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 Introductory Macro Economics  Class XII (2020-21) 


  
   



Introduction: 
The term “MACRO” is derived from the Greek word MAKOS—which 
 means large. In the context of Macro economics it means economy as a whole.  

  


Definition: MACRO Economics is defined as that branch of economics which studies 
 economic issues and economics problems at the level of an economy as a whole. It is 
 also called. Theory of income and employment.   


  


Examples:    


➢  Employment level of an economy.  


➢  Problem of prize rise in economy.  


➢  Demands of all  goods and services in an economy  
   


  


Difference between Microeconomics  and Macroeconomics  
   


01.  


  


Meaning   Studies  the  individual 
 economic Unit of economy  


Studies the economy as a 
 whole  


02.   Central issues   Allocation  of  resources  and 
 price determination  


Determination  of  overall 
 level of output and  


employment  
 03.   Economic 


variables  


Uses  micro  economic 
 variables  like  consumer’s 
 demand,  producer’s  supply 
 etc  


Uses  macro  economic 
 variables  like  aggregate 
 demand and aggregate  
 supply   


04.   Deal with   Individual  income,  individual 
 prices, individual output  


Deals  with  aggregate 
 national  income,  national 
 output, general price level  
 05.   Theory   It is called price theory   It is called income theory  
 06.   Methods   of  


study   


Partial equilibrium analysis  
 (Equilibrium in one market, no 
 change in other markets)  


General  equilibrium 
 analysis (simultaneous  
 equilibrium in all markets)  
 07.   Assumptions    All   macro   variables 


are constant  


All micro variables are 
 constant  


  


Some Basic concepts of Macroeconomics  
   


1.  Classification  of  goods:  -  Countless  numbers  of  goods  are  produced  and 
consumed in the economy. Different goods show different characteristics.  
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Broadly, goods are classified in two categories.   


  


i.  Final Goods and intermediate goods,  and   
   


ii.  Consumption   Goods and Capital Goods.  


  


➢  Final Goods are those goods which crossed the boundary line of 
 production and are ready for use by their final users.  


➢  Final users are  Consumers and Producers   


➢  Final  Consumptions  goods  are  those  goods  which  are  ready  to 
 use  by  their  final  users  and  consumers  are  their  final  users  for 
 example bread and butter.  


➢  Final producer goods are those goods which are ready for use by 
 their final users,  producers are their final users for example  
 Tractors and Harvesters, as used by the farmers  


➢  Expenditure on final consumer goods by the households is called 
 consumption expenditure.  


➢  Expenditure  on  final  producer  goods  by  producer  is  called 
 investment expenditure .  


  
   


      Expenditure on final goods =Consumption Exp. +Investment Exp.  


  


       Intermediate Goods:- Intermediates goods are those goods:  


   


a.  Which  have  yet  not  crossed  the  boundary  line  of 
 production.  


b.  Value is still to be added to those goods  


c.  Which are yet not ready for use by their final users.  


  
   


Expenditure  on  intermediate  goods  by  producers  during  and 
 accounting  year  is  called  intermediate  consumption  or 
 intermediate cost.  


  
   


ii.       Consumption Goods / Consumer Goods : Consumers goods are those 
 goods  which  are  directly  used    for  satisfaction  of  human  wants  . 
 These are classified in four categories:  


  


a.  Durable goods   
 b.  Semi durable goods  
 c.  Non durable goods  


d.  Non material goods or services  
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    Capital Goods:   Capital goods are fixed assets  of the producers for     
 example. These goods are used in the process of production for several 
 years. And are of high value. Use of these goods leads to depreciation 
 (Loss of value of fixed assets when these are repeatedly use- like Plant 
 and Machinery)  


  
   
   


2.  CONCEPT  AND COMPONENTS OF CONSUMPTION EXPENDITURE   
   


In  macro  economics,  consumption  and  expenditure  refers  to  aggregate 
 consumption  expenditure  in  the    economy  consumer  in  an  economy  .The 
 consumers    are  classified  as  households,  the  government,  and  non  profit 
 private institution (like NGO, Temples, Mosques, Gurudwaras and Chrches etc)  
 Households  buy  consumers  goods  the  satisfaction  of  their  wants.  The 
 Government  buys  the  consumers  goods  for  distribution  among  the  defence 
 forces, for mid day meal  in the government school  and such other purposes .  
 Non  profit  private  institutions buy  consumers  goods  for  charity.  If we  add  up 
 expenditure  on  the  purchase  of  consumer  goods  by  the  households, 
 government and non private institution we get an estimate of total consumption 
 expenditure in the economy.  
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3.  CONCEPT AND COMPONENTS OF INVESTMENT  
   


    


       Investment refer to increase in the stock of capital. Thus  
   


      I    =  ∆ K   Here,  I      = Investment   
        K    = Capital Stock  


      ∆ K    = Change in capital stock during the year  
        


  
   



Inventory investment = Inventory stock at the end of the  accounting year  – 

inventory  stock  at  the  beginning  of  the  accounting  year.  This  is  equal  to 

change in inventory stock during an accounting year. 
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      Change in the stock of capital is called capital formation or capital. Accordingly      
 investment is also defined as capital formation.  


  


Fixed investment and inventory investment  
   


   Investment has two components   
   


I.  Fixed investment, and   
 II.  Inventory investment  
   


➢  Fixed investment refer to increase in the stock  of fixed assets.  


  


Fixed investment = Stock of fixed assets with the producers at the end 
 of the accounting year  -- Stock of fixed assets with the producers in the 
 beginning of the accounting year which equal to increase in the stock of 
 fixed assets with the producers during an accounting year.  


  
   


➢  Inventory investment   
   


At a point of time producers hold the stock of   
 a)  Finished Goods (unsold goods)  


b)  Semi Finished Goods  and  
 c)  Raw Material.  


  


This is called inventory stock. Change in inventory stock during the year 
 is called inventory investment of the producers.  


  


5  
   


   Gross investment, net investment and concept of depreciation   
   


➢ Gross investment refers to total production of capital during the year. It 
 includes capital goods used for the replacement of existing capital stock 
 which is worn out and capital goods used as net addition to the existing 
 capital stock.  


▪  Capital goods used for the replacement of existing capital  stock 
 refer to depreciation .  


▪  Capital goods used as net addition to the existing capital stock is 
called net investment  
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▪  Gross investment =  Net investment  + Depreciation   


▪  Net investment = Gross investment   -- Depreciation  
       Concept of depreciation  


While fixed assets are in use, they go down in value owning to normal     
 wear  and  tear,  and  accidental  damages.  They  go  down  in  value  also 
 when they become obsolete or out dated due change in technology or 
 change in demand . This is called “expected obsolescence”, which the 
 producer normally expect to happen. Depreciation is loss of value fixed 
 assets in used on account of normal wear and tear, accidental damages 
 and expected obsolescence.  


Depreciation  is  also  called  consumption  of  fixed  capital  because  of 
 depreciation;  fixed  assets  need  to  be  replaced  from  time  to  time. 


Replacement of fixed assets requires funds. Provision for  the funds is 
 made on annual basis.    


  
   
   
   


6  


DIFFERENCE BETWEEN STOCK AND FLOW CONCEPTS  
   


SN   Stock   Flow  


i.   Stock  refers to the value 
 of  variable  at  a  point  of 
 time.   


Flow refers to the value of a variable 
during a period of time.  
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ii.   Stock  is  not  time 
 dimensional.  It  is 
 measured  at  a  specific 
 point of time.  


Flow is time dimensional it is 


measured per hour per month or per 
 year.  


iii.   Stock  impacts  the  flow. 


Greater  the  stock  of 
 capital, greater is the flow 
 of goods and services.  


Flow  impacts  the  stock.  Greater  the 
 flow of income, greater is the stock of 
 wealth with the people.  
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National Income and related Aggregates 
 1. Concept of National Income :  


National income is the sum total of factor incomes earned by normal residents 
 of a country during the period of an accounting year. This definitions of national 
 income conveys two important points   


I.  National Income include factor incomes only and   


II.  National Income include factor incomes of only the normal residents of 
 a country.  


Factors Incomes: - Factor incomes are the payments made by the producing 
 Units (firms) to the households (owners of the factors production) for the use of 
 their factor services.  


Factor incomes factor payments are broadly classified as  


(a) Compensation of employees (received by the households for rendering their 
 services as employees of the producing Units.  


(b) Rent (received by the households for the use of their capital by the producing 
Units )  
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(c) Interest  (received  by  the  households  for  the  use  of  their  capital  by  the 
 producing units )  


(d) Profit (received by the households for the use of their entrepreneurial skills 
 by the producing Units)  


Factor Income are different from Transfer Incomes   


Transfer  incomes  are  those  incomes  which  are  received  by  a  person  as 
 help donation or charity etc.  


Factor  incomes  are  those  incomes  which  are  received  by  the  factors  of 
 production  by  rendering  their  factor  services  in  other  words  while  factor 
 income is earned income .Since transfer incomes are not earned as reward 
 included in the estimation of national income.  


2  Normal  Residents:  A  normal  resident  is  said  to  be  one  (i)  who  ordinary 
 resides in the country concerned and (ii) whose centre of economic interest lies 
 in that country.  


Domestic and Natural concepts of income:-  


At the macro level ,the concept of income is used both as a domestic concept 
 and  National  Concept.  When  used  as  domestic  concept  it  is  called  domestic 
 income and when used as a national it is Called National Income. Both include 
 for basics elements of factor income , viz. (i) compensation of employees , (ii) 
 Rent (iii) Interest & Profit . But there is a difference  


*Domestic  Income  is  the  sum  total  of  factor  incomes  generated  within  the 
 domestic territory of a country (no matter who generates it: normal residents or 
 non- residents).  


* National  Income is  the  sum  total  of  factor  incomes  earned  by  normal 
 residents  of  a  country  (no  matter  where  it  is  generated  :  within  the  domestic 
 territory or outside).  


Domestic  Territory  of  a  country  : According  to  United  Nations,  “Economic 
 territory is the geographical territory administered by government within which 
 persons, goods and capital circulate freely.”  


Conversion of Domestic income into National Income    


Domestic Income+ Net factor income from abroad= National income  
 Net factor income from abroad= Factor income earned  


By our residents from rest of the world – Factor income earned by non-residents 
 in our domestic territory.  


  


National income-Net factor income from abroad=Domestic income  
   


Domestic Income and Domestic product are identical concepts   
 Domestic income       Domestic product   


•  Domestic income + Net factor income from abroad (NFIA) =National Income  


•  * Domestic product +Net factor income from abroad = National product   
 4. GROSS AND NET CONCEPTS OF DOMESTIC PRODUCT  


Domestic product is measured as (i) Gross Domestic product (GDP) on (ii) Net 
Domestic product (NDP)  
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•  GDP – Depreciation (consumption of fixed capital) = NDP  
       OR  


•  NDP + Depreciation= GDP  
 Likewise,  


GNP (Gross National Product)- Depreciation= NNP  
 NNP (Net National product) + Depreciation = GNP  
 5. DOMESTIC PRODUCT At Market Price and At Factor Cost  


Domestic  Product  at  market price  is  identical  with  domestic  product  at  factor 
 cost,  provided  there  is  no  government  and  there  are  no  taxes  and  subsidies 
 related to the production of goods and services in the economy.  


        Once,  the  government  sector  is  introduced,  taxes  and  subsidies  start 
 playing their role, and domestic product at market price and Domestic product 
 at factor cost become different aggregates.  


  


•  Taxes  on  goods  (called  indirect  taxes)  tends  to  raise  the  market  price  of 
 goods. Accordingly, domestic product at market price is increased.  


•  Subsidies tend to lower the market price of the goods. Accordingly domestic 
 product at market price is reduced.  


•  Domestic product (gross/Net) at factor cost  
 (Net Indirect taxes= indirect taxes – subsidies)  
 Likewise,  


National product (gross/Net) at market price- Net Indirect taxes (NIT) = 
 National Product (gross/net) at factor cost.  


5.Agrgregates Related to National Income   


(i) Gross Domestic product at Market price (GDPMP) :-it is the market value of 
 final  goods  and  services  produced  within  the  domestic  territory  of  a  country 
 during the period of an accounting year, inclusive of depreciation.  


GDPMP= NDPMP + Depreciation  
   


    
   


  
  



(25)25 


  
   
     


  
   
   


  
  



(26)26 



(27)27 



(28)28 



(29)29 



(30)30 



(31)31 



(32)32 



(33)33 



(34)34 


  





    
  




      
      
        
      


            
    
        References

        
            	
                        
                    



            
                View            
        

    


      
        
          

                    Download now ( PDF - 34 Page - 1.61 MB )
            

      


      
      
        
  Related documents

  
    
      
          
        
            IN THE REPUBLIC OF THE CONGO
        
      

        The  Congo  has  ratified  CITES  and  other  international  conventions relevant to shark conservation and  management, notably the Convention on the Conservation  of Migratory

    
      
          
        
            REINVENTING TELANGANA
        
      

        7 Growth Rate of  Gross Domestic Product of  All India at Current Prices    125 8 Gross Domestic Product of  All India at Constant  (2004-05) Prices 126 9 Growth Rate of  Gross

    
      
          
        
            National Income Concepts  
        
      

         GNP mp refers to the total value of all the final goods and  services produced during the period of one year plus the net  factor incomes earned from abroad during the year..  The

    
      
          
        
            4. Hectarage of Bt Cotton Hybrids Planted  in India, 2002 to 2008 
        
      

        These gains in crop  production are unprecedented which is why 5 million  small  farmers  in  India  in  2008  elected  to  plant  7.6  million hectares of Bt cotton which

    
      
          
        
            INDEPENDENT MONITORING  BOARD.
        
      

        INDEPENDENT MONITORING BOARD  |  RECOMMENDED ACTION.. Rationale: Repeatedly, in field surveys, from front-line polio workers, and in meeting after meeting, it has become clear that

    
      
          
        
            a market of  the future
        
      

        40 percent of the market relates to municipal wastewater management, while 50 percent  involves municipal drinking water management (not including point-of-use systems) and 10 percent

    
      
          
        
            Daystar: a peep into the workings of the Sun
        
      

        Daystar Downloaded from www.worldscientific.com by INDIAN INSTITUTE OF ASTROPHYSICS BANGALORE on 02/02/21.. Re-use and distribution is strictly not permitted, except for Open

    
      
          
        
            Gapless line for the anisotropic Heisenberg spin-1/2 chain in a magnetic field and the quantum axial next-nearest-neighbor Ising chain
        
      

        II that there is a non-trivial fixed point 共 FP 兲 of the renormalization group 共 RG 兲 in the (a,h) plane; the system is gapless on a quantum critical line of points which flow to

      



      

    

    
            
            
      
  Related documents

  
          
        
    
        
    
    
        
            The pollination services of forests
        
        
            
                
                    
                    100
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            Food and Agriculture Organization of the United Nations Rome, 2020
        
        
            
                
                    
                    214
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            The Factual Basis of the Claim………...8-29 IV
        
        
            
                
                    
                    29
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            What is National Income?
        
        
            
                
                    
                    68
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            Revisiting the Trade Impact of the African  Growth and Opportunity Act
        
        
            
                
                    
                    53
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            Programme of Action for the  Implementation of the Sendai  Framework for Disaster Risk  Reduction 2015-2030 in Africa
        
        
            
                
                    
                    70
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            An assessment of Europe's environmental footprints in relation to planetary boundaries
        
        
            
                
                    
                    68
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

          
        
    
        
    
    
        
            Irrelevance of Dividends
        
        
            
                
                    
                    33
                

                
                    
                    0
                

                
                    
                    0
                

            

        

    


      

      


              
          
            
          

        

          

  




  
  
  
    
      
        Company

        	
             About us
          
	
            Sitemap

          


      

      
        Contact  &  Help

        	
             Contact us
          
	
             Feedback
          


      

      
        Legal

        	
             Terms of use
          
	
             Policy
          


      

      
        Social

        	
            
              
                
              
              Linkedin
            

          
	
            
              
                
              
              Facebook
            

          
	
            
              
                
              
              Twitter
            

          
	
            
              
                
              
              Pinterest
            

          


      

      
        Get our free apps

        	
              
                
              
            


      

    

    
      
        
          Schools
          
            
          
          Topics
                  

        
          
                        Language:
            
              English
              
                
              
            
          

          Copyright azpdf.net © 2024

        

      

    

  




    



  
        
        
        
          


        
    
  
  
  




    
    

    
        
            
                

            

            
                                
            

        

    




    
        
            
                
                    
                        
                            
  

                            

                        
                            
  

                            

                        
                            
  

                            

                        
                            
  

                            

                        
                            
  

                            

                    

                    
                        

                        

                        

                        
                            
                                
                                
                                    
                                

                            

                        
                    

                    
                        
                            
                                
  

                                
                        

                        
                            
                                
  

                                
                        

                    

                

                                    
                        
                    

                            

        

    


