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Part A: Introductory Macroeconomics

Unit 1: National Income and Related Aggregates

What is Macroeconomics?

Basic concepts in macroeconomics: consumption goods, capital goods,

final goods, intermediate goods; stocks and flows; gross investment and

depreciation.

Circular flow of income (two sector model); Methods of calculating National

Income

- Value Added or Product method, Expenditure method, Income

method. Aggregates related to National Income:

Gross National Product (GNP), Net National Product (NNP), Gross

Domestic Product (GDP) and Net Domestic Product (NDP) - at market

price, at factor cost ; Real and Nominal GDP.GDP and Welfare

Unit 2 : Money and Banking

Money ðmeaning and functions, supply of money - Currency held by

the public and net demand deposits held by commercial banks .

Money creation by the commercial banking system .

Central bank and its functions (example of the Reserve Bank of India) :

Bank of issue, Govt . Bank, Banker's Bank, Control of Credit through

Bank Rate, CRR, SLR, Repo Rate and Reverse Repo Rate, Open Market

Operations, Margin requirement .
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Unit 3 : Determination of Income and Employment

Aggregate demand and its components.

Propensity to consume and propensity to save (average and marginal). Short -run

equilibrium output; investment multiplier and its mechanism. Meaning of full

employment and involuntary unemployment.

Problems of excess demand and deficient demand; measures to correct them -

changes in government spending, taxes and money supply

Unit 4: Government Budget and the Economy

Government budget - meaning, objectives and components. 

Classification of receipts - revenue receipts and capital receipts;

Classification of expenditure ðrevenue expenditure and capital 

expenditure. Balanced, Surplus and Deficit Budget ðmeasures of

Government Budget deficit.

Unit 5: Balance of Payments

Balance of payments account - meaning and components; Balance of

payments ðSurplus and Deficit

Foreign exchange rate - meaning of fixed and flexible rates and managed 

floating. Determination of exchange rate in a free market, Merits and

demerits of flexible and fixed exchange rate.

Managed Floating exchange rate system 4
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UNIT 1: National Income and Related Aggregates
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ü What is Macroeconomics?

ü Basic concepts in macroeconomics: consumption goods, capital
goods, final goods, intermediate goods; stocks and flows; gross
investment and depreciation.

ü Circular flow of income (two sector model); Methods of calculating
National Income

ü Value Added or Product method, Expenditure method, Income
method. Aggregates related to National Income

ü Gross National Product (GNP), Net National Product (NNP), Gross
Domestic Product (GDP) and Net Domestic Product (NDP) - at
market price, at factor cost ; Real and Nominal GDP. GDPand
Welfare .
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Prior to the òGREAT DEPRESSION ó of 1930 õs, Macroeconomics was 
treated as an extension of Microeconomics. The nosediving of 
economies of the world caused by ôGreat Depression õ led to the 
emergence of Macroeconomics as a separate branch of economics.

Thus, Macroeconomics is that branch of Economics which studies 
economic problems/issues at the level of the economy as a whole. 
For e.g. issues relating to level of unemployment, rate of inflation, 
total output etc. Macroeconomics also studies the manner in which 
governments can tackle such problems to improve the welfare of all 
residents of a country .
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ÁBroadly, goods are classified in two ways:

Classification of Goods

Final Goods
Consumption Goods 
or Consumer Goods

Intermediate Goods Capital Goods
9



Consumption goods (or consumer goods) are those goods which are 
directly used for the satisfaction of human wants. 

They are broadly classified into four categories:

Durable Consumption Goods:

Those goods which can be used for 

several years and are of relatively high 

value. 

Semi Durable Consumption Goods:

Those goods which can be used for a 

period of one year or slightly more.

Non Durable Consumption Goods or 

Single Use Consumption Goods: 

Those goods which are used up in a 

single act of consumption.

Services:

Those non material goods which directly 

satisfy human wants. 
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Capital goods are fixed assets of the producers. 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 
used. For example: Plant and Machinery.)

òAll capital goods are producer goods, but all producer goods are not capital 
goods.ó

Producer goods include: 

i. Goods used as raw material, like wood used to make furniture,

ii. Fixed assets lie plant and machinery

Capital goods include only fixed assets of the producers. These are durable use 
producer goods. 

On the other hand, goods used as raw material are single use producer goods. 
These are not repeatedly used in the process of production. Accordingly, all 
producer goods are not capital goods, while all capital goods are producer goods. 
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Consumption Goods Capital Goods

Consumption goods lead to directly 

satisfaction of human wants.

Capital goods do not lead to direct satisfaction 

of human wants. 

These goods are consumed by the households 

when purchased.

These goods are not consumed by the 

households. Instead, these are used by the 

producers for further production. 

Expenditure on consumption is called 

consumption expenditure. 

Expenditure on capital goods is called 

investment expenditure. 

Higher production of consumption goods leads 

to higher level of welfare of the people. It 

raises the their quality of life. 

Higher production of consumption goods leads 

to higher production capacity in the economy. 

It is the backbone of GDP growth. 
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Intermediate Goods Final Goods

These goods remain within the boundary line 

of production and are not ready for use by their 

final users.

These goods are outside the boundary line of 

production and are ready for use by their final 

users.

Can be used as raw material for production of 

other goods during an accounting year.

Are not used as raw material for production of 

other goods during an accounting year.

Can be resold by the form for profit during the 

accounting year.

Are not resold by the form for profit during the 

accounting year.

Value is yet to be added to these goods. Value is not to be added to these goods. 

Expenditure on these goods is called 

intermediate consumption or intermediate 

cost.

Expenditure on these goods is called final 

expenditure. 

These goods are not included in the estimation 

of the national income or national product. 

These goods are included in the estimation of 

the national income or national product. 
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ÁThe same good may be final or intermediate good. The distinction 
depends on the end use of the goods. 

When is it an intermediate good?

ÁIf the good is used by producers as a raw material, it is to be treated as 
an intermediate good. 

ÁIf is purchased and resold by the producer, it is an intermediate good.

When is it a final good?

ÁIf it is used as a fixed asset by the producer (example: a tractor used by a 
farmer), it is a final good.

ÁIt is also a final good if goods as purchased by households for 
consumption. 14



STOCK FLOW

Stock refers to the value of a variable at a 

point of time.

Flow refers to the value of a variable 

during a period of time.

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. 

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. 

Example: Wealth, Labour Force, 

Population of a Country, Rice Stored in a 

Godown .

Example: Income, Expenditure of Money, 

Number of Births, Sales of Rice
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Investment refers to capital formation, or a process that increases the stock of

capital.

Investment has two components:

i. Fixed Investment 

Refers to increase in the stock of fixed assets (like plant and machinery) of the

producers during an accounting year. Fixed investment is also called fixed

capital formation.

Significance of Fixed Investment :

ÁFixed investment raises production capacity of the producers

ÁFixed investment leads to higher level of output in the economy

ÁHigher level of output leads to higher rate of economic growth/GDP growth
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ii. Inventory Investment 

At a point of time, producers hold the stock of:

- Finished goods (unsold goods)

- Semi Finished goods

- Raw material 

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

Significance of Inventory Investment 

ÁEnsures uninterrupted supply of inputs to the producers

ÁWith enough stock of raw material, the producers can avoid uncertainties of the 
market. 

ÁEnables the producers to meet the potential (future) demand for their product . 
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Gross Investment Net Investment

It includes expenditure by the producers 

on the purchase of new assets as well as 

expenditure on the replacement of 

existing assets during an accounting year.

It includes expenditure by the producers 

on the purchase of new assets only. More 

specifically, it does not include 

expenditure by the producers on the 

replacement of existing assets. 

It includes replacement investment:

(=depreciation of fixed assets)

In does not include replacement 

investment. 

It does not show net addition to the 

existing capital stock.

It shows net addition to the existing 

capital stock. 
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