

Modern attitude and outlook, better quality of life,
Higher life↓expectancy

Rise in per capita income

More Efficiency

More investment in education & health

↓

↓

More Production

Rise in human capital

↓

↓
More economic growth

EDUCATION SECTOR IN INDIA
1. Elementary education:
i)

Elementary education covers students from class 1 to class 8 (primary and middle) in the age-group of

6 to 14 years. The number of primary and middle school has considerably increased from 2.23 lakhs (in 1950-51)
to 11.92 lakhs (in 2011-12). Near about 97% children in age-group of 6-14 years have been receiving educating in
schools.
ii) Various policies are - Sarva Shiksha Abhiyan, Education Guarantee and alternative and innovative
education, Mid-Day Meal scheme, District Primary education Programme, operation black Board and other
programme.
2. Secondary Education:
i)

As per a survey, number of secondary and senior secondary schools rose to 2.12 lakhs and number

of students getting education at this level rose up to 482 lakhs.
ii) Indira Gandhi National open University gives distance learning.
iii) UGC controls higher education.
3. Higher education:
i)

As per a survey in India near about 665 universities are imparting education at higher level and

number of collages imparting general education is 35829.
ii) Number of students getting higher education is about 130 lakhs.
4. Expansion of Technical Education- 1265 Engineering colleges, 1215 polytechnical institutes, 268
medical colleges, 38 agricultural universities, 390 community polytechnics.
5. National Literacy mission was set up in 1988 its movement is “Education for all”.
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RURAL DEVELOPMENT
RURAL DEVELOPMENT: It is an action plan for the economic and social upliftment of rural areas.
Objectives of rural development:
1. Increasing productivity of agricultural sector.
2. Generating alternative means of livelihood in rural sector.
3. Promoting education and health facilities in the rural areas.

Key issues in Rural Development:
1. A robust system of rural credit.
2. A system of marketing that ensures remunerative price to the farmer for his produce.
3. Diversification of crops that reduces risks of production and induces commercialization of forming.
4. Diversification of production activity with a view to find alternative means of sustainable living other
than crop- cultivation.
5. Promotion of organic farming with a view to make crop cultivation environmentally friendly as well as a
sustainable process over a long period of time.

RURAL CREDIT: It means credit for the farming families.
Sources of rural credit in India:
1. Non- institutional sources are money lenders, traders and commission agents, landlord, relatives
and friends.
2. Institutional sources are as follows –
i) Co-operative credit societies.
ii) Commercial Banks and Land Development Banks
iii) Regional R u r a l banks
iv) NABARD (National Bank for Agriculture and Rural Development.)

AGRICULTURAL MARKETING: I t includes gathering the produce after harvesting, processing the
produce, grading the produce according to its quality, packaging the produce according to preferences of
buyers, storing the produce for future sale and selling the produce when price lucrative.

Defects of agricultural marketing and Problems faced by Farmers:
1. Inadequate ware houses and storage facilities
2. Multiplicity of middlemen
3. Malpractices in unregulated markets.
4. Lack of Adequate finance
5. Inadequate means of transport and communication.
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Measures adopted by the government to improve marketing system:
1. Regulated markets.
2. Co-operative agricultural marketing societies
3. Provision of warehousing facilities
4. Subsidized transport.
5. Spread of marketing information.
6. Buffer stocks and PDS (Public Distribution System)

Diversification in Agriculture Activities: It has two aspects.
1. Diversification of crop production refers to a system of multiple cropping rather than mono cropping
It has two advantages:
i) It lowers the risk of farming on account of failure of monsoon
ii) It enhances the scope for commercialization of farming.
2. Diversification of productive activities implies a shift from crop- farming to non-farming areas of
employment. Non-farm areas of employment includei) Animal husbandry
ii) Fisheries
iii) Horticulture
iv) Cottage and household industry
v) Information technology - every village a knowledge center.
It has following advantages:
i) Reduce the risk from agriculture sector.
ii) Provide ecological balance.
iii) Provide sustainable livelihood option to people living in village

ORGANIC FARMING: It is a system of farming that maintains, enhances and restores the ecological
balance. It helps in sustainable, development in the agricultural sector, In organic forming, farmers use
organic manures, bio-fertilizers and organic pesticides.

Advantages of organic farming:
1. Inexpensive process
2. Generates income
3. Provide Healthy food.
4. Solves unemployment problem.
5. Environment friendly.
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Limitation of Organic farming:
1. Yields from organic farming is less than modern agricultural farming in initial years.
2. Organic produce has shorter shelf life than sprayed produce.
3. Choice in production of off-season crops is quite limited in organic farming.
i)

Organic farming involves Labour - intensive process of production of Labour so India has

comparative advantage in organic farming.

Operation Flood (WHITE REVOLUTION): It is a system of milk co-operatives, launched in 1966. This
system emphasized the pooling of milk by farmers through co-operatives societies. This increased the
quantum of sale as well the market value of product. The production in milk increased four-fold.
This system if commonly called Operation flood.

Non-farm sector: It refers to jobs in govt. manufacturing, services, construction, mining, retail, etc.
Labour intensive Process: It refers to the process or industry that requires a large amount of labour to
produce its goods.
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EMPLOYMENT: GROWTH INFORMALIZATION & OTHER ISSUES
WORK: It plays an important role in our lives, as individuals and as members of society.
Worker: is an individual, who is involved in some productive activity, to earn a living,
Economic Activity: It refers to the activity performed by people to earn the living. The main three types of
economic activities are consumption, production and distribution.

Production activity: It refers to all those activities which are under taken to produce goods and services
for generation of income.

Labour force: All persons, who are working (have a job) and those are not working but able to work and willing
to work at the existing wage rate constitute Labour force.
Labour Force = Persons working + persons seeking and / or available for work.

Work force: The number of persons, who are actually employed at a particular time are known as workforce,
it includes all those persons who are actually engaged in productive activities.

Work Force Participation Rate (Ratio): It is measured as the ratio between workforce and total
population of a country.
WFPR= Workforce/Total Population*100

Labour supply: It refers to amount of Labour that people are willing to offer corresponding to a particular
wage rate.

TYPES OF WORKER:
1. Self-employed

2. Hired workers

3. Casual Workers

4. Regular Workers

The worker who own and

Those people who are

Those people, who are not When a worker is engaged

operate an enterprise to

hired by others and are

hired by their employers

earn their livelihood are

paid wages or salaries as a on regular/permanent

known as self-employed.

reward for their services basis and do not get social her wages on a regular
are called hired workers.

by someone or by an
enterprise and paid his or

security benefits are said basis, they are known to as
to be casual workers.

regular salaried employees
or regular workers.

Jobless Growth: It is defined as a situation where GDP grows faster than the employment
opportunities resulting in unemployment.

Casualization and informalization of employment: Casualization refers to a situation when the
percentage of casually hired workers in the total workforce tends to rise over time.

Informalization: refers to a situation when people tend to find employment more in informal sector of the
economy, and less in formal sector of the economy.

UNEMPLOYMENT: It is a situation where a person is ready and willing to work at the prevailing wage-rate
but doesn’t get work.

Address: 1st Floor (Above UNIK Bazar), Safiyabad Road, Narela, Delhi www.commercefoundation.in 9990118467

COMMERCE FOUNDATION INSTITUTE
PRITHVI RAJ CHAUHAN [B.Com(H), M.Com, CA(F), LLB(P)]
Unemployment Rate: It is calculated as percentage of labour force who are unemployed, not as percentage
of total population.

TYPES OF UNEMPLOYMENT:
1. Rural unemployment

2. Other type of unemployment

3. Urban Unemployment

i) Seasonal Unemployment

i) Open

i) Industrial Unemployment

ii) Disguised Unemployment

ii) Frictional

ii) Educated Unemployment

iii) Structural

iii)Technological Unemployment

iv) Cyclical

Seasonal Unemployment: It refers to a situation where a number of person that are not able to find a job
in a particular season.

Disguised unemployment: is a kind of unemployment in which some people look like being employed but are
actually not employed fully. This situation is also known as Hidden Unemployment. In such a situation more
people are engaged in a work than required. In other words it refers to a situation of employment with
surplus manpower in which some workers have zero marginal productivity. For example, in rural areas, this
type of unemployment is generally found in agricultural sector.

Open Unemployment: It refers to that situation wherein the worker is willing to work and has the
necessary ability to work yet he does not get work and remains unemployed for full time.

Frictional unemployment: It is defined as the unemployment that occur because of people moving or
changing occupations.

Structural unemployment: It is defined as unemployment arising from technical change like automation,
or from changes in the composition of output due to variations in the types of products people demand.

Cyclical unemployment: It is defined as workers losing their jobs due to business cycle fluctuations in
output, i.e. normal up & down movements in the economy as it cycles through booms and recessions over time.

Educated Unemployment: Among the educated people, apart from open unemployment, many are underemployed because their qualification does not match the job. Faulty education system, mass output,
preference for white collar jobs, lack of employable skills and dwindling formal salaried jobs are mainly
responsible for unemployment among educated youths in India. Educated unemployment may be either open
or underemployment.

Technological Unemployment: A somewhat structural unemployment may take place in an economy as a
result of technological improvement. Such unemployment may be described as technological unemployment.
Due to the introduction of new machinery, improvement in methods of production, labor-saving devices etc.,
some workers tend to be replaced by machines.
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CAUSES of Unemployment:
1. Slow rate of economic growth
2. Population explosion
3. Underdeveloped agriculture
4. Defective educational system
5. Slow growth of Industry
6. Decline of collage and small industry.
7. Faulty planning
8. Inadequate employment planning.
9. Low capital formation.

Remedial measures for Unemployment:
1. Accelerating growth rate of GDP
2. Control of population growth
3. Development to small scale enterprises.
4. Encouragement in infrastructure.
5. Special employment programmes.
6. Rapid industrialisation.

Special programmes to fight poverty and unemployment:
1. Mahatma Gandhi National Rural Employment Guarantee Act (MNREGA)
2. Swarnjyanti sahari Rozgar yojna.
3. Swarnjyanti Gram Swarozgaar yojna.
4. Pradhan Mantri Gramodaya Rozgar yojna.
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INFRASTRUCTURE
INFRASTRUCTURE: Infrastructure refers to all such activities, services and facilities, which are needed
to provide different kinds of services in an economy.
It contributes to economic development of a country both by raising the productivity of factors of
production and improving the quality of life of its people.
It provides supporting services in the main areas of industrial and agricultural production, domestic and foreign
trade and commerce.

Types of Infrastructure:
Economic Infrastructure

Social Infrastructure

1. Transport

1. Education

2. Power

2. Health

3. Communication

3. Housing

4. Irrigation & watershed management

4. Civic Amenities

5. Science and Technology

5. Law and Order etc.

6. Financial Institutions

Difference between ECONOMIC and SOCIAL Infrastructure:
Economic Infrastructure
Social Infrastructure
1. It helps economic system from
outside(indirectly)
2. It improves quality of human resource.

1. It helps economic system from inside(directly)

3. For ex-Health, Education and housing

3. For ex- Energy, Transport and communication

2. It improves the quality of economic resource.

Importance of Infrastructure:
1. Raises productivity
2. Provides employment
3. Induces foreign investments
4. Raises ability of work
5. Facilitates out sourcing
6. Raises economic development
7. Raises size of the market

The state of Infrastructure in India:
1. India invests only 34% percent of its GDP on infrastructure, which is far below that of china and India
needs to boost its infrastructure investment.
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2. With government, private sector in joint partnership with the public sector is also playing on very
important role in the infrastructure development.
3. India needs to develop its infrastructure specially in the area of rural energy requirement, water,
basic amenities and sanitation.

ENERGY: Energy is an important input for most of the production processes and consumption activities.
Sources of Energy:
1. Commercial sources are coal, petroleum and electricity.
2. Non- commercial sources of energy are firewood agricultural waste and dried dung. Conventional sources
of energy include both commercial non-commercial sources of energy example, national gas, petroleum etc.
3. Non- conventional sources of energy are renewable resources of energy like biomass, solar energy,
wind energy, tidal energy, etc.

Consumption pattern of Commercial Energy:
1. At present, commercial energy consumption is 65 percent of total energy consumed in India.
2. Coal has the largest share of 55 percent, followed by oil at 31 percent, natural gas at 11 percent and
hydro energy at 3 percent.
3. Non- commercial energy sources account for over 30 percent of the total energy consumption.
4. Power/ electricity: The most visible form of energy, which is often identified with progress in modern
civilization is power/ electricity.

Different Sources of Energy
Thermal 70%

Hydro 28%

Wind Power Nuclear 2%

Some challenges in the power sector:
1. Insufficient installed capacity
2. Under utilisation of capacity
3. Losses incurred by State Electricity Boards(SEBs)
4. Uncertain role of private sector
5. Public unrest
6. Shortage of raw materials
7. Transmission and distribution losses.
8. Operational inefficiency

Measures to meet challenges facing the power sector:
1. Reduce transmission and distribution losses.

Address: 1st Floor (Above UNIK Bazar), Safiyabad Road, Narela, Delhi www.commercefoundation.in 9990118467

COMMERCE FOUNDATION INSTITUTE
PRITHVI RAJ CHAUHAN [B.Com(H), M.Com, CA(F), LLB(P)]
2. Improve plant load factor
3. Promote the use of CFLs to conserve energy
4. Encourage private sector participation
5. Hydel and wind energy sources
6. National Grid
7. Bio gas generation programmes.
8. Atomic energy

HEALTH: Health is not only absence of disease but also the ability to realise one’s potential. It’s a yardstick
of one’s well-being. Health is the holistic process related to the overall growth and development of nation.

State of Health infrastructure:
1. There has been significant expansion in physical provision of health services and improvements in
health indicators since independence.
2. Public health system and facilities are not sufficient for bulk of the population.
3. There is a wide gap between rural urban areas and between poor and rich in utilising health care
facilities.
4. Women’s health across the country has become a matter of great concern with reports of increasing
cases of female feticide and mortality.
5. Regulated private sector health services can improve. The situation and at the same time, NGOs and
community participation are very important in providing health care facilities and reading health awareness.
6. Indian system of medicine (ISDM) AYUSH (Ayurveda, yoga and naturopathy, unani, siddha, homeopathy
needs to be explored.
7. At the village level, a variety of hospitals known as Primary Health Centers (PHCs) have been set.

India's Health Infrastructure and Healthcare is made up of a three-tier system:
Primary Healthcare: It includes

I.

1. Maternal and child health care
2. Promotion of health and provision of essential drugs
3. Immunization
4. Educating the people about identifying, preventing and controlling diseases.
II.

Secondary Healthcare: Health care institute having better facilities for surgery, x-ray, ECG

are called Secondary Healthcare institutes. Patients are referred here when their condition is not managed
by PHC.
III.

Tertiary Healthcare: In this sector, there are the hospitals which have advanced level

equipment and medicines and undertake all the complicated health problems. which could not be managed by
primary and secondary hospitals.
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Expansion of health infrastructure has resulted in the eradication of small pox, guinea worms
and the near eradication of polio and leprosy.
Development of health Services in India:
1. Decline in Death Rate
2. Rise in expectancy of life
3. Decline in Infant Mortality Rate
4. Control over Deadly Diseases.

Health as an Emerging Challenge:
1. Unequal distribution of health care services.
2. Increasing privatization of health services.
3. Poor sanitation Level.
4. Poor upkeep and maintenance of govt. health centers and poor management.

INDIAN SYSTEMS OF MEDICINE (ISM):
India has its own well-developed alternate system of health care, namely: AYUSH, consisting of six systems
Ayurveda, Yoga, Unani, Siddha, Naturopathy and Homeopathy.

Indicators of Health and Health Infrastructure:
India is second largest populated country in the world. But health status in India is far from satisfactory as
compared to China and others. Indicators of Health in India in comparison with other countries, 2014-2015.

Indicator

India

China

USA Sri Lanka

Infant mortality rate

38

9

6

8

Under-5 mortality

48

11

7

10

Birth by skilled attendants (% of total)

74

100

99

99

Infant immunized (DTP) (%)

87

99

95

99

Women Health
Women constitute about half the total population in India. They suffer any disadvantage compared to men, in
the areas of education, participation in economic activities and health care.
● The child sex ratio declined from 927 in 2001 to 914 in 2011. It indicates growing female foeticide.
● Around 3 lakh girls below 15 years of age are not only married but have already borne children at-least once
● More than 50% of married women between the age group of 15 to 49 have anemia caused by iron deficiency.
● Abortions are also a major cause of maternal morbidity and mortality in India.

Infrastructure: Essential for Economic Development
i) In last 6 decades, India has made considerable progress in building the infrastructure.
ii) Many parts of rural India are yet to get good roads, telecommunication, electricity, schools and hospitals.
iii) As India is moving towards modernization, there is an increasing demand for quality infrastructure.
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ENVIRONMENT AND SUSTAINABLE DEVELOPMENT
ENVIRONMENT: Environment is defined as the total planetary inheritance and the totality of all
resources. It includes all the biotic and abiotic elements that influence each other.
i) Biotic elements: All living elements - the birds, animals and plants, forests etc. - are biotic elements.
ii) Abiotic elements: It include non-living elements like air, water, land, rocks and sunlight etc.

Functions of the Environment:
1. Environment supplies resources (both renewable and non- renewable resources) for production.
2. Environment assimilates waste.
3. Environment sustains life.
4. Environment enhances quality of life.
The environment is able to perform these functions without any interruption as long as demand on these
functions is within it carrying capacity.

Carrying capacity implies two things:
1. Resource extraction should remain below the rate of resource regeneration.
2. Generation of wastes should remain within the absorption capacity of the environment.
3. If these two conditions are not fulfilled, then environmental crises occur.
4. Absorptive capacity of the environment means the ability of the environment to absorb degradation.

Reasons for environmental crisis:
1. Population explosion and advent of industrial revolution.
2. The intensive and extensive extraction of both renewable and non- renewable resources.
3. The affluent consumption and production standards of developed countries.
4. The development process has polluted the atmosphere and there is decline in air and water quality.

Renewable resources: Renewable resources are those which can be used without the possibility of the
resource becoming depleted or exhausted. That is, a continuous supply of resource remains available for e.g.
trees in forest and the fishes in the oceans.

Non-renewable resources: Non-renewable resources are those which get exhausted with extraction and
use. e.g. fossil fuel.

Two basic problems related to environment:
1. Problem of pollution.
2. Problem of excessive exploitation of natural resources, or degradation of natural resources.

POLLUTION: Pollution is contamination of useful things such as air, water, land etc. with undesirable or
harmful materials like foul gases, smoke, poisonous chemicals, etc.
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Major forms of pollution:
1. Air pollution
2. Water Pollution
3. Noise Pollution
4. Land Pollution

GLOBAL WARMING: It is a gradual increase in the average temperature of the earth’s lower atmosphere
and oceans.
Global warming is caused by man-made increase in carbon dioxide (CO2) and other greenhouse gases through
the burning of fossil fuels and deforestation.

Long term results of global warming:
1. Melting of polar ice with a resulting rise in sea level and coastal flooding.
2. Extinction of species as ecological niches disappear
3. More frequent tropical storms.
4. An increased incidence of tropical diseases.

OZONE DEPLETION: It refers to reduction in the amount of Ozone (a protective layer) in stratosphere.
The problem of Ozone depletion is caused by high levels of CFC used as cooling substances in air conditioners
and refrigerators.
As a result of depletion of the ozone layer, more ultra violet (UV) radiation comes to earth and causes
damage to living organism.
The threat to India’s environment poses a dichotomy - threat of poverty - induced environmental degradation
and, at the same time, threat of pollution from affluence and a rapidly growing industrial sector.
Air Pollution, water contamination, soil erosion, deforestation and wildlife extinction are some of the
most pressing environmental concerns of India.

THE PRIORITY ISSUES IDENTIFIED IN INDIA ARE:
1. Land degradation
2. Biodiversity loss
3. Air pollution with special reference to vehicular pollution in urban cities.
4. Management of fresh water.
5. Solid waste management.

LAND DEGRADATION: It refers to a decline in the overall quality of soil, water or vegetation condition,
commonly caused by human activities.

Factors responsible for land degradation:
1. Loss of vegetation occurring due to deforestation.
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2. Forest fires and over grazing.
3. Improper crop rotation.
4. Encroachment into forest lands.
5. Shifting cultivation.
6. Indiscriminate use of agro-chemicals such as fertilizers and pesticides.
7. Improper planning and management of irrigation systems.
8. Extraction of ground water in excess of the recharge capacity.
9. Poverty of the agriculture - dependent people.
10.

Non-adoption of adequate soil conservation measures.

CHIPKO AND APPIKO: movements are related to protect forests.
In order to address two major environmental concerns in India, viz, water and air pollution, the government
set up the central pollution control board (CPCB) in 1974. Board investigate, collect and disseminate
information relating to water, air and pollution, lay down standards of sewage/trade effluent and emissions.

Pollution Control Boards: In order to address water and air pollution in India, the government set up the
Central Pollution Control Board (CPCB) in 1974.

Functions of the Contral Board at the National Level:
1. Advise the Central Government on any matter concerning prevention and control of water and air
pollution and improvement of the quality of air.
2. Plan and cause to be executed a nation-wide programme for the prevention, control or abatement of
water and air pollution;
3. Co-ordinate the activities of the State Board and resolve disputes among them;
4. Provide technical assistance and guidance to the State Boards, carry out and sponsor investigation and
research relating to problems of water and air pollution, and for their prevention, control or abatement;
5. Plan and organised training of persons engaged in programme on the prevention, control or abatement
of water and air pollution;
6. Organise through mass media, a comprehensive mass awareness programme on the prevention, control
or abatement of water and air pollution;
7. Collect, compile and publish technical and statistical data relating to water and air pollution and the
measures devised for their effective prevention, control or abatement;
8. Prepare manuals, codes and guidelines relating to treatment and disposal of sewage and trade
effluents as well as for stack gas cleaning devices, stacks & ducts.
9. Disseminate information in respect of matters relating to water & air pollution and their prevention.
10.

Lay down, modify or annul, in consultation with the State Governments concerned, standards

for stream or well, and lay down standards for quality of air;
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India’s rapid economic development has made us aware of two realities:
1. Economic development has lifted millions out from poverty.
2. Economic development has been accompanied by accelerated depletion of natural resources
and rapid deterioration in environment quality.

SUSTAINABLE DEVELOPMENT: It is that process of development which meets the needs of present
generation without reducing the ability of future generation to meet their own needs.

Main features of sustainable development:
1. Sustained rise in Real per Capita Income and Economic welfare.
2. Rational use of natural resources.
3. No reduction in the ability of the future generation to fulfill their own needs.
4. No increase in pollution.

To achieve sustainable development, the following needs to be done:
1. Limiting the human population
2. Technological progress should be input efficient and not input- consuming.
3. Renewable resources should be extracted on a sustainable basis, that is, the rate of extraction should
not exceed rate of regeneration.
4. For non-renewable resources rate of depletion should not exceed the rate of creation of renewable
substitutes.
5. Inefficiencies arising from pollution should be corrected.

Strategies for Sustainable Development:
1. Use of non-conventional sources of energy.
2. Use of cleaner fuels like LPG, Gobargas in rural areas and CNG in Urban areas.
3. Use of Solar energy and wind power.
4. Shift to organic farming
5. Recycle the wastes
6. Public means of transport.
7. Traditional knowledge and practices.
8. Establishment of Mini-Hydel plants.
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DEVELOPMENT EXPERIENCE OF INDIA A COMPARISON
WITH NEIGHBOURS
DEVELOPMENT PATH OF INDIA, PAKISTAN AND CHINA:
1. All the three countries started their developmental 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 initiated in China in 1978, in Pakistan in 1988 and in India in 1991.

DEVELOPMENT STRATEGY:
I.

CHINA

1. After the establishment of People’s Republic of China under one- party rule, all the critical sectors of
economy, enterprises and lands owned and operated by individuals, were brought under government control.
2. A programme named ‘The Great Leap Forward (GLF) campaign was initiated in 1958, which aimed at
industrializing the country on a massive scale. People were encouraged to set up industries in their backyards.
3. 1965, Mao Tse Tung introduced the ‘Great Proletarian Cultural Revolution (1966-1976)’, under which
students and professionals were sent to work and learn from the countryside.
4. In rural areas, communes were started, under which people collectively cultivated lands.
5. Reforms were introduced in China in 1978 in different phases.
i)

In the initial phase, reforms were initiated in agriculture, foreign trade and investment sectors.

ii)

In the later phase, reforms were initiated in the industrial sector.

6. The reforms process also involved dual pricing. This means fixing the prices in two ways;
i)

Farmers and industrial units were required to buy and sell fixed quantities of raw materials and
products on the basis of prices fixed by the government and

ii) Rest were purchased and sold at market prices.
7. In order to attract foreign investors, Special Economic Zones (SEZ) were set up.

II.

PAKISTAN

1. Pakistan followed the mixed economy model with co-existence of public and private sectors.
2. Pakistan Introduced tariff protection for manufacturing of consumer goods, together with direct import
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controls on competing imports.
3. The introduction of Green Revolution and increase in public investment in infrastructure in select
areas, led to a rise in the production of food grains.
4. In 1970’s, Capital goods industries were nationalised.
5. In 1988, structural reforms were introduced. Major thrust areas were denational is action and
encouragement to private sector.
6. Pakistan also received financial support from western nations and remittances from emigrants to
the Middle East countries. This helped the country in stimulating economic growth.

III. INDIA
After Independence, India has adopted mixed economy as economic developmental strategy. Both public and
private sector co-exist side by side in order to achieve rapid economic growth.

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.

2. Private sector was allotted to establish industries subject to control and regulations in form of law.
3. 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).

4. Public sector was given importance in order to eliminate poverty, unemployment etc.
5. Public sector contributed to the industrialization of the economy. It also helped Indian economy to
achieve a considerable degree of self-sufficiency.

COMPARATIVE STUDY - INDIA, PAKISTAN AND CHINA:
I.

Demographic Indicators:

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 146 persons
per sq. km, 245 persons per sq. km and 441 persons per sq. km.
3. Population growth is highest in Pakistan 2.1% followed by India 1.2% and China 0.5%. One-child norm
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.
4. There is strong son- preference prevailing in all 3 countries that’s why the sex ratio is low and biased.
In India 929 females per 1000 males, in china 941 per 1000 males, and in Pakistan 947 per 1000 males.
5. The Fertility rate is lowest in China 1.6, very high in Pakistan 3.7 and in India 2.3 births per woman.
6. Urbanisation is high in China 56% with Pakistan is 39% and in India is 33% people living in urban area.
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II.

Gross Domestic Product (GDP) and Sectors:

1. China has the second largest GDP (PPP) of $19.8 trillion whereas India’s GDP (PPP) is $ 8.07 trillion and
Pakistan’s GDP is roughly about 12 % of India’s GDP.
2. In 1980s Pakistan with 6.3% was ahead of India 5.7% in GDP growth rate. China was having double
digit 10.3% growth rate.
3. In 1990s there is a marginal rise in India’s growth rate and a marginal decline in China’s growth rate but a
drastic decline in Pakistan’s growth rate. Some Scholars hold the reform process introduced in 1988 in
Pakistan and Political instability as the reason behind this trend.
4. In India, China and Pakistan in the year 2014-15 workforce engaged in agriculture were 50%, 28% and
43% respectively, and its contribution to GDP was 17%, 9% and 25% respectively.
5. In china, manufacturing contributes the highest to GDP at 53% whereas in India and Pakistan, it is the
service sector which contributes the highest (more than 50% of GDP)
6. 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.
7. In the 1980s, India, China and Pakistan employed 17%, 12% and 27% of its workforce in the service
sector respectively. In 2014-15, It reached the level of 29%, 43% and 34% respectively.
8. 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.

III. Human development indicators:
1. People below the poverty line are 37%, 32% and 44% for India, China and Pakistan respectively.
2. Maternal mortality rate are 174, 27 and 178 for India, China and Pakistan respectively.
3. China has highest life expectancy of 76 years and in India 68.3 years and in Pakistan 66.4 years.
4. India and Pakistan are ahead of China in providing improved water sources.
5. China has highest GDP per capita of USD 14,400 and just USD 6092 in India USD 4866 in Pakistan.
In most areas of human development, China has performed better than India and Pakistan.

CONCLUSION:
I.

INDIA

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 25% of its population that lives below poverty line.
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II.

PAKISTAN

Pakistan has performed poorly. The reasons for the slowdown of growth and re-emergence 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.

III. CHINA
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 losing
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.
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DEMONETIZATION
What is Demonetization?
Answer: Demonetization is a process of stripping a currency unit of its status as a legal tender.
In simple words, when the Government demonetized the 500 and 1000 rupees notes, they were no longer valid
as legal currency from 08th November 2016. Usually, a new currency replaces the old currency.

Why did the Government demonetize 500 and 1000 notes in 2016?
Answer: The Government made many claims with respect to the objectives and outcomes of the demonetization
scheme in 2016. These were:
1. It will plug financing to terrorists
2. It will help unearth black money
3. The unearthed black money will also expand the fiscal space of the government
4. It will help reduce interest rates in the banking system
5. It will help formalize India’s informal economy, reduce the extent of cash transactions, and help in the
creation of a less-cash economy. The government offered several incentives to induce people to use digital
transactions too.

What are the Possible Benefits of Demonetization?
Answer:
1. Increased Savings– When currency is demonetized, people tend to deposit their cash with a bank and
store
less physical currency at home. This helps them save more.
2. Lower lending rates– With currency demonetization, money moves from people to banks and financial
institutions. Therefore, there is a better circulation of money. Further, banks and financial institutions have a
lower cost of funds which translates into lower lending rates.
3. Better economy– Since demonetization induces people to deposit their cash with the banks, there is
a higher circulation of money in the economy. The government receives more taxes and can
undertake more development projects. Eventually, this leads to a better-performing economy.
4. Curbing anti-social activities– Usually, anti-social elements like smugglers or terrorists use cash as
a mode of transaction. When the government decided to demonetize 500 and 1000 rupees notes, they were
the highest denomination notes in circulation. By demonetizing them, the government forced these anti- social
units to find ways to get rid of the old notes. This allowed the government an opportunity to get a better
control over the unaccounted money in the economy.
5. Reducing counterfeit currency notes– During demonetization, people deposit all old notes with banks
who check if the notes are genuine or counterfeit before accepting them. Therefore, this allows the
government to weed out counterfeit notes circulating in the market.
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How many times were currency notes demonetized in India and when?
Answer: Currency notes were demonetized on three occasions in India:
1. In 1946, when the RBI demonetized Rs, 1,000 and Rs, 10,000 notes
2. In 1978, when the Government demonetized Rs, 1,000, Rs. 5,000, and Rs. 10,000 notes
3. In 2016, when the Government demonetized Rs. 500 and Rs. 1,000 notes.

Explain Impact of Demonetization on Indian economy?
Answer: In a country where 85% of transactions take place by cash, cancelling the legal tender character
of two high denomination banknotes arises a lot of questions.
The service sector in the country that depends mostly on cash transactions will be adversely hit
because of Demonetisation. Not to mention, the consumption activity of India has come to a screeching halt.
This drop-in economic activity could last for a few months and as a result, GDP could fall significantly from
the previous year’s values.
Even as country faces the greatest financial crunch of all times, some analysts predict the economic
conditions to stabilize in a few quarters.
Deutsche bank and Goldman Sachs expect India to join the list of the fastest growing economies by next
fiscal year.
Economists also predict that the decision to scrap high-value currency notes will lead to GDP growth by 2%.
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GST
What is GST?
Answer: GST is an Indirect Tax which has replaced many Indirect Taxes in India. The Goods and Service
Tax Act was passed in the Parliament on 29th March 2017.
The Act came into effect on 1st July 2017; Goods & Services Tax Law in India is a comprehensive, multistage, destination-based tax that is levied on every value addition. Goods and Service Tax (GST) is an
indirect tax levied on the supply of goods and services. This law has replaced many indirect tax laws that
previously existed in India.
GST is one indirect tax for the entire country.
Under the GST regime, the tax is levied at every point of sale.
In the case of intra-state sales, Central GST and State GST are charged. Inter-state sales are chargeable
to Integrated GST.

What are the Advantages of GST?
Answer:
1. Reduction in multiplicity of taxes
2. Mitigation of cascading/ double taxation
3. Development of common national market
4. Fewer rates and exemptions
5. Distinction between Goods & Services no longer required
6. Transparency in taxation system
7. Reduction in prices of goods & services due to elimination of cascading

What are the components of GST?
Answer: There are 3 taxes applicable under this system: CGST, SGST & IGST.
CGST: Collected by Central Govt. on an intra-state sale (e.g. transaction happening within Delhi)
SGST: Collected by State Govt. on an intra-state sale (Eg: transaction happening within Delhi)
IGST: Collected by Central Govt. for inter-state sale (Eg: Delhi to Haryana)

What were the Tax Laws before GST?
Answer: In the earlier indirect tax regime, there were many indirect taxes levied by both state and centre.
States mainly collected taxes in the form of Value Added Tax (VAT) and Central State Tax (CST). Every
state had a different set of rules and regulations.
The following is the list of indirect taxes in the pre-GST regime:
Additional Duties of
Central Excise Duty
State VAT
Luxury Tax
Customs
Duties of Excise
Cess
Central Sales Tax
Purchase Tax
Advertisement Tax

Special Additional Duty
Gambling Tax
Additional Duties of
Entertainment Tax
Lottery Tax
Excise
CGST, SGST, and IGST has replaced all the above taxes.

Entry Tax
Service Tax
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What is the Importance of GST in Indian Economy?
Answer:
GST Regime: GST is one of the biggest indirect tax reforms in the country. GST is expected to bring
together state economies and improve overall economic growth of the nation.
GST is a comprehensive indirect tax levy on manufacture, sale and consumption of goods as well as services
at the national level. It will replace all indirect taxes levied on goods and services.
There are around 160 countries in the world that have GST in place. GST is a destination based taxed where
the tax is collected by the State where goods are consumed. India is going to implement the GST from July 1
2017 and it has adopted the Dual GST model in which both States and Central levies tax on Goods or services
or both.
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