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ECONOMICS (Code No. 030) 

(2021-22) 

CLASS XII – TERM-II CURRICULUM 

TERM 2 - SUBJECTIVE QUESTION PAPER 

Theory: 40 Marks Time: 2 Hours 

Marks Periods 

Part A: Introductory Macroeconomics   

▪ National Income and Related Aggregates 10 23 

▪ Determination of Income and Employment 12 22 

Sub Total 22 45 

Part B: Indian Economic Development   

▪ Current challenges facing Indian Economy 
• Employment 
• Infrastructure 
• Sustainable Economic Development 

12 18 

▪ Development Experience of India – A Comparison with Neighbors- 

● Comparative Development Experience of India and its Neighbors 

06 12 

Sub Total 18 30 

Total 40 75 

Project Work: 10 Marks   

 

Term – II 

Part A: Introductory Macroeconomics 

Unit 1: National Income and Related Aggregates 23 Periods 

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 
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Unit 3: Determination of Income and Employment 22 Periods 

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 through Bank Rate, 

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

Margin requirement. 

 

Part B: Indian Economic Development 

Unit 7: Current challenges facing Indian Economy 18 Periods 

Employment: Growth and changes in work force participation rate in 

formal and informal sectors; problems and policies 

Infrastructure: Meaning and Types: Case Studies: Health: Problems and Policies- A 

critical assessment; 

Sustainable Economic Development: Meaning, Effects of Economic 

Development on Resources and Environment, including global warming 

 

Unit 8: Development Experience of India: 12 Periods 

A comparison with neighboring Pakistan, China and India. 

Issues: E conomic growth, population, sectoral development and other 

Human Development Indicators 

 
 

Guidelines for Project Work: 20 Marks (ECONOMICS) 

Only ONE Project is to be done throughout the session. 

1. The objectives of the project work: 

Objectives of project work are to enable learners to: 

● Probe deeper into personal enquiry, initiate action and reflect on knowledge and 

skills, views etc. acquired during the course of class XI-XII.  

● Analyze and evaluate real world scenarios using theoretical constructs and arguments 

● Demonstrate the application of critical and creative thinking skills and ability to 

produce an independent and extended piece of work 

● Follow up aspects in which learners have interest 

● Develop the communication skills to argue logically 

 

Part C: Project in Economics 15 Periods 
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UNIT VI: NATIONAL INCOME AND RELATED AGGREGATES 

 

KEY CONCEPTS 

 Macro Economics: Its meaning 

 Consumption goods, capital goods, final goods, intermediate goods, stock and flow, gross investment and 

depreciation. 

 Circular flow of income 

 Methods of calculation of national income 

 Value added method (product method) 

 Expenditure method 

 Income method 

 Concepts and aggregates related to national income 

 Gross national product 

 Net National product 

 Gross and Net domestic product at market price and at factor cost. 

 Real and Nominal GDP 

 GDP and welfare 

 
Macro Economics: - Macroeconomics is the study of aggregate economic variables of an economy. 

 

Consumption goods:- Are those which are bought by consumers as final or ultimate goods to satisfy their wants. 

Eg: Durable goods car, television, radio etc. 

Non-durable goods and services like fruit, oil, milk, vegetable etc. Semi durable goods such as 

crockery etc. 

 

Capital goods– capital goods are those final goods, which are used and help in the process of production of other goods 

and services. E.g.: plant, machinery etc. 

 

Final goods: Are those goods, which are used either for final consumption or for investment. It includes final consumer 

goods and final production goods. They are not meant for resale. So, no value is added to these goods. Their value is 

included in the national income. 

Intermediate goods intermediate goods are those goods, which are used either for resale or for further production. Example 

for intermediate good is- milk used by a tea shop for selling tea. 

Stock: - Quantity of an economic variable which is measured at a particular point of time. Stock has no time dimension. 

Stock is static concept. 

Eg: wealth, water in a tank. 

 

Flow: Flow is that quantity of an economic variable, which is measured during the period of time. 

Flow has time dimension- like per hr, per day etc. Flow is a dynamic concept. 

Eg: Investment, water in a stream. 

 

Investment: Investment is the net addition made to the existing stock of capital. 

 

Net Investment= Gross investment – depreciation. 

Depreciation: - depreciation refers to fall in the value of fixed assets due to normal wear and tear, passage of time and 

expected obsolescence. 
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Supply of goods and 
services 

(Real Flow) 

Supply of Factors of Production (Real 
Flow) 

Firms 

 

Circular flow in a two sector economy. 

 

Payment for goods and services (Money Flow) 

 

 

 

Payment for Factor services (Money Flow)  

 

Producers (firms) and households are the constituents in a two sectors economy. 
Households give factors of production to firm and firms in turn supply goods and services to households. 

Related aggregates 

Gross Domestic product at market price 

It is the money value of all final goods and services produced during an accounting year with in the domestic 
territory of a country. 

Gross National product at market price: 

It is a money value of all final goods and services produced by a country during an accounting year 
including net factor income from abroad. 

 

Net factor income from abroad: 

Difference between the factor incomes earned by our residents from abroad and factor income earned by 
non-residents with in our country. 

 

Components of Net factor income from abroad 

 Net compensation of employees 

 Net income from property and entrepreneurship (other than retained earnings of resident companies of 
abroad) 

 Net retained earnings of resident companies abroad 
 

 

HOUSEHOLD 

Goods and Services 
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Formulas 

 NNP Mp = GNP mp -depreciation 

 NDP Mp = GDPmp -depreciation 

 NDP Fc = NDP mp – Net indirect taxes (indirect tax –subsidies) 

 GDP Fc = NDP fc +depreciation 

 NNP Fc = GDP mp - depreciation + Net factor income from abroad – Net indirect taxes 

 (NNP FC is the sum total of factor income earned by normal residents of a country during the accounting 

year) 

 NNP fc = NDP fc + Net factor income from abroad. 

Concept of domestic (economic) territory 

 

Domestic territory is a geographical territory administered by a government within which persons, goods and 
capital circulate freely. (Areas of operation generating domestic income, freedom of circulation of persons, goods 
and capital) 

Scope identified as 
*Political frontiers including territorial waters and air space. 
*Embassies, consulates, military bases etc. located abroad but including those locates within the political 
frontiers. 
*Ships, aircrafts etc., operated by the residents between two or more countries. 
*Fishing vessels, oil and natural gas rigs etc. operated by the residents in the international waters or other areas 
over which the country enjoys the exclusive rights or jurisdiction. 

Resident (normal resident):- 
Normal resident is a person or an institution who ordinarily resides in that country and whose center of 

economic interest lies in that country. 
(The Centre of economic interest implies :-( 1) the resident lives or is located within the economic territory. (2) 
The resident carries out the basic economic activities of earnings, spending and accumulation from that location 
3. His center of interest lies in that country. 

Relation between national product and Domestic product. 

Domestic product concept is based on the production units located within domestic (economic) territory, 
operated both by residents and non-residents. 
National product concept based on resident and includes their contribution to production both within and outside 
the economic territory. 

 
National product = Domestic product + Residents contribution to production outside the economic territory 
(Factor income from abroad) - Non- resident contribution to production inside the economic territory (Factor 
income to abroad) 

 

Methods of calculation of national income 

I - PRODUCT METHOD (Value added method): 

 Sales + change in stock = value of output 

 Change in stock = closing stock – opening stock 

 Value of output - Intermediate consumption = Gross value added(GDP Mp) 

 NNP Fc (N.I) = GDP Mp (-) consumption of fixed capital (depreciation) (+) Net factor 

income from abroad(-) Net indirect tax. 
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I.   INCOME METHOD: 

1. Compensation of employees. 

 

2.                                   Operating surplus. 

 

          Income from property        Income from Entrepreneurship 
  

 

Rent & Royalty Interest                                    Profit 

 

 
        Profit from sole            Corporate           Dividend                       Corporate 
                              Proprietorship                  Tax                                          Savings (Net retained earnings) 
                              and partnership 

 

 

3. Mixed income of self-employed. 
 

 NDP fc = (1) + (2) +(3) 

 NNP fc = NDP fc (+) Net factor income from abroad 

 GNP mp = NDP fc + consumption of fixed capital + Net indirect tax 

(Indirect tax – subsidy) 
 

III. EXPENDITURE METHOD: 

1. Government final consumption expenditure. 

2. Private final consumption expenditure. 

3. Net Export. 

4. Gross domestic capital formation. 
 
GDP mp = (1) + (2) + (3) + (4) 

 
NNP fc = GDP mp - consumption of fixed capital + NFIA- Net indirect taxes 
Note: If capital formation is given as Net domestic capital formation we arrive at NDP mp.  
Capital formation = Investment. 
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NATIONAL INCOME ACCOUNTING  

    QUESTION BANK (2021-2022) 

 

Q.NO  

1 Distinguish between leakages and Injections. 

Leakages Injections 

1. These flow variables have a 

negative impact on the process of 

production. 

2.  These are withdrawals from 

circular flow of income. 

3. Effect on economy: reduce demand 

of goods and services; reduce flow 

of income 

4. Examples: saving taxation and 

imports. 

1. These cause positive impact on the 

process of production or income generation. 

2. These are additions to the circular floe of 

income. 

3. Effect on economy: Add to the production 

capacity of the economy; generate demand 

of goods and services. 

4.Examples:investment,exports,consumption 

expenditure 

 

2 Difference between Stock and flow. 

Stock Flow 

1. It means that quantity of an 

economic variable which is 

measured at a particular point of 

time. 

2. It has no time dimension. 

3. It is a static concept. 

4. Examples: Wealth, water on a tank, 

bank deposits etc. 

1. It is that quantity of an economic 

variable which is measured during a 

specified period of time. 

2. It has time dimension. 

3. It is a dynamic concept 

4. examples: income, investment, 

capital formation, consumption of 

sugar etc 
 

  

3 Distinguish between domestic product and national product. 
 
Ans: - Difference between domestic product and national product  

Domestic Product National Product 

Domestic product is the money value of all 

the final goods and services produced 

within domestic territory of a country 

during a financial year. 

National product is the money value 

of all the final goods and services produced 

by the normal residents of a country during a 

financial year. 

It includes the income of all the residents of 

the country.  

It includes the income of only normal 

residents of the country. 

Net factor income from abroad 

(NFIFA) is not included in it. 

Net   factor   income   from   abroad (NFIFA) 

is included in it. 
 

4 Distinguish between Factor Income and Transfer Payment 

 Factor Income Transfer Payment 

The amount of money that/which a factor 

of production earns by rendering 

production process is called factor 

income. 

The amount of money that/which an   

individual receive without providing any 

service in return is called factor income. 

It’s an earned concept.  It’s a receipt concept. 

It’s a bilateral concept.  It’s a unilateral concept. 

It is included in national income and 

domestic income. 

It  is  not  included  in  national 

income and domestic income. 
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E.g. Rent, interest, wages and profit E.g. Scholarship, old age pension, 

unemployment allowance etc. 
 

5 Distinguish between Intermediate good and Final Goods. 

 Intermediate goods Final goods 

The goods which are purchased for resale 

or further production are called 

Intermediate goods. 

The goods which are meant for final 

consumption and investment are 

called final goods. 

These   goods lie within the production 

boundary so further value can be added in 

these good. 

These goods lie out of the production   

boundary so further value cannot be added 

in these goods. 

These goods are not included in estimation 

of national income. 

These goods are included in estimation of 

national income. 
 

 

6 National Income at current Price. 

Nominal National Income 

National Income at constant Price 

Real national income 

It is money Value of final goods and 

services produced in a year, measured at 

prices of the current year. 

It is money Value of final goods and 

services produced in a year, measured at 

prices of the Base year. 

Nominal national income can increase 

without the increase in Physical output 

It can rise only if there is rise in physical 

Output. 

Nominal National Income does not 

eliminate the effect of change in price. 

It eliminate the effect of change in price 

 

7 Explain the meaning of GDP Deflator (price Index)? 
GDP Deflator is used to eliminate the effect of price changes and to determine the real change 
in physical output of current year. 
It measurers the average level of prices of all goods and services taken to final GDP. 
 
 

𝑃𝑟𝑖𝑐𝑒 𝐼𝑛𝑑𝑒𝑥 𝑜𝑟 𝐺𝐷𝑃 𝑑𝑒𝑓𝑙𝑎𝑡𝑜𝑟 =
Real GDP

 Nominal GDP
 x 100 

 

8 Why should the aggregate final expenditure of an economy be equal to the aggregate factor 

payments? Explain. 

The sum of final expenditure in an economy must be equal to the income received by all the 

factors of production taken together.(final spending on final goods, it does not include 

spending o intermediate goods).This follows from the simple idea that the revenues earned by 

all the firms put together must be distributed among the factors of production as salaries, 

wages, profits, interest earning and rents. 

 

9 What items are included under the economic territory? 

The following items are included in the economic territory. 

1.Political frontiers, including territorial water and air space 

2. Embassies, consulates, military bases etc. located abroad(but excluding the  foreign ) 

3. Ships, aircraft set c operated by the residents between two or more countries. 

 located within the political frontier 

4. Fishing vessels, oil and natural gas rigs etc. operated in international waters. 

10 What are the steps for estimating national income by value added method? 

1. Identification of producing units  

          (namely: primary sector, secondary sector, and tertiary sector) 

2. Calculation of GDP mp or GVA mp: 
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 GVO mp = Sales + Change in Stocks + Goods    produced for self consumption 

=(Domestic Sales + exports)+(Closing Stock-Opening Stock) 

 GVA mp/GDP mp  =  GVO mp-intermediate Consumption 

=GVO mp-(Domestic purchase + imports) 

 

3. Calculation of Domestic Income(NDP fc): NDP fc=GDP mp-Depreciation-NIT 

4. Calculation of National income (NNP fc) :NNP fc=NDP fc+ NFIA 

11 Explain the steps involved in calculation of national income by income method. 

1. Classify the producing enterprises into industrial sectors like primary, secondary and 

tertiary. 

2. Estimate the following factor income paid out by the producing enterprises in each sector, 

i.e. 

 Compensation of employees 

 Operating surplus 

 Mixed income of self employed 

3. Take the sum of factor income by all the industrial sectors to arrive at NDP fc 

4. Add net factor income from abroad to the NDP fc to arrive at NNP fc 

12 Explain the steps to calculate national income by expenditure method? 

 

1Classify the economic units incurring final expenditure into distant groups like households, 

government, firms etc. 

2. Estimate the following expenditure on final products by all economic units 

 Private final consumption expenditure 

 Government final consumption expenditure 

 Gross Domestic Capital Formation 

 Net Exports(Sum total of the above items give GDP mp 

3.Deduct depreciation 

4.Add net factor income from abroad to NDP fc to arrive at NNP fc 

13 ‘Machine purchased is always a final good’ do you agree? Give reason for your answer   
Whether machine is a final good or it depends on how it is being used (end use). If machine is 
bought by a household, then it is a final good. If machine is bought by a firm for its own use, 
then also it is a final good. If the machine is bought by a firm for resale then it is an 
intermediate good.  

 

14 What is double counting? How can it be avoided?  

  
Counting the value of commodities at every stage of production more than one time is called 
double counting.  
It can be avoided by 

a) Taking value added method in the calculation of the national income.  

b) By taking the value of final commodity only while calculating N.I  
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15 How are these included in Domestic Income and National Income? 

 

 

 

 

 

 

Items Domestic Income National Income 

1.Profits earned by a 

branch of foreign bank in 

India 

Yes, it will be included as 

income(profits) is 

generated in domestic 

territory of India. 

No, it will not include 

as profits will belong to 

foreign country. It is 

factor income paid 

abroad. 

2. Profits earned by a 

company in India owned 

by non-residents. 

Yes, it will be included as 

income (profits) is 

generated In domestic 

territory of India. 

No, it will not be 

included, as profits will 

belong to foreign 

country. It is factor 

income from abroad. 

3. Profits earned by a 

branch of State bank Of 

India in England. 

No, it will not be included 

in domestic income as SBI 

is located outside the 

domestic territory of India. 

Yes, it will be included 

in national income as 

this is factor income 

from abroad. 

4. Rent received by an 

Indian resident from 

Russian embassy in India. 

No, it will not be included 

in the domestic income as 

Russian Embassy is not a 

part of domestic territory 

of India. 

Yes, it will be included 

as it is facto income 

from abroad. 

5.Salary to Indian 

residents working in 

American Embassy in 

India 

No, it will not be included 

in the domestic income as 

American Embassy is not 

a part of domestic territory 

of India. 

Yes, it will be included 

as it is factor income 

from abroad. 

1. Compensation of 

employees ti the 

residents of Japan 

working In Indian 

embassy in Japan. 

Yes, it will be included in 

the domestic income as 

Indian embassy is a part of 

the domestic territory of 

India. 

No, it will not be 

included in national 

income, as it is factor 

income paid abroad. 

2. Old Age Pension No.it is not included in 

domestic income as it is 

transfer payment. 

No, it is not included in 

national income as it is 

a transfer payment. 

16 How are these treated in estimation of national income of India. Give reasons. 

a) House rent allowance to teachers by school management is treated as compensation of 

employees, and so accounted in the income method of estimating national income. 

 

b) School fees paid by students is final consumption expenditure of households because it is a 

payment in return for the services rendered by the school is accounted in the expenditure 

method of estimating national income. 

 

c) Debenture represents a loan by a production unit. So, interest paid on debentures is a factor 

payment. It is included in national income through income method. 

 

d) Medical expenses of employees borne by the employers is compensation of employees 

because it is a payment for the services rendered by the employees. It is therefore, included in 

national income. 

 

e) Interest on public debt is interest payment by general government on loans taken to meet the 
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government’s consumption expenditure. Interest on consumption loans is a transfer payment 

and not included in national income. 

 

f) Expenses on electricity by a factory is intermediate cost of the factory and accounted 

through the value-added method of estimating national income. 

g) Increase    in the price of stocks lying with a trader is a capital gain and does not lead to any 

new production. Capital gain is transfer income and not included I the national income. 

h) Purchase by foreign tourists is treated as export and included through the expenditure 

method. 

17 Will the following be a part of the domestic factor income of India? Give reasons. 

 

i) Old age pension by the government. 

   ii) factor income from abroad. 

   iii) Salaries to Indian residents working in Russian Embassy in India. 

   iv) Profits earned by a company in India which is owned by a non –resident. 

Ans. 

i) Old age pension is not a part of domestic factor income because ni facto service is rendered 

in return.  

 

ii) Factor income from abroad is not a part of domestic income because it is earned by the 

residents from outside the economic (domestic) territory. 

 

iii) Salaries to Indian residents working in Russian Embassy in India is not a part of domestic 

income of India because Russian embassy is a part of Russian. It is a factor income from 

abroad. Economic territory. 

 

iv) Profits earned by a company in India which is owned by a non –resident is a part of 

domestic income of India because the income is created within the economic (domestic) 

territory of India. 

18 Given the following data :- 

i) GDPFC                                = 25,215 Crores 

 ii) Net Indirect Taxes           = 1575 Crores 

 iii) Depreciation                   = 1000 Crores 

 iv) NFIA                               = 40 Crores 

 

Calculate: - 

i) GDPMP       ii) GNPMP         iii) NNPMP      iv) NNPFC      v) NDPMP         vi) NDPFC 

 

Ans.  i) GDPMP = GDPFC + NIT 

                              = 25215 + 1575 

                              = Rs. 26,790 Crores 

        ii) GNPMP = GDPMP + NFIA  

                       = 26790 + 40 

                       = Rs. 26,830 Crores 

       iii) NNPMP = GDPMP – Depreciation – NFIA 

                     = 26,790 – 1000 – 40 

                     = Rs. 25,750 Crores 

iv) NNPFC = NNPMP – NIT 

                    = 25,750 – 1575 

                    = Rs. 24,175 Crores 
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 v) NDPMP = NNPFC – NFIA + NIT 

= 24,175 – 40 + 1575 

                    = Rs. 25,710 Crores 

        vi) NDPFC = NDPMP – NIT 

                    = 25,710 – 1,575 

                    = Rs. 24,135 Crores 

19 Calculate (i) Gross domestic product at factor cost and  

    

Rs. (in Crores) 

(i) Net indirect tax                                                                   130 

(ii) Government final consumption expenditure                     100 

(iii) Profit                                                                                  90 

(iv) Net domestic capital formation                                        120 

(v) Change in stocks                                                           (–) 10 

(vi) Private final consumption expenditure                            500 

(vii) Net imports                                                                       20 

(viii) Net current transfers to abroad                                        10 

(ix) Net factor income to abroad                                              30 

(x) Gross domestic capital formation                                     160 

 

(i) GDP FC :       VI + II – VII + X – I 

                      500 + 100 – 20 + 160 – 130 

                      760 – 150 = 610 

20 From the following data calculate GNP at FC by (a) Income method  (b) Expenditure method 

                                          CRORE 

(i) Net domestic capital formation                            500 

(ii) Compensation of employees                             1850 

(iii) Consumption of fixed capital                             100 

(iv) Govt. final consumption expenditure               1100 

(v) PVT. final consumption expenditure                2600 

(vi) Rent                                                                    400 

(vii) Dividend                                                           200 

(viii) Interest                                                             500 

(ix) Net Exports                                                (—) 100 

(x) Profits                                                               1100 

(xi) NFIA                                                             (–) 50 

(xi) Net Indirect taxes                                              250 

 

 

GNPFC 

(a) Income Method : 

= (ii) + (vi) + (viii) + (x) + (xi) 

NNPFC = 1850 + 400 + 500 + 1100 + (– 50)= 3800 

GNPFC = 3800 + 100 = 3900 Crores 

 

(b) Expd. Method  

= (i) + (iii) + (iv) + (v) + (ix) + (xi) – (xii) 

500 + 100 + 1100 + 2600 + (– 100) + (– 50) – 250 

= 3900 Crore 
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21 There are only two producing sectors A and B in an economy. Calculate: 

(a) Gross value added at market price by each sector 

(b) National income. 

Rs. (Crore) 

(i) Net factor income from Abroad.                         20 

(ii) Sales by A                                                      1000 

(iii) Sales by B                                                     2000 

(iv) Change in stock of B                                 (–) 200 

(v) Closing stock of A                                             50 

(vi) Opening stock of A                                        100 

(vii) Consumption of fixed capital by A and B    180 

(viii) Indirect taxes paid by A and B                    120 

(ix) Purchase of raw material by A                      500 

(x) Purchase of raw material by B                       600 

(xi) Exports by B                                                   70 

 

 

GVAMP of Sector A 

1000 – 50 – 500 = 450 

GVAMP of Sector B 

2000 – 200 – 600 = 1200 

Total 450 + 1200 = 1650 

NNPFC = 1650 – 150 – 120 + 20 = 1370 Crores 

22 From the following data, calculate 

                   (a) Gross Domestic Product at Factor Cost (GDPFC) and 

                   (b) Factor income to abroad. 

Rs. (Crore) 

(i) Gross Domestic Capital formation                                600 

(ii) Interest                                                                          200 

(iii) Gross national product at market price                      2800 

(iv) Rent                                                                              300 

(v) Compensation of employees                                       1600 

(vi) Profit                                                                            400 

(vii) Dividends                                                                    150 

(viii) Factor income from abroad.                                        50 

(ix) Change in stock                                                           100 

(x) Net indirect taxes                                                          240 

(xi) Net fixed capital formation                                          400 

(xii) Net Export                                                               (–) 30 

 

GDPFC : 

NDPFC = (v) + (ii) + (iv) + (vi) 

= 1600 + 200 + 300 + 400 

= 2500 

GDPFC = NDPFC +CFC 

CFC = GDCF – NDCF (NFCF + S) 

= 600 – (400 + 100) = 100 

GDPFC = 2500 + 100 = 2600 Crore. 

GNPMP = GDPFC + NFIA + NIT 

2800 = 2600 + NFIA + 240 
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NFIA = – 40 

NFIA = FIFA – FIPA 

– 40 = 50 – FIPA 

FIPA = 50 + 40 = 90 Crores 

23 Calculate net national product at factor cost and gross national disposable income from the 

following : 

Rs. (Crore) 

(i) Net current transfers to Row                             10 

(ii) Savings of non-departmental enterprises         60 

(iii) Net indirect tax.                                              90 

(iv) Income from property and entrepreneurship to the 

Govt. administrative departments                         80 

(v) Consumption of fixed capital                          70 

(vi) Personal Tax                                                 100 

(vii) Corporation tax                                             40 

(viii) National debt interest                                  30 

(ix) Current transfer payments by Govt.             50 

(x) Retained Earnings of PVT. Corporate          10 

(xi) Personal disposable income.                     1100 

NNPFC = (xi) + (vi) + (vii) + (x) – (viii) – (ix) + (i) + (ii) + (iv) 

= 1100 +100 + 40 + 10 – 30 – 50 + 10 + 60 + 80 

= 1320 Crores 

GNDI = NNPFC + (iii) + (v) – (i) 

= 1320 + 90 +70 – 10 

= 1470 Crores 

24 Calculate (a) Gross domestic product at market price (GDPMP)  

          (b) Factor income from abroad. 

Rs. (Crore) 

(i) Profit                                                                500 

(ii) Export                                                               40 

(iii) Compensation of Employees                       1500 

(iv) Net current transfer from Row                     2800 

(v) Rent                                                                   90 

(vi) Interest                                                           300 

(vii) Factor income to abroad                               400 

(viii) Net indirect tax                                            120 

(ix) Gross fixed capital formation                        250 

(x) Net domestic capital formation                      650 

(xi) Gross fixed capital formation                        700 

(xii) Change in stock                                              50 

(a) GDPMP : 

NDPFC = (iii) + (v) + (vi) + (vii) 

= 1500 + 500 + 300 + 400 

= 2700 Crores 

GDPMP = NDPFC + CFC + NIT 

CFC = (GFCF + S) – 650 

= (700 + 50) – 650 

= 100 

NIT = 250 
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GDPMP = 2700 + 100 + 250 

= 3050 

 

(b) FIFA 

GNPFC = GDPMP + NFIA – NIT 

2800 = 3050 + NFIA – 250 

NFIA = 0 

NFIA = FIFA – FIPA 

0 = FIFA – 120 

FIFA = 120 Crores 

25 From the following data calculate  

(a) GDPMP and  (b) Factor income from abroad. 

Rs. (Crore) 

(i) Gross national product at factor cost                           6150 

(ii) Net export                                                                 (–) 50 

(iii) Compensation of Employees                                    3000 

(iv) Rent                                                                             800 

(v) Interest                                                                         900 

(vi) Profit                                                                         1300 

(vii) Net Indirect tax                                                          300 

(viii) Net domestic capital formation                                800 

(ix) Gross fixed capital formation                                     850 

(x) Change in stock                                                             50 

(xi) Dividend                                                                    300 

(xi) Factor income to abroad.                                             80 

GDPMP : 

NDPFC = (iii) + (iv) + (v) + (vi) 

= 3000 + 800 +900 + 1300 = 6000 

GDPMP = NDPFC + CFC + NIT 

CFC = GDCF – NDCF 

= (GFCF + s) – NDCF 

= (850 + 50) – 800 

= 100 

NIT = 300 

GDPMP = 6000 + 100 + 300 = 6400 Crores 

FIFA : 

GNPFC = GDPMP + NFIA – NIT 

6150 = 6400 + NFIA – 300 

NFIA = 50 

NFIA = FIFA – FIPA 

50 = FIFA – 80 

FIFA = 130 

26 Calculate ‘Net National Disposable Income’  

Rs. (Crore) 

(i) Personal tax                                                                     212 

(ii) Net national product at factor cost                               2500 

(iii) Net indirect tax                                                             180 

(iv) Domestic product accruing to Govt.                             500 

(v) Retained earnings of PVT. Corporations                       80 

(vi) NFIA                                                                             23 
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(vii) National debt interest                                                 100 

(viii) Net current transfer from abroad                                20 

(ix) Corporation tax                                                             70 

(x) Current transfer from Government                                30 

NNDI = (ii) + (iii) + (viii)= 2500+ 180 + 20= 2700 

27 Calculate National Income by the (a) Expenditure method and  

 (b) Production method from the following data 

Rs. (Crore) 

(i) Gross value added at market price by the primary sector                 300 

(ii) PVT. final consumption expd.                                                         750 

(iii) Consumption of Fixed capital                                                         150 

(iv) Net Indirect Taxes                                                                           120 

(v) Gross value added at market price by the secondary sector            200 

(vi) Net domestic fixed capital formation                                             200 

(vii) Change in stock                                                                         (–) 20 

(viii) Gross value added at market price by the tertiary sector             700 

(ix) Net imports                                                                                      50 

(x) Govt. final consumption expd.                                                       150 

(xi) Net factor income from abroad.                                                      20 

N.I. Expd. Method 

= (ii) + (x) + (vi) + (vii) – (ix) + (xi) – (iv) = 750 + 150 + 220 + (– 20) – 50 + 20 – 120 

= 950 Crores 

N.I. By production method 

= (i) + (v) + (viii) – (iii) – (iv) + (xi)= 300 + 200 + 700 – 150 – 120 + 20= 950 Crores 

28 From the following data show that net value added at factor cost (NVAFC) 

is equal to the sum of factor incomes. 

Rs. (Crore) 

(i) Purchase of raw material and other input from 

the domestic market                                                 600 

(ii) Increase in stock                                                 200 

(iii) Domestic sales                                                 1800 

(iv) Import of raw material                                       100 

(v) Exports                                                                200 

(vi) Depreciation of fixed capital                               75 

(vii) Salaries and wages                                           600 

(viii) Interest payments                                            450 

(ix) Rent                                                                     75 

(x) Dividends                                                           150 

(xi) Undistributed profits.                                          80 

(xi) Corporate profit tax                                            20 

(xii) Indirect tax                                                        50 

NVAFC = (ii) + (iii) + (v) – (i) – (iv) – (vi) – (xiii) 

= 200 +1800 + 200 – 600 – 100 – 75 – 50 

= 1375 Crores 

Sum of factor income = (vii) + (viii) + (ix) + (x) + (xi) + (xii) 

= 600 + 450 + 75 + 150 + 80 + 20 

= 1375 
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DETERMINATION OF INCOME AND EMPLOYMENT 

 

KEY CONCEPTS: 

 

 Meaning and components of Aggregate Demand 

 Types of Propensities to consume 

 Types of Propensities to save 

 Short –run equilibrium output 

 Investment multiplier and its mechanism 

 Full Employment and Involuntary unemployment 

 Solved Practicals 

 Concept of investment Multiplier 

 Excess demand and Deficient Demand 

 Measures to correct Excess and Deficient Demand 

 

 

 

 

 

 

Aggregate Demand : Aggregate demand (AD) refers to the total value of final goods and services 

which all the sectors of an economy are planning to buy at a given level of income during a period 

of one accounting year. 

Components of Aggregate Demand: 

(i) Private (Household) Consumption Expenditure ( C ) 

(ii) Investment Expenditure  (I) 

(iii) Government Expenditure  (G) 

(iv) Net Export (X- M) 

 

   Types of propensities to consume---- 
  

Average propensity to consume                                                     Marginal propensity to 

consume 

(APC)                                                                                                               (MPC) 
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 Average propensity to consume (APC) - Average propensity to consume refers to the ratio of 

consumption expenditure  to the corresponding level of income. 

 

 

 

Income  (Y) Consumption (C ) APC-= C/Y 

 

0 

100 

200 

300 

400 

40 

120 

200 

280 

360 

 

- 

1.20 

1 

0.933 

0.90 

 

Marginal propensity to consume (MPC)  -   - Marginal propensity to consume refers to 

the ratio of change in consumption expenditure  to change in total income . 

 

 

 

 Types of propensities to Save ---- 

 

                       Average propensity to save                           Marginal propensity to save 

                                 (APS)                                                                   (MPS) 

 Average propensity to save (APS) - Average propensity to save refers to the ratio of saving  to 

the corresponding level of income 

 

 

 

   APC = consumption(C )   

 Income (Y) 

     

MPC =    change in consumption(∆𝑪  ) 

                 Change in Income           ( ∆𝒀) 

        

   APS  =     Saving(S )   

                 Income (Y) 
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Marginal propensity to save (MPS)  -   - Marginal propensity to consume refers to the ratio of 

change in consumption expenditure  to change in total income. 

 

 

 

 

 

                               

 

 

 

INCOME DETERMINATION AND MULTIPLIER 

An economy is in equilibrium when aggregate demand for goods and services is equal to aggregate 

supply during a period of time. 

Income(Y) Saving (S) APS = S/Y 

0 

100 

200 

300 

400 

-40 

-20 

0 

20 

40 

- 

-0.20 

0 

0.067 

0.10 

 

Income (Y) Consumption 

(C ) 

Change in 

consumption  

       ∆𝑪 

Change in  

Income 

      ∆𝒀 

MPC= 

∆𝑪/∆𝒀 

                 

0 

100 

200 

300 

400 

40 

120 

200 

280 

360 

 

- 

80 

80 

80 

80 

- 

100 

100 

100 

100 

- 

0.80 

0.80 

0.80 

0.80 

MPS =      change in saving    (  ∆S ) 

                 Change in Income (   ∆𝒀) 

        

 

Income (Y) 

 

Saving (S) 

 

Change in 

saving 

 ∆𝑺 

Change in  

Income 

           ∆𝑰 

 

MPS 

0 

100 

200 

300 

400 

 

-40 

-20 

0 

20 

40 

- 

20 

20 

20 

20 

- 

100 

100 

100 

100 

- 

0.20 

0.20 

0.20 

0.20 
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So equilibrium is achieved when  

                                    AD    =    AS 

We know , AD is the sum total of consumption  ( C ) and investment (I) 

                                AD   =    C  +   I 

Also AS is the sum total of consumption (C ) and saving  (S) 

                               AS       =  C  +  S 

     We get            C  +   S  =  C +  I 

            Or                      S   =   I 

                                Two Approaches for determination of equilibrium level 

1. Aggregate Demand – Aggregate supply approach (AD- AS Approach) 

2. Saving- Investment Approach (S-I Approach) 

 

1. Aggregate Demand – Aggregate supply approach (AD- AS Approach) 

The equilibrium level of income is determined where planned level of aggregate demand 

(AD) is equal to planned level of aggregate supply (AS). 

  

Income   

(y) 

Consumption 

(c ) 

Saving    

(S) 

Investment 

   (I) 

AD= C+ I AS = 

C+S 

Remark 

0 

100 

200 

300 

400 

500 

50 

100 

150 

200 

250 

300 

-50 

0 

50 

100 

150 

200 

100 

100 

100 

100 

100 

100 

150 

200 

250 

300 

350 

400 

0 

100 

200 

300 

400 

500 

AD>AS 

AD.AS 

AD>AS 

AD=AS 

AD<AS 

AD<AS 
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Observation- 

AD is  C+ I curve as demand is for consumption and investment in a two sector economy. 

AS is total amount of goods and services or national income. that is 45 line. 

E is equilibrium point   where AD = AS 

When AD > AS = It means that consumers and firms are planning to buy more goods and services 

than what producers are planning to produce. In this situation, inventory level (stock of goods) 

starts falling  and comes below the desired level to maintain  full employment equilibrium. 

   To bring the inventory back to the desired level, firm would resort to increase in employment and 

output until the economy is back at output level OY, where AD becomes equal to AS and there is 

no further tendency to change. 

When AD < AS = It means that consumers and firms are planning to buy less goods and services 

than what producers are planning to produce. In this situation, inventory level (stock of goods) 

starts rise  and comes the desired level to maintain  full employment equilibrium. 

   To clear the unwanted increase in inventory, firms plan to decrease the  employment and output 

until the economy is back at output level OY, where AD becomes equal to AS and there is no 

further tendency to change. 

 

2.Saving- Investment Approach (S-I Approach) –According to this approach the equilibrium 

level of income is determined at a level , when planned saving (s)is equal to planned 

investment(I). 

                                           S =  I 

 

Income (y) Consumption(c ) Saving (S) Investment AD= C+ I AS = C+S 

0 

100 

200 

300 

400 

500 

50 

100 

150 

200 

250 

300 

-50 

0 

50 

100 

150 

200 

100 

100 

100 

100 

100 

100 

150 

200 

250 

300 

350 

400 

0 

100 

200 

300 

400 

500 
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Observation – The economy is in equilibrium  at point E where saving and investment curves 

intersect each other. 

The saving curve slopes upwards implying positive relation between saving and income. 

When S >I -----  If planned saving is more than planned investment, i.e. after point E it means that 

households are not consuming as much as the firms expected them to . As a result , the inventory 

(stock of goods)  rises above the desired level. 

 To clear the unwanted increase in inventory, firm  would plan to reduce the production till saving 

and investment become equal to each other. 

When S <I I  If planned saving is less than planned investment, i.e. before point E it means that 

households are consuming  more and saving less than what the firms expected them to . As a result , 

the inventory (stock of goods)   would fall below the desired level. 

 To bring the  the  inventory back to the desired level firm  would plan to increase the production till 

saving and investment become equal to each other. 

Concept of Investment Multiplier --- Multiplier (K) is the ratio of increase in national income (Y) 

due to an increase in investment (I).                                   

Working of Multiplier  ------ 

Investment multiplier is the ratio between change in income and change in investment. 

                                          K =    
Δ𝑦

Δ𝐼
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It shows the number of times income would rise as a result of an initial rise in investment. 

MPC (marginal propensity to consume) is the principal determinant of K higher the value of MPC, 

higher should be the value of K. 

Following table explains how the multiplier process works. It is based on the assumption that I 

(Leading to increase in expenditure in the economy) = 100 crores and that MPC = 0.5 

 Working Multiplier 

Round    Change in 

investment 

(∆𝑰) 

   Change in 

income (∆𝒀) 

Change in 

consumption(∆𝑪) 

Leakage/ 

saving 

1 

2 

3 

- 

- 

100 

- 

- 

- 

- 

100 

50 

25 

- 

- 

50 

25 

12.5 

- 

- 

50 

25 

12.5 

- 

- 

 

 

                                                    And so on  

Total 100 200 100 100 

 

Full Employment : Full employment refers to a situation in which all those people, who are willing 

and able to work at the existing wage rate, get work without any undue difficulty. 

Involuntary Unemployment : Involuntary unemployment refers to an unemployment in which all 

those people who are willing and able to work at the  existing wage rate, do not get work. 

Excess Demand: Excess demand refers to a situation  when AD > AS corresponding to full 

employment in the economy. It causes inflationary gap. 

Deficient demand: Deficient demand refers to a situation when AD< AS corresponding to full 

employment in the economy. It causes deflationary gap.  
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                                              Measures to correct excess Demand 

 

 

- Decrease in Govt. spending 

-  Increase in Taxes 

 

 

                                                 -   Increase in Bank Rate              - Increase in Margin 

Requirement 

                                                  - Increase in Repo rate                 - Advice to Discourage 

lending 

                                                    - Sale of Securities 

                                                    - Increase in LRR 

 

                                              Measures to correct Deficient   Demand 

 

 

- Increase in Govt. spending 

-  Decrease in Taxes 

 

 

                                               -   Decrease in Bank Rate              - Decrease in Margin 

Requiremets 

                                                - Decrease in Repo rate              - Advice to Encourage 

lending 

                                                  - Purchase of Securities 

                                                   - Decrease in LRR 

 

 

 

Fiscal Policy 

Fiscal Policy 

 

Monetary Policy 

Quantitative Instrument Qualitative Instrument 

Fiscal Policy 

Fiscal Policy 

 

Monetary Policy 

Quantitative Instrument Qualitative Instrument 
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2  MARKS QUESTIONS 

1. Do you agree  that MPS cannot be negative, but APS can be? 

Ans. Given the fact that there is a positive relationship between saving and income, an 

increase in income must cause an increase in saving. Implying that MPS must always be 

positive. However, APS can be negative when at a very low level of income consumption 

is greater than income so that saving is negative. 

2. The value of marginal propensity to consume can be greater than one. 

Ans. False the value of marginal propensity to consume cannot be greater than one. It is 

because change in consumption  cannot be greater than change in income. 

3. The value of average propensity to save can be negative. 

Ans. True , The value of average propensity to save (APS) can be negative. It happens 

when: consumption > Income  or when : APC>1 

4. APS can be greater than One. 

Ans. False. Because APS is the ratio between total saving and total income. And , total 

saving cannot be greater than total income during an accounting year. Saving is just a part 

of income. We can say that if APS > 1 then S must be greater than Y, in which  case C 

must be negative. This can never ever happen. 

5. The value of marginal propensity to save can never be negative. 

Ans. True, Marginal propensity to save is the ratio between additional saving and additional 

income which is always positive because of positive relationship between saving and 

income. 

6. Average propensity to save is always greater than Zero. 

Ans. False. Average propensity to save is not always greater than zero. It can be negative 

in situations when saving is negative or when consumption is greater than income. 

7. Explain two fiscal  measures by which excess demand in an economy can be corrected. 

   Ans. The two fiscal measures to reduce excess demand are as follows: 

(i) Surplus Budget Policy : It is necessary that government ‘s expenditure should be less 

than its income in order to correct the situation  of excess  demand. Demand will 

decrease following decrease in public expenditure. 

(ii)  Increase in Taxes : The Government should levy new taxes and enhance the rate of 

the existing  once. This would reduce disposable income of the people. Accordingly, 

aggregate demand will shrink. 

8. Explain two monetary policy measures to correct excess demand in an economy. 

Ans. (i)Open Market Operations: The central bank starts selling securities in open  market 

so that some purchasing power is withdrawn from the economy. Implying a fall in 

aggregate demand. 

     (ii) Increase in cash Reserve Ratio: Cash reserve ratio of the banks is enhanced with 

a view to restricting the credit creation capacity of the commercial banks. Implying a 

fall in aggregate demand. 
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9. Explain how the ‘Reverse Repo Rate’ helps in correcting excess demand in an economy. 

Ans. Reverse repo rate is the rate of interest at which commercial banks can park their 

surplus funds with the central bank, short period of time. 

    To correct the situation of excess demand, reverse repo rate is increased. As a follow –up 

action, the commercial banks will be encouraged to increase their deposits with the 

central bank. This, in turn, will reduce their ability to lend money through credit creation. 

Consequently, consumption expenditure and investment expenditure will be reduced, 

implying a reduction in aggregate demand, as required to correct excess demand 

10. Discuss the role of bank rate in correcting inflationary gap in an economy. 

Ans. Bank rate is the rate at which the central bank lends money to the commercial 

banks. To correct the situation of inflationary gap, bank rate is increase. As a follow –up 

action, the commercial banks raise the market rate of interest. This decrease demand for 

credit. Consequently, consumption expenditure and investment expenditure are 

decreased, implying a decrease in aggregate demand, as required to correct inflationary 

gap. 

                                                          3 MARKS QUESTIONS 

1. What is aggregate demand. Name the principal components of aggregate demand in an open 

economy. 

Ans.  Aggregate demand is the total demand for goods and services in an economy, 

measured in terms of total expenditure. 

The principal components of aggregate demand are:  

(i) Private consumption expenditure ( C) 

(ii) Private investment expenditure ( I) 

(iii) Government expenditure ( G ) 

(iv) Net Export (X-M) 

 

2. State and discuss the components of aggregate demand in a two sector economy. 

  Ans. Components of aggregate demand in a two sector economy are as these: 

(i) Consumption Expenditure (C) : It is also called household consumption expenditure. It 

comprises demand for all goods and services by the households of a country during an 

accounting year. Generally, it depends on the level of personal disposable income. 

Higher the level of personal disposable income, higher is private consumption 

expenditure, and vice versa. 

(ii) Private Investment expenditure: It refers to expenditure by private investors on the 

purchase of such goods which add to their stock of capital. Implying increase in the 

stock of capital, is also called capital formation. Rate of interest is the principal 
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determinant of private investment. Higher rate of interest generally implies lower 

investment expenditure. 

3. “Economists are generally concerned about the rising Marginal Propensity to save (MPS) in 

an economy “. Explain why? 

Ans. Since the sum of MPC and MPS is unity, any increase in Marginal propensity to save 

(MPS) would directly lead to decrease in Marginal propensity to consume (MPC). This 

means that lesser proportion of additional income is going to consumption, which is a 

vital factor of Aggregate Demand/ Expenditure. This may further lead to fall in 

equilibrium level of income in the economy. 

4. Estimate the value of aggregate demand in an economy if: 

(a) Autonomous investment  (   I  )= Rs. 100 crore 

(b) Marginal propensity to save (MPS)= 0.2 

(c) Level of income (Y)= Rs. 4000 crores 

(d)  Autonomous consumption  expenditure (C ) = Rs. 50crores 

Solution 

Given autonomous investment (I) = Rs. 100 crore 

Marginal propensity to save (MPS) = 0.2 

Level of income (Y) = Rs. 4000 crore 

Autonomous  consumption expenditure  (C) = Rs. 50 crores 

Marginal propensity to save (MPS) = 1- MPS 

                                                               = 1- 0.2 =0.8 

We know that, 

                                      AD = C+ I 

  AD= (C) + MPC (Y) + I      

         = 50 + 0.8 (4000) + 100 

          = 50 + 3200 +100 

          = 3350 

Aggregate demand = Rs. 3350 crores 

 

5. Give meaning of (i) involuntary unemployment (ii) Full employment 

Ans. Full Employment : Full employment refers to a situation in which all those people, who 

are willing and able to work at the existing wage rate, get work without any undue difficulty. 

Involuntary Unemployment : Involuntary unemployment refers to an unemployment in 

which all those people who are willing and able to work at the  existing wage rate, do not get 

work. 

6. Explain the concept of Inflationary gap with the help of a diagram? 

 Ans. Inflationary Gap is the excess of aggregate demand over and above its level required 

to maintain full employment equilibrium in the economy. 

 Full employment equilibrium is struck at point E. If the level of demand increase to AD1, it 

is in Excess of what is required to maintain full employment. This causes inflation. Hence, 

the difference between AD1 and AD (EF) is called inflationary gap. 
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7. Discuss the role of bank rate in correcting inflationary gap in an economy. 

Ans. Bank rate is the rate at which the central bank lends money to the commercial banks. 

To correct the situation of inflationary gap, bank rate is increase. As a follow –up action, 

the commercial banks raise the market rate of interest. This decrease demand for credit. 

Consequently, consumption expenditure and investment expenditure are decreased, 

implying a decrease in aggregate demand, as required to correct inflationary gap. 

8. Discuss the role of margin requirements in correcting deficient demand in an economy. 

 Ans. Margin requirements refer to minimum down payment that the borrowers have to 

make as a percentage of their total borrowing from the commercial banks. To correct the 

situation of deficient demand, margin requirement is reduced. Lower margin requirement 

acts as an incentive to borrow. This induces borrowers to raise more credit. Implying a rise 

in aggregate demand, as desired to correct deficient demand. 

9. “To boost the falling demand in the economy, the Reserve Bank of India recently reduce 

the Cash Reserve Ratio.” Elaborate the rationale behind the steps taken by the Central 

Bank. 

Ans. Cash reserve ratio (CRR) requires the commercial banks to maintain certain 

minimum cash reserves with the Reserve Bank of India, as a percentage of their total 

deposits. 

To boost the falling demand in the economy, CRR is reduced. A cut in the cash reserve 

with RBI raise cash balances with the commercial banks. And a rise in cash balances with 

the banks causes a multiple-times rise in their demand deposits. Accordingly, flow of 

credit in the market is increased, aggregate demand is increased, as required to boost 

falling demand. 
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10. ‘India’s GDP contracted 23.9% in the April-June Quarter of 2020-21 as compared to same 

period of 2019-20, suggesting that the lockdown has hit the economy hard’. 

                                                                         - The Hindustan Times, 1st September 2020 

State and discuss any two fiscal measures that may be taken by the Government of India 

to correct the situation indicated in the above news report. 

Ans. The situation suggests that the production activity in the domestic economy has 

tended to retard, owing to lockdown. The economy has witnessed a loss of employment 

and the consequent fall in income and expenditure. The economy is drifting towards a 

recessionary trends. Following two fiscal measures may be taken to correct this situation: 

(i) Increase in Government Expenditure:  The government should increase its 

expenditure. This includes both consumption expenditure a well as investment 

expenditure. A rise in government expenditure leads to a rise in AD which  is what 

is required to combat recession in the economy. 

(ii) Modify Tax Structure: Tax structure should be modified to induce private 

investment. The focus should be on such areas of production activity which 

generate employment, like real estate. 

 

 

                                             5 MARKS  QUESTIONS 

1. What are the two alternative ways of determining equilibrium level of income? How are these 

related? 

Ans. Two alternative ways of determining   equilibrium  level of income are as these: 

(i)  Equilibrium  is struck when:     AD = AS       and 

(ii)  Equilibrium  is struck When:        S = I 

              These two approaches are related to each other in this manner: 

                                                           AD = AS 

                                                              Or 

                                               C + I     =    C + S 

                                                            Or 

                                                         S   =   I 

The first approach says that equilibrium is struck when planned demand is equal to planned 

supply in the economy. The second approach says that equilibrium is struck when withdrawal of 
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expenditure  (in the form of saving)   is equal to injection of expenditure ( in the form of 

investment).                        

 

2. Assuming that increase in investment is Rs 1000 crore and marginal propensity to consume 

is 0.9, explain the working of multiplier. 

Ans. Muiltiplier is the ratio between change in income and change in investment. 

                                    

                                              K =
Δ𝑦

Δ𝐼
 

Following table explains how the multiplier process works. It is based on the given value that  

 I(leading to increase in expenditure in the economy)= Rs1000, crore and that MPC= 0.9 

                                           Working  of Multiplier                                        (Rs. In crore) 

 

 

 

 

Round ∆𝐼 ∆𝑌 Induced change in consumption 

MPC  (∆𝑌) 

Leakage/saving 

1 

2 

3 

4 

 

1,000 

- 

- 

- 

1,000 

900 

810 

729 

900(=0.9x1,000) 

810(=0.9x900) 

729 (= 0.9x810) 

656.1(=0.9x729) 

100 

90 

81 

72.9 

                                     And so on… 

 ∆𝐼 = 

1,000 

∆𝑌= 10,000 9,000 1,000 

 

The table shows that in round-I, additional investment of Rs. 1,000 crore leads to additional 

income of Rs. 1000 crore. But in every subsequent round 90% of additional income is spent 

(as MPC= 0.9.The remaining 10% leads to leakage/ Saving (as MPS = 0.1). Thus in round-2, 

additional income=Rs. 900 crore (0.9x1000), in round-3 it is = Rs810 crore (0.9x900), in next 
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round it is = Rs 729 crore(0.9x810, and so on till the sum total of additional income = Rs 

10,000 crore. 

                                                          K= 1/1- MPC 

                                                              = 1/ 1-0.9 = 1/0.1=10 

     Given that ∆𝐼=1000, and K= 10, 

                                              ∆𝑌 = 10 𝐱 𝟏, 000 

                                                = Rs 10,000 crore 
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INDIAN ECONOMIC DEVELOPMENT 

CHAPTER - 7 

EMPLOYMENT: GROWTH, INFORMALISATION AND OTHER ISSUSES 

IMPORTANT TERMS:- 

1. Gross Domestic Product (GDP) refers to the value of the final goods and services produced 

within a country during a period of time (a year). It is a narrow term. 

2. Gross National Term (GNP) refers to the value of the final goods and services produce in a 

country plus net income earned from abroad during a period of time (a year). It is a wider term. 

GNP + GDP + net income earned from abroad. 

3. Economic Activities refers to all those activities which are undertaken to earn some monetary 

reward in return, e.g., teacher teaching in a class. 

4. A worker is an individual who is in employment to earn a living. 

5. Worker Population Ratio is the total number of workers divided by the population. It is in 

percentage form. 

6. Population refers to the total number of people who reside in a particular locality, at a 

particular point of time. 

7. Self-Employed are the people who are engaged in their own business/profession. 

8. Casual-wage labourers, Persons who are casually engaged in other’s farm or non-farm 

enterprises and get their wages according to the work contract (daily/periodically). 

9. Regular salaried employees are also called “wages employees.” Those workers who work in 

other’s enterprises (farm or non-farm) on wage or salary on a regular basis. 

10. When an economy produces more good s and services without generating employment 

opportunities, it is jobless growth. 

11. Casualisation of workforce refers to a situation when the percentage of casually hired 

workers in the total workforce tends to rise over time. 

12. When an individual is ready and willing to work at the prevailing wages rate, but he does not 

get the work to do, then he is known as unemployed. 

13. Distinguish unemployment refers to a situation when more people are engaged in a 

production activity than actually required, i.e., there are surplus people involved. 
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14. Some recently launched campaigns by the government of India to generate employment 

opportunities are skill India, make in India and start-ups. 

VERY SHORT ANSWER TYPE QUESTIONS 

1. Who is a worker? 

Ans.   A worker is a individual who is in some employment to earn a living. 

2. What are economic activities? 

Ans.    Those activities which contribute to the gross national production are known as economic 

activities. 

3.   Write the meaning of workforce. 

Ans.   The number of workers---urban and rural, male and female participating in economic 

activities is called “workforce”. 

      4.    Define worker-population ratio. 

Ans. Worker-population ratio is an indicator used to for analyzing the employment situation in the 

country. It is calculated by the formula: 

 
No.of workers in India

Population of India
x 100 

5.     Define the term “Population”. 

Ans. Population is defined as the total number of people who reside in a particular locality at 

particular point of time. 

     6. Who are called ‘Self-Employeds’ 

Ans. The workers who own and operate an enterprises for earning their livelihood are known as 

“Self-Employeds”. 

     7.      Define “Casual wage laborers”. 

Ans. They are casually engaged in farm belonging to others and get a remuneration for the work 

done in return. 

   8.    Who are the ‘ regular salaried employees’. 

Ans. They are those employees who are employed by someone/enterprises on a regular basis and 

paid regular wages/salaries in return for their worker. 
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   9.    Newly emerging jobs are found mostly in which sector in India. 

Ans. Newly emerging jobs are being found mostly I the service sector in India. 

10.     What is meant by “jobless growth”. 

Ans. If an economic can produce more goods and services without generating employment it is 

called ‘jobless growth’ witnessed in India in the late 90’s. 

11.   Who is an unemployed. 

Ans. An individual is said to be unemployed when he is ready and willing to work at the 

prevailing wages rate but does not get the work. 

12.  Define voluntary unemployment. 

Ans. Voluntary unemployment refers to being out of job voluntarily like some working women 

duly qualified give up their career for the sake of their family. 

13.   Who are worst affected by seasonal unemployment in India. 

Ans. They are seasonal workers. 

3 MARKS QUESTIONS 

1.      What makes casual laborers more vulnerable? 

Ans.    The casual laborers do not get regular income; they don’t have any protection or regulation 

from the government and have no job security. They also lack social benefits which permanent 

workers get. This makes the casual workers vulnerable. 

2.      How are the economic activities distributed into different industrial divisions? 

Ans.    The economic activities are distributed into 8 different industrial divisions. There are: 

 Agriculture 

 Mining and Quarrying 

 Manufacturing 

 Electricity, Gas and Water supply 

 Construction 

 Trade 

 Transport and Storage 

 Services 
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3.       How does jobless growth happen. 

Ans. Jobless growth implies an overall acceleration in the growth rate of GDP in the economic 

which is not accompanied by a commensurate expansion of employment opportunities. This 

means that in the Indian economy, without generating employment we have been able to 

produce more goods and services. 

The gap between growth rate of GDP and employment has particularly widened after the reforms 

in 1991. 

4.      Why it is not easy to maintain an employment growth rate of 2 percent for a country 

like India. 

Ans.    The rate of investment and choice of technology determine the growth rate of employment. 

The emphasis on growth rate of the economy has resulted in jobless growth. Growth of the 

economy after the reforms, which put emphasis on industrialization, has failed to absorb such a 

large addition to labour force. 

5.       “Though India has witnessed slow growth of employment, yet people cannot remain 

completely unemployed for very long time in India.” Explain. 

Ans.     In India, people cannot remain unemployed for very long time because their desperate 

economic condition does not allow them to be so. They accept job that nobody else would do, 

unpleasant or dangerous jobs in unclean, unhealthy surroundings. 

6.       Briefly explain the National Rural Employment Guarantee Act,2005. 

Ans.    The National Rural Employment Guarantee Act, 2005 (NREGA), now known as Mahatma 

Gandhi National Rural Employment Guarantee Act (MNREGA) was passed by the government in 

the parliament to generate employment for those in need of jobs in rural areas. 

It promises 100 days of guaranteed wage employment to all adult members of rural hosusehold 

who volunteer to do unskilled manual work. 

7.      What activities you would suggest to generate employment in rural areas. 

Ans.    Suggestion for increasing employment opportunities: 

 Employment can be generated by the development of non-farm activities like reclaimation 

work, machine repair, rural transport services, certain of public assets, construction etc. 

 Diversification of activities 

 Development of village handicraft and cottage industries as these have a larger potential for 

absorbing labour force. 

 Encouraging the informal sector. 
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8.       Briefly explain: 

a) Disguised unemployment 

b) Seasonal unemployment 

Ans.(a) Disguised unemployment. Disguised unemployment is typical phenomenon of Indian 

agriculture, where more people are working of a piece of land than required. Theydon not 

contribute to productive work and when withdrawn, do not result in a fall in output. 

        (b) Seasonal unemployment. Seasonal unemployment is found primarily in agriculture 

sector where people do not get work for all the months in the year, due to the seasonal character 

of agriculture. During this time, they may move to urban areas in search of casual employment. 

9.     How does National Sample Survey Organisation (NSSO) define employment. 

Ans.   National Sample Survey Organisation (NSSO) defines unemployment as a situation in 

which all those who , owing to lack of work, are not working  but either seek work through 

employment exchanges, intermediaries, friends or relatives or by making application to 

perspective employers or express their willingness or availability for work under prevailing 

conditions of work and remuneration. 

10.     Which are the sources of data available on employment in India. 

Ans.   There are three sources of data on unemployment: 

 Reports of Census of India 

 National Sample Survey Organisation’s Reports Employment and Unemployment situation 

 Directorate General of Employment and Training Data of Registration with Employment 

Exchanges. 

11.     What is the importance of employment generation programmes. 

Ans.   The employment generation programmes aim poverty alleviation. 

All these programmes aim at providing at only employment  but also services in areas such as 

primary health, primary education, rural shelter, rural drinking water, nutrition, assistance for 

people to buy income and employment generating assets, development of community assets by 

generating wage employment, construction of houses and sanitation, development of wasteland 

and degraded lands etc. 
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5 marks questions 

1.     ‘The nature of employment in India is multifaceted.’ Elaborate. 

Ans.    The above statement about the employment in India is absolutely correct. 

 This is mainly because of the variation in duration of employment. There are some of 

people who are employed throughout the year, whereas there are others who are employed 

for only a few months and some get work for only very few days in a year. 

 We have rural workers and urban workers. In India a majority of the workers live in a rural 

areas, so their proportion to the workforce is higher than their urban counterparts. The rural 

worker constituted about ¾ of the total workforce of 460 million in 2004-2005. 

 Another noticeable feature is that 70% of the workers are men and the rest are women. 

 Women workers are 1/3 of the rural workforce and they are 1/5th of the urban workforce in 

the urban areas. 

 Many workers do not get fair wages or payment for the work rendered by them i.e., they 

are underpaid and thereby exploited by their employers. 

 In some areas women are neither paid in cash/kind, so they are not treated as workers, 

especially in doing their domestic work. But the economist are of the opinion that they 

should treated as ‘worker’. 

2.     Discuss briefly the concept of ‘Informalisation of workforce’ in India. 

Ans.   Informalisation of workforce refers to a situation wherein there is a continuous decline in 

the percentage of workforce in the formal sector and a simultaneous rise in the percentage of 

workforce in the informal sector. 

In India, informalisation of workforce is a recent phenomenon. Growth and development 

generally leads to rise in the number of individuals employed in the formal sector and fall in the 

number individuals employed in the informal sector. However, in India, there has been a reversal 

of this trend. Estimates reveal that nearly 93% of the workers in India are engaged in the informal 

sector, while only 7% engaged in the formal sector. Some argue that this increase in the extent of 

informalistion is result of the reforms of 1991 which transformed India from a “socialist” 

economy to a “market” economy. 

In the end, we can say that workforce in India increasingly becoming informalised. 

3.     What is unemployment? Explain any three consequences of unemployment in India. 

Ans.   Unemployment refers to situation all those who, owning to lack of work, are not working, 

but either seek work through employment exchange, intermediaries, friends or relatives or by 
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making application to prospective employers or express their willingness or availability for work 

under the prevailing condition of work and remuneration. 

The consequences of unemployment in India are: 

 Unemployment are not able to meet their financial obligations. So, this may lead to decline 

in their standard of living. 

 Unemployment hampers the economic as well as the social status of society. Precious time 

lost in unemployment can never be compensated. 

 Underemployment is one of the serious consequences of unemployment. As on losing jobs 

people are compelled to take up jobs which don not fit their skill, experience and 

qualifications. 

4.     Discuss the growth and changes in workforce participation rate in formal and informal 

sector. 

Ans.   As a economy grows, more of more workers should became formal sector worker and the 

proportion of workers engaged in the informal sector should decrease. But in India, the situation 

is very discouraging. 

Changes in workforce in formal and 

Informal sector from 2011-12 to 2017-18 (%) 

Sector 2011-12 2017-18 

Informal sector 

 

Formal sector 

94 

 

6 

90.7 

 

9.3 

Total 100 100 

 

 The above table shows only 6% of people are employed in the formal sector and rest 94% 

are in the informal sector. But in 2017-18, 9.3% people are engaged in formal in sector and 

90.7% are in informal sector. 

 This is due to failure of formal sector in generating employment. India started paying 

attention to enterprises and workers in the informal sectors with the efforts of international 

labour organization. The Indian government has initiated the modernisation of informal 

sector enterprises and provision of social security measures to informal sectors workers. 
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5. Explain the concept of employment in different connotation with help of suitable examples. 

Ans.    The concept of ‘employment’ can be looked upon from various angles. 

 Self-employment is a phenomenon related to the workers who own and operate their 

enterprise to earn their livelihood. 

 Casual wage employment refers to a phenomenon where the workers are casually engaged 

in someone else’s farm or project, daily wage earners. 

 Regular employment refers to a phenomenon where workers are engaged by someone or 

by an enterprise (Public sector/private sector) and are paid their wages/salary on regular 

basis. For example, people are working on a permanent basis in an enterprise/school etc. 

6.    Define unemployment. Explain at least three forms of unemployment. Also explain the 

economic consequences of unemployment. 

Ans.   NSSO defines unemployment as situation in which all those who, owning to lack of 

work, are not working, but seek work either through the employment exchanges, 

intermediaries, friends or relatives or by making application to prospective employers or 

express their willingness or availability for work under prevailing condition of work and 

remuneration. 

Forms of unemployment: 

 Open unemployment refers to that situation wherein although the worker is willing to work 

and his necessary ability to work yet he does not get work. He remains unemployed for full 

time and fail get any work, casual or full time. 

 Disguised unemployment is typical of Indian agriculture where more people are working 

on a piece of farm than are required. They don not contribute to productive work and when 

withdrawn, do not result in a fall in output. 

 Seasonal unemployment is found primarily in the agriculture sector where people do not 

get work for all the months in the year due to the seasonal character of agriculture. During 

this time, they may move to urban areas in search of casual employment. 

Economic consequences of unemployment: 

M Unemployment individual have to go through a tight economic crunch. They are unable 

meeting their financial obligations. This may lead to a declined in their standard of living. 

Unemployment hampers the economic as well as the social status of people. The period 

lost in unemployment can never be compensated. 

M Underemployment is one of the serious consequences of unemployment. On losing jobs, 

people are forced to take up jobs that do not fit their skill, experience and educational 

qualification. 
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7.    Explain the main causes of unemployment in India. 

Ans.  The main causes responsible for unemployment in India are: 

 Rapid growth of population in the economy has been a major cause. As a matter of fact the 

numbers of unemployeds have actually increased overtime rather than decreasing. 

 Rate of economic growth has been quite slower than what was anticipated, basically 

because of faulty planning. 

 Shortage of financial resources has been a big hindrance in employment generation. 

Further this had been augmented by the increasing control of the government for many 

years. 

8.   (a)    Mention the sources of data available on unemployment. 

         (b)    explain any three different types of unemployment prevailing in our economy. 

Ans. (a) There are three sources of data on unemployment: 

 Reports of census of India 

 National Sample Surveying Organisation’s (NSSO) Reports of Employment and 

Unemployment situation. 

 Directorate General of Employment and Training Data of Registration with Employment 

Exchanges. 

(b)    The main types of unemployment prevailing in our economy are: 

i. Open unemployment refers to a phenomenon when people go hunting for jobs to the 

employment exchanges, offices, factories, schools etc. and give their bio-data. In the rural 

areas do not go asking for job but they stay at home when there is no work. 

 

ii. Disguised unemployment is a common of unemployment in rural India. Now explaining 

this concept with the help of an example.  

Suppose in a farm of 5 acres if 2 hired workers and 4 sons of a farmer are employed. But 

the actual need is for 2 hired workers and 2 sons of the farmer only. Thus the remaining 2 

sons of the given farmer actually do not contribute productively so they are not required on 

the farm. Thus they are disguisedly unemployed. 

 

iii. Seasonal unemployment is found mostly in the rural areas because the work in agriculture 

is ‘seasonal’.  

When there is no job to do on farms i.e. off-season, rural people migrate to urban areas 

looking for jobs. It is one of the commonest form of unemployment found in India. 
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Case-Based Questions 

9.   Read the following case study carefully and answer the questions that follow. 

        There has been change in the structure of workforce in India. Newly emerging jobs are 

found mostly in the service sector. The expansion of the service sector and the advent of high 

technology now frequently permit a highly competitive existence for efficient small scale and 

individual enterprises or specialist workers side by with MNCs ‘Outsourcing’ work is becoming 

a common practice. 

a)   Define the term ‘Workforce’. 

Ans. Workforce refers to the number of persons actually working and does not account for 

those who are willing to work but not able to get any work. 

b)   Which sector is taking a lead over primary sector and why? 

Ans.  Tertiary or service sector because people in urban areas are becoming increasingly 

conscious of their quality of life, spending the bulk of their income on a variety of services. 

c)   To find number of unemployed persons, what is to be subtracted from labour force? 

Ans. Workforce. 

10.      Read the following case study carefully and answer the questions that follow. 

            Labour Force Participation Rate (LFPR) is a measure of the proportion of the country’s 

population that is engaged actively in the labour market, either by working or seeking work. It 

provides an indication of the size of the supply of labour available to engage in the production of 

goods and services. The gap between average annual growth of labour force and employment 

growth provides hints towards increase/decrease in the existing stock of unemployment people. 

Work Participation Rate (WPR) is a measure of the proportion of the country’s labour force who 

is engaged in work. It provides information on the ability of the economy to generate 

employment. 

a) What is the main difference between Labour Force Participation Rate and Work 

Participation Rate? 

Ans. Labour Force Participation Rate account for those who are willing to work but actually 

not working, whereas Work Participation Rate does not account for those who are willing to 

work but actually not working. 

b) Give the formula to calculate Participation Rate? 

Ans.  Participation Rate = 
Total Workforce

Total Population
 x 100 

c) State whether the given statement is true/false. 

“People who are not willing to work at existing wage rate are considered as unemployed.” 

      Ans.  False. 
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Infrastructure 

 Infrastructure is the support system for Economic Development and Social Development. 

 Infrastructure is categorized into  

 Economic Infrastructure:  serves as a driving force for production activity in the 

economy (e.g. Power, Transport and Communication etc.)   

 Social Infrastructure: serves as driving force social develop of the country (e.g. Schools, 

Colleges, Hospitals and Nursing homes etc.). It accelerates the process of human 

development. 

 Infrastructure contributes to Economic development of a country by: 

 Promotes productivity in three sectors 

 Primary- means of irrigation 

 Secondary- production will increase if sources of energy are available 

 Tertiary- development requires transportation and communication 

 Induces Investment- Infrastructure is backbone of business investment. 

 Generate linkages in production- Inter industrial linkages like transport, communication, 

banking, insurance etc. 

 Enhances size of the market- Increases connection and connectivity of places 

 Enhances ability to work- Educational and medical institutions promotes skill formation, 

efficiency and ability to work. 

 Facilitates outsourcing- Sound system of social and economic infrastructure helps promote 

a country as a destination for outsourcing. 

 Induces FDI- Expanding infrastructure leads to higher inflow of FDI. 

 Improves quality of life-High quality infrastructure improves efficiency and safety. 

 Social Infrastructure- Health 

 It means sound physical and mental state of the individual 

 Increase in overall efficiency 

 Increase in productivity of labor 

 Increase in mental activities 

 The following points suggests improvement of health facilities in India: 

 Decline in death rate 

 Reduction in Infant Mortality Rate 

 Rise in life expectancy 

 Control over deadly diseases 

 Decline in under-five mortality rate 

 Expansion in health services like- hospitals, doctors, dispensaries, PHCs etc. 

 The health care system in India is a three tier system: 
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 Tier 1 - PHCs ( Primary Health Centres) and CHC (Community Health Centres)  and sub-

centre 

 Tier 2 – Secondary health care: surgery, ECG and X-ray facilities 

 Tier 3- Tertiary health care: fully equipped, specialized services includes AIIMS, PGI, 

NIMHNS 

 Private sector health infrastructure has emerged as dominant source of health care services 

 70% hospitals are run by private sector 

 80% health expenditure is in private sector 

 Challenges of Health care: 

 Unequal distribution of health services in rural and urban areas 

 Serious threat posed by communicable diseases 

 Number of patients are more than health care centres 

 There is privatization of health care services which is becoming expensive and beyond the 

reach of many people in India 

 Government health care centres are ill equipped and ill maintained with poor sanitation 

 ISM (Indian System of Medicine)- This system of medicine is considered to be Indian in origin. 

There are 6 categories- AYUSH( Ayurveda, Yoga, Unani, Sidha, Naturopathy and Homeopathy) 

 Rural- Urban and Rich- Poor Divide: Health care is significantly biased in favor of rich and of 

the urban areas. 

 The PHCs I rural areas do not have basic facilities 

 No specialized care in there in rural areas 

 % population is more in rural areas whereas hospitals and health care staff are more in urban 

areas 

 Rich have to spend significantly less amount on health care when compared to the poor 

 There is a debt-trap for poor 

 Women’s Health- Social bias 

 Serious neglect in the age group of 15-49 years 

 Nutritional deficiency 

 Female feticide leading to decline in child- sex ratio 

 GBD ( Global Burden of Disease) : It is an indicator used to assess 

 The number of premature deaths due to a particular disease 

 The duration of disability of the persons suffering from that disease 

IMPORTANT QUESTIONS (Marks in bracket) 

1) “Indian health system needs a stronger dose of public expenditure to cure itself” Justify the 

given statement with valid arguments.  (3,5) 

2) What is meant by “Global burden of disease”?  (2) 



[47] 
 

3) How has women’s health become a matter of great concern in India? Explain.(3,5) 

4) Mention the state of health care system in India.(5) 

5) “India has emerged as a hotspot for medical tourism. ”Defend the statement with valid 

arguments.(3,5) 

6) How has private sector emerged as a dominant source of health care services in India? (2,3,5) 

7) How infrastructure impacts economic growth? Write five observations. (5) 

8) Infrastructure contributes to the economic development of a country. Do you agree? Explain. 

(3,5) 

9) Write your views regarding improvement in health facilities in India after independence. (5) 

10) How does Infrastructure boost production? (2) 

11) What are the main characteristics of health of the people of our country? (3,5) 

12) Discuss the main drawbacks of our Healthcare system. (2,3,5) 

13) Comment upon the state of rural infrastructure in India.  (3,5) 

14) Explain what is meant by the Indian System of Medicine (ISM). (2,3) 

15) State giving valid reasons whether the following statements are true or false:  (5) 

a) Infrastructural facilities raises productivity in Tertiary sector of the economy. 

b) Decline in death rate is a pointer to the growth of social Infrastructure in the economy. 

Case study based Questions 

Read the following case study carefully and answer the questions on the basis of the same: 

The covid pandemic has taken a toll on the entire human civilization. The period has made us 

realize the importance of our most vital resource I.e. health. Even though in the past, the 

Government of India has put in sustained efforts to better the health care system across the 

country, it has not been enough to meet the demands of a growing population be it in Primary, 

secondary or Tertiary health care. Alternate sources of finance is critical for the sustainability 

of the health sector. Therefore, Government is encouraging investment in the Healthcare 

sector. 

i) What do you understand by Primary, secondary and Tertiary Healthcare centres in India?    

(3) 

ii) What are Indian System of Medicine? (2) 

iii) State whether the following statement is true or false with reason: "Poor people spend 

higher percentage income of their income on healthcare. (3) 

iv) How will investment in health infrastructure benefit the masses? (2) 

 

In recent times while the public health sector has not been so successful in delivering the 

health care services, private sector has grown up by leaps and bounds. More than 70% of 

hospitals and 60% of dispensaries in India are run by private sector. Also, private sector 

provide healthcare to 80% of outpatients and 46% of inpatients in recent times. 
i) What are the factors that has led to rapid development of private sector in health care? (3) 

ii) Discuss the main drawbacks of our health care system. (3) 

iii) Discuss the major public health care measures undertaken by the government in recent years. (3,5) 

iv) How does Infrastructure contributes to a county's development? (3,5) 
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SUSTAINABLE ECONOMIC DEVEOVMENT 

 

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. 

All living elements-the birds, animals and plants, forests, fisheries etc. are biotic elements. 

Abiotic elements of the environment includes non-living elements like air, water, land, rocks 

and sunlight etc. 

Functions of the Environment 

(i) Environment supplies resource (both renewable and nonrenewable resources) for production. 

(ii) Environment assimilates waste, 

(iii) Environment sustains life. 

(iv) Environment enhances quality of life. 

The environment is able to perform these functions without any interruption as long as demand 

on these functions are within its carrying capacity. 

Carrying capacity implies two things: 

(i) Resource extraction should remain below the rate of resource regeneration. 

(ii) Generation of wastes should remain within the absorption capacity of the environment. 

If these two conditions are not fulfilled, then environmental crisis occurs. 

The various reasons for environmental crisis are as under: 

(i) Population explosion and advent of industrial revolution. 

(ii) The intensive and extensive extraction of both renewable and nonrenewable resources. 

(iii) The affluent consumption and production standards of developed countries. 

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. tress in forest and the fish in the oceans. 

Non renewable resources are those which get exhausted with extraction and use. For example, 

fossil fuel. 

Two basic problems related to environment are 

(i) Problem of pollution. 

(ii) Problem of excessive exploitation of natural resources. 

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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The major forms of pollution are as follow 

(i) Air pollution 

(ii) Water Pollution 

(iii) Noise Pollution 

(iv) Land Pollution 

Global warming is a gradual increase in the average temperature of the earth’s lower 

atmosphere. 

Global warming is caused by man-made increase in carbon dioxide (Co2) and other greenhouse 

gases through the burning of fossil fuels and deforestation. 

Some of the long term results of global warming are as follow: 

(i) Melting of polar ice with a resulting rise in sea level and coastal flooding. 

(ii) Extinction of species as ecological niches disappear. 

(iii) More frequent tropical storms and 

(iv) An increased incidence of tropical diseases. 

Ozone depletion refers to reduction in the amount of Ozone (a protective layer) in the 

stratosphere. 

The problem of Ozone depletion is caused by high levels of CFC used as cooling substances in 

air conditioners and refrigerators or as aerosol propellants and bromofluro-carbons used in fire 

extinguishers. 

As a result of depletion of the ozone layer, more ultra violet (UV) radiation comes to 

earth causing 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 rapidly growing 

industrial sector. 

Air pollution, water contamination, soil erosion, deforestation and wildlife extinction is some of 

the most pressing environmental concerns of India. 

The priority issues identified in India are: 

(i) Land degradation 

(ii) Biodiversity loss 

(iii)Air pollution with special reference to vehicular pollution in urban cities. 

(iv)Management of fresh water. 

(v) Solid waste management. 

 

Land degradation refers to a decline in the overall quality of soil, water or vegetation condition, 

commonly caused by human activities. 

Some of the factors responsible for land degradation is 

(i) Loss of vegetation occurring due to deforestation. 

(ii) Forest fires and over grazing. 

(iii) Improper crop rotation. 
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(iv) Encroachment into forest lands. 

(v) Shifting cultivation. 

vi) Indiscriminate use of agrochemical such as fertilizers and pesticides. 

(vii) Improper planning and management of irrigation systems. 

(viii) Extraction of ground water in excess of the recharge capacity. 

(ix) Poverty of the agriculture-dependent people. 

(x) 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 

 

Main features of sustainable development is as under: 

(i) Sustained rise in Real per Capita Income and Economic welfare. 

(ii) Rational use of natural resources. 

(iii) No reduction in the ability of the future generation to meet their own needs. 

(iv) Check on pollution. 

To achieve sustainable development, the following needs to be done: 

(i) Limiting the human population. 

(ii) Technological progress should be input efficient and not input consuming. 

(iii) Renewable resources should be extracted on a sustainable basis, that is, the rate of 

extraction should not exceed rate of regeneration. 

(iv) For non-renewable resources, rate of depletion should not exceed the rate of creation of 

renewable substitutes. 

(v) Inefficiencies arising from pollution should be corrected. 

Strategies for Sustainable Development. 

(i) Use of non-conventional sources of energy. 

(ii) Use of cleaner fuels: LPG, Gobargas in rural areas and CNG in Urban areas. 

(iii) Use of Solar energy and wind power. 

(iv) Shift to organic farming. 

(v)Recycle the wastes 

(vi)Public means of transport. 

(vii) Traditional knowledge and practices. 

(viii) Establishment of Mini-Hydel plants. 

(ix) Biopest Control 

 

 

 

Very Short answer types questions 

Question 1. What is meant by environment?  
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Answer. Environment is defined as the total planetary inheritance and the totality of all 

resources. It includes all the biotic and abiotic factors that influence each other. Biotic elements 

are all living elements — the birds, animals and plants, forests, fisheries, etc. Abiotic elements 

are like air, water, land, rocks, sunlight, etc. 

Question.2. State and discuss any two principal causes of environmental degradation.  

 Answer: Two principal causes behind environmental degradation:  

i. Population Rise - Rising population is one of the major causes for degradation of the 

environment as it adds to the burden on natural resources, leading to environmental crisis.  

Consumption Levels: It has been observed that the developing and developed nations have 

witnessed affluent consumption levels in the past, bringing disequilibrium in the demand and 

supply of the natural resources, pushing the world to the threshold of the environmental crisis.  

Question 3. Classify the following into renewable and non-renewable resources 

 (i) Trees (ii) fish (iii) petroleum (iv) coal (v) iron-ore (vi) water. 

Answer. Trees and fish are renewable resources. 

Petroleum, coal, iron-ore and water are non-renewable resources 

Question 4. Explain how the opportunity costs of negative environmental impact are high. 

Answer. Opportunity cost is the cost of alternative opportunity given up. The country has to 

pay huge amount for damages done to human health. The health cost due to degraded 

environmental quality have resulted in diseases like asthma, cholera, etc. Huge expenditure is 

incurred in treating the diseases. 

Question .5. What happens when the rate of resource extraction exceeds that of their 

regeneration?  

Answer. Environment includes sun, soil, water and air which are essential ingredients for the 

sustenance of human life. The carrying capacity of the environment implies that the resource 

extraction is not above the rate of regeneration of the resources and the waste generated are 

within the assimilating capacity of the environment. Carrying capacity of the environment helps 

to sustain life. Absence of carrying capacity of environment means absence of life. 

Question .6. Is environmental crisis a recent phenomenon? If so, why?  

Answer: Before the industrial revolution, the rate of extraction of resources was very low and it 

was less than that of renewal of resources. But after so many years of industrial revolution and 

subsequent development, the rate of extraction of resources has grown manifold. This has 

resulted in exhaustion of resources in many countries. It has also resulted in high levels of 

environmental pollution. Hence, it can be said that environmental crisis is a recent 

phenomenon. 

 

Question7.State any four pressing environmental concerns of India. Correction for 

environmental damages involves opportunity costs—explain.  
Answer: The four pressing environmental concerns of India are; air pollution, groundwater 

pollution, pollution of rivers and soil erosion.  
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It is indeed true that correction of environmental damages involves opportunity costs. Let us 

take example of air pollution. For minimizing air pollution, we need to fit vehicles with 

catalytic converters which means increased cost of the vehicle. For rectifying the pollution of 

water bodies, we need to clean up our rivers which is a gargantuan task.  

Question.8. Account for the current environmental crisis.  

Answer: The current environmental crisis is because of our unsustainable practices. We are 

overusing and misusing the natural resources. As a result, many resources have either exhausted 

or are on the verge of exhaustion. The excess use of natural resources has created a huge 

amount of waste which is beyond the waste absorption capacity of the environment. This has 

resulted in a situation in which our environment’s ability to sustain life has been compromised. 

This situation is called environmental crisis. 

Short answer types questions 

Question.9. Highlight any two serious adverse environmental consequences of 

development in India. India’s environmental problems pose a dichotomy — they are 

poverty induced and, at the same time, due to affluence in living standards—is this true?  
 

Answer: One of the serious consequences of development in India is air pollution and another 

is heavily polluted rivers. Ganga; the holiest river of India; resembles a dirty drain near most of 

the cities is passes through. It is absolutely true that India’s environmental problems are poverty 

induced as well as due to affluence in living standards. The poor people continue to fell tree to 

obtain firewood because they cannot afford LPG. Felling of trees has serious environmental 

consequences. On the other hand, the affluent lifestyle means increased consumption of fossil 

fuels which also causes serious damage to the environment. 

Question.10. What can the present generation to to achieve sustainable development?  
1.The present generation can promote development that enhances the natural and built 

environment in ways that are compatible with  

(i) Conservation of natural assets  

(ii) Preservation of the regenerative capacity of the world’s natural ecological system  

(iii) Avoiding the imposition of added costs or risks on future generations. 

Question.11. State any four pressing environmental concerns of India. Correction for 

environmental damages involves opportunity costs—explains.  

Answer: The four pressing environmental concerns of India are; air pollution, groundwater 

pollution, pollution of rivers and soil erosion.  

It is indeed true that correction of environmental damages involves opportunity costs. Let us 

take example of air pollution. For minimizing air pollution, we need to fit vehicles with 

catalytic converters which means increased cost of the vehicle. For rectifying the pollution of 

water bodies, we need to clean up our rivers which is a gargantuan task 

Question.12.What is sustainable development? Keeping in view your locality, describe any 

four strategies of sustainable development  
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Answer: The development which ensures a good quality of life for the current generation and 

also ensures that the future generation would get at least the same quality of life is called 

sustainable development.  

.The following strategies can help in ensuring sustainable development for any locality:  

• Switching to alternate sources of energy; like solar energy and wind energy  

• Promoting afforestation to recover the loss of greenery.  

• Promoting the use of CNG in vehicles  

• Building better public transport facilities  

Question 13. Explain the relevance of intergenerational equity in the definition of 

sustainable-development. 

Answer. The Brundtland Commission emphasises on protecting the future generations. This is 

in line with the argument of the environmentalists who emphasise that we have a moral 

obligation to hand over the planet earth in good order to the future generations, i.e., the present 

generation should give better environment to the future generations, no less than what we have 

inherited. 

According to the United Nations Conference on Environment and Development (UNCED) 

sustained development is, “Development that meets the needs of the present generation without 

compromising the ability of the future generation to meet their own needs. 

 

 

Long answer types questions 
 

Question.14. Explain the supply demand reversal of environmental resources  
From the very inception of civilization till the advent of industrialization the rate of extraction 

of the natural resources was far behind the rate of their regeneration. That is in other words the 

demand for resources falls short of the supply of the resources. The exploitation of nature by 

man was within the absorptive capacity of the environment. But in todays scenario with 

population explosion and industrial revolution the demand for resources for both production 

and distribution has risen at a much more rapid rate. However the rate of regeneration of these 

resources is relatively much lower than the rate of their extraction. In other words the rate of 

consumption demand of the natural resources exceeds that of their supply. This is beyond the 

absorptive capacity of the environment and has made environmental crisis more probable. This 

reversal in the demand and supply relationship is referred to as the supply-demand reversal of 

the environmental resources.  

Before the beginning of the Industrial Revolution the supply of natural resources was higher 

than demand. But after many years of Industrial Revolution there has been a role reversal. At 

present, the demand of natural resources is higher than supply 

Question.15 According to Herman Daly, a leading environmental economist, to achieve 

sustainable development, what needs to be done to achieve sustainable development?  

Answer: According to Herman Daly, a leading environmental economist, to achieve sustainable 

development, the following needs to be done  
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(i) Limiting the human population to a level within the carrying capacity of the environment. 

The carrying capacity of the environment is like a ‘plimsoll line’ of the ship which is its load 

limit mark. In the absence of the plimsoll line for the economy, human scale grows beyond the 

carrying capacity of the earth and deviates from sustainable development  

(ii) Technological progress should be input efficient and not input consuming  

iii) Renewable resources should be extracted on a sustainable basis, that is, rate of extraction 

should not exceed rate of regeneration  

(iv) For non-renewable resources rate of depletion should not exceed the rate of creation  

of renewable substitutes and  

(v) Inefficiencies arising from pollution corrected  

 

Question.16. How do the following factors contribute to the environmental crisis in India?  
1. Industrialisation  

2. Urbanisation  

3. Reduction of forest coverage  

4. Poaching  

5. Global warming.  

1. With rise in national income or economic activity, there is rise in industrialisation and 

urbanisation. This raises pollution of air, water and noise. There are accidents, shortage of 

water, housing problems, etc. In other words, with rise in national income there is ecological 

degradation which reduces welfare of the people.  

2. Whenever there is large migration of population from rural to urban areas, it leads to fast 

growth of slum areas. There is excess of load on the existing infrastructural facilities. It causes 

environmental degradation and ill health.  

3. The per capita forestland in the country is only 0.08 hectare. There is an excess felling of 

about 15 million cubic meter forests over the permissible limit. Indiscriminate felling of trees 

has led to destruction of forest cover. Once forests have been cut down, essential nutrients are 

washed out of the soil all-together. This leads to soil erosion. It leads to disastrous flooding 

since there is no soil to soak up the rain.  

4. Poaching leads to extinction of wildlife.  

5.The long-term results of global warming are: (a) Melting of polar ice caps with a resulting 

rise in the sea level and coastal flooding. (b) Disruption of drinking water supplies as snow 

melts. (c) Extinction of species. (d) Frequent tropical storms and tropical diseases.  

Question.17. What are the functions of the environment? 

 Answer. The environment performs four vital functions:  

1. Environment Supplies Resources. Resources include both renewable and non-renewable 

resources. Renewable resources are those which can be used without the possibility of the 

resource becoming depleted or exhausted. In other words, a continuous supply of the resource 

remains available. Examples of renewable resources are trees in the forest and fish in the ocean. 

Non-renewable resources are those which get exhausted with extraction and use. Example, 

fossil fuels.  

2. Environment Sustains Life. Environment includes sun, soil, water and air which are 

essential ingredients for the sustenance of human life. The carrying capacity of the environment 
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implies that the resource extraction is not above the rate of regeneration of the resources and the 

waste generated are within the assimilating capacity of the environment. Carrying capacity of 

the environment helps to sustain life. Absence of carrying capacity of environments means 

absence of life.  

3. Environment Assimilates Waste. Production and consumption activities generate waste. 

This occur mostly in the form of garbage. Environment absorbs garbage.  

4. Environment Enhances Quality of Life. Environment includes oceans, mountains, deserts, 

etc. Man enjoys these surroundings, adding to the quality of life.  

Question.18. Outline the steps involved in attaining sustainable development in India.  

Answer. Steps and Strategies to Achieve Sustainable Development in India:  

1. Use of Non-Conventional Sources of Energy  

2. LPG, Gobar Gas in Rural Areas  

3. CNG in Urban Areas  

4. Wind Power  

5. Solar Power through Photovoltaic Cells  

6. Mini-Hydel Plants  

7. Traditional Knowledge and Practices  

8. Biocomposting  

9. Biopest Control  

Question .19. Exlain the relevance of intergenerational equity in the definition of 

sustainable development  
Meeting the basic needs of all that requires the distribution of resources is our moral obligation. 

It becomes obligatory to hand over the earth to the future generation in a good order. But, it is 

realised that if the resources (non renewable) are utilised fully, then these will deplete so fast 

that it will reduce the production capacity of the future generations. The economic development 

achieved today in such manner cannot be sustained for a long time as the production capacity of 

the future generations in absence of productive resources reduces. Therefore, sustainable 

development is the process of economic development that aims at meeting the needs of the 

present generation without comprising the needs of the future generations. Sustainable 

development maximises the welfare of both present and future generations. This development 

does not mean a check on the existing pace of economic growth. It only means a judicious or 

optimum utilisation of resources in such a manner that pace of economic growth sustains with 

inter generational equity. 

Question.20. How do the following factors contribute to the environmental crisis in India?  
1. Rising population  

2. Air pollution  

3. Water contamination  

4. Affluent consumption standards.  

5. Illiteracy  

 

 

Answer:-1. The high rate of growth of population adversely affects the environment. It certainly 

leads to soil and water pollution.  
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2. India is one of the ten most industrialised nations of the world. It has led to unplanned 

urbanisation, pollution and the risk of accidents. The CPCB (Central Pollution Control Board) 

has identified 17 categories of industries which are significant pollutors.  

3. Many states in India are on the edge of famine. Whatever water is available, it is polluted or 

contaminated. It causes diseases like diarrhoea and hepatitis.  

4. With affluent consumption standards, people Use more air conditioners. CFCs are used as 

cooling agents in air condition which leads to ozone depletion.  

5. Illiteracy and ignorance about the use of non-renewable resources, alternative energy 

sources, lead to environmental crisis. . 

Question 21. Identify six factors contributing to land degradation in India. 

Answer. Some of the factors responsible for land degradation are: 

1. Loss of vegetation occurring due to deforestation 

2.  Unsustainable fuel wood and fodder extraction. 

3.  Shifting cultivation 

4. Encroachment into forest lands 

5. Forest fires and over grazing 

6. Non-adoption of adequate soil conservation measures. 

Question 22. India has abundant natural resources—substantiate the statement. 
Answer. India has rich quality of natural resources in plenty. It is clear from the following 

points: 

1.  India has rich quality of soil, hundreds of rivers and tributaries, lush green forests, 

abundant mineral deposits under the land surface, vast stretch of the Indian Ocean, mountain 

ranges, etc. 

2.  The black soil of the Deccan Plateau is particularly suitable for cultivation of cotton. It has 

lead to concentration of textile industries in this region. 

3.  The Indo-Gangetic plains — spread from the Arabian Sea to the Bay of Bengal — are one 

of the most fertile, intensively cultivated and densely populated regions in the world. 

4.  India’s forests provide green cover for a majority of its population and natural cover for its 

wildlife. 

5.  Large deposits of iron-ore, coal and natural gas are found in the country. India alone 

accounts for nearly 20 per cent of the world’s total iron-ore reserves. 

6. Bauxite, copper, chromate, diamonds, gold, lead, lignite, manganese, zinc, uranium, etc. are 

also available in different parts of the country. 

 

 

 

 

 

Chapter – 10 

Comparative Development Experiences of India and Its Neighbours 
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Development Path – A Snapshot View 

 All the three nations have started towards their developmental path at the same time. While 

India and Pakistan become Independent nations in 1947, people’s Republic of China was 

established in 1949. 

Development Path of China:- 

 After the establishment of People’s Republic of China, all critical sectors of the 

economy, enterprises and lands owned and operated by peoples were brought under 

the government control. 

 China announced its first Five Years Plan in 1953. Since China has been completed 13 

Five Years Plans in 2020. 

 The Great Leap Forward (GLF) Campaign was initiated in 1958 aimed to 

industrialisation of the China on a massive Scale and in rural areas, Communes were 

started. 

 In 1965, Mao introduced the Great Proletarian Cultural Revolution (1966-76) under 

which students and professionals were sent to work and learn from the countryside. 

 China introduced reforms in 1978 in the phase manner. First reforms were initiated in 

agriculture, foreign trade and investment sectors and in the later phase, reforms were 

initiated in the industrial sector. 

 The Reforms process also involved dual pricing policy. This means fixing the price in 

two ways, farmers and industrial units were required to buy and sell fixed quantities of 

inputs and outputs on the basis of prices fixed by the government and rest were at 

market price. 

 In order to attract Foreign Investors, Special Economic Zones were set up. 

Development Path of Pakistan: 

 Pakistan follows the mixed economy model with co-existence of public and private 

sectors. 

 Pakistan announced its first five years plan now called the medium term development 

plan in 1956. 

 In the later 1950s and 1960s Pakistan introduces a variety of regulated policies 

framework for Import Substitution based industrialisation. 

 The introduction of Green Revolution led to mechanisation and increase in public 

investment in infrastructure in select areas, which led to a rise in the production of 

food grains. 

 In the 1970s, nationalisation of capital goods industries took place. Than in later 

1970s and 1980s their major thrust areas were denationalisation and encouragement 

of private sector. 

 In 1988, reforms were initiated in the Pakistan due to worsening of the economic 

indicators. The growth rate of GDP and its sectoral constituents have fallen in the 

1990s. 

Comparison on the basis of Demographic Indicators: 

 Out of every six persons living in this world, one is an Indian and another is Chinese. 
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 The population of Pakistan is very small and accounts for around one-tenth of china or India. 

 China is the largest nation and geographically has the largest area among the three nations; 

hence its density is the lowest and highest in India. 

 The population growth as being the highest in Pakistan, followed by India and China. 

 The sex ratio is low and biased against females in all three countries. Scholars cite son 

preference prevailing in all these countries as the reason. 

 The fertility rate is also low in China and very high in Pakistan. 

 Urbanisation is high in china with India having 33 per cent of its people living in urban areas. 

Selective Demographic Indicators 

Country Estimated 

Population 

(in 

millions) 

(2018) 

Annual 

Growth of 

Population 

(2018) 

Density 

(per sq. 

Km) 

(2018) 

Sex 

Ratio 

(2018) 

Fertility 

Rate 

(2017) 

Urbanisation 

(2018) 

India 1352 1.03 455 924 2.2 34 

China 1393 0.46 148 249 1.7 59 

Pakistan 212 2.05 275 943 3.6 37 

Source: World Development Indicators 2019 

Comparison on the basis of GDP and Sectors: According to the latest data available, we find:- 

 China has the second largest GDP (PPP) of US$ 22.5 trillion whereas, India’s GDP (PPP) is 

US $ 9.3 trillion and Pakistan’s GDP (PPP) is 1.1 trillion US$; roughly about 11% of India’s 

GDP. India’s GDP is about 41 % of China’s GDP. 

 In 1980’s, Pakistan was ahead of India, China was having double digit growth and India was 

at the bottom. 

 In 2015-17 there is a marginal decline in Pakistan and China’s growth rates whereas 

marginal rise in India’s growth rate. 

 In China, due to topographic and climatic conditions, the area suitable for cultivation is 

relatively small-only about 10% of its total land area. The total cultivable area in China 

accounts for 40% of the cultivable area in India. 

 Until the 1980s, more than 80% of the people in China were dependent on farming as their 

sole source of livelihood. The government encouraged people to leave their fields and pursue 

other activities such as handicrafts, commerce and transport. 

 In 2018-19, with 27% of its workforce engaged in agriculture, its contribution to GDP in 

China is 7%. In India and Pakistan, the contribution of agriculture to GDP was at 16 and 

24% respectively. But the proportion of workforce in agriculture in India and Pakistan, is 

about 43 and 41%. 

 In China, manufacturing contributes the highest to GDP at 41% whereas in India and 

Pakistan, it is the service sector which contributes the highest. In both these countries, 

service sector accounts for more than 50% of GDP.  

 The proportion of workforce engaged in manufacturing in India and Pakistan were low at 25 

and 24% respectively. 
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 Thus, in both India and Pakistan, the service sector is emerging as a major player of 

development. It contributes more to GDP and, at the same time, emerges as a prospective 

employer. 

 In the 1980s India, China and Pakistan employed 17, 12 and 27% of its workforce in the 

service sector respectively. In 2008-10 it has reached the level of 32, 46 and 35% 

respectively. 

Comparative Study of Human Development Indicators 

Indicators of Human Development, 2003 

Indicators India China Pakistan 

HDI (value) 0.645 0.761 0.557 

HDI (Rank) 130 87 154 

Life Expectancy at Birth (years) 69.7 76.9 67.3 

Means years of schooling (% aged 15 and above) 6.5 8.1 5.2 

Per Capita GDP (PPP US$) 6681 16057 5005 

People below Poverty Line (at $3.10 a day PPP)(%) 21.9 1.7 24.3 

Infant Mortality Rate (Per 1000 live births)(2011) 

Maternal Mortality Rate (per 1 lakh births) 

Population using Improved Sanitation 

Population with Sustainable Access to Improved 

Water Sources (%) 

Percentage of undernourished Children 

29.9 

133 

60 

93 

 

37.9 

7.4 

29 

75 

96 

 

8.1 

57.2 

140 

60 

91 

 

37.6 

Source: Human Development Report, 2019 & 2020 and World Development Indicators. 

 

 China ranks higher in HDI (87), followed by India (130) and then by Pakistan (154). 

 China has the highest mean years of schooling among the three. 

 Also, the per capita GDP is higher in China than in India and Pakistan. 

 Infant Mortality Rate is lower in China and highest in Pakistan among the three. 

 India is ahead of Pakistan in reducing proportion of people below poverty line. 

 Maternal mortality rate is high in India and Pakistan. In China, for one lakh births only 33 

women die whereas in India and Pakistan, about 133 and 140 women die respectively. 

 All the three countries report providing improved drinking water sources for most of the 

population, but Pakistan is little bit legging among them. 

 The Proportion of people below the international poverty rate $3.10 a day, Pakistan has the 

largest share of poor among three countries and China has only 1.7% people below the 

poverty rate. 

 The percentage of undernourished children in India and Pakistan is very high, where as in 

china it is low.  

 

Features of  The Great Leap Forward (GLF) 

 China initiated a campaign named The Great Leap Forward (GLF) in 1958. 
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 It aimed at large scale industrialization both in rural as well as in the urban areas. 

 The people in the urban areas were motivated to set up industries in their backyards. 

 In the rural areas, Commune System (collective farming) was implemented. 

 

Features of Commune System 

 The system of collective farming known as Commune System was implemented. 

 Under this system, small plots of land were allocated to the individual households. 

 These households were allowed to keep the remaining income from land after paying 

taxes to the government. 

 

Great Proletarian Cultural Revolution- China 

 Due to the failure of GLF together with the conflict between China and Russia, Mao 

introduced the Great Proletarian Cultural Revolution in 1966-76. 

 This revolution aimed at enforcing socialism and eradicating capitalism and cultural 

elements in China. 

 Students and professionals were forced to work with and learn from the countryside. 

Similar Developmental Strategies of India and Pakistan 

 Started their planned developmental programmes after independence in 1947. 

 Relied on the public sector for initiating the process of growth and development. 

 Followed the path of mixed economy involving the participation of both the state and the 

private sector. 

 Both introduced economic reforms at the same time to strengthen their economies. 

 Unlike China (that brought all critical areas of production under state ownership), 

India and Pakistan initiated mixed economy. 

Common Success of Structural Reforms in India and Pakistan 

 Both India and Pakistan have succeeded in more than doubling their per capita incomes 

inspite of high growth rate of population. 

 The incidence of poverty has also been reduced significantly. However, the level of poverty 

is lower in Pakistan. 

 Both the countries have achieved self-sufficiency in the production of food. 

 Both the countries have succeeded in developing their service and industry sectors at a fast 

rate. 

 The use of modern technology is improving in both the countries. 

Common Failures of Structural Reforms in India and Pakistan 

 Growth rate of GDP and its sectoral constituents have fallen in 1990’s. 

 Poverty and unemployment are still areas of major concerns in both the countries. 

2 Marks Questions: 

1. What is the important implication of ‘one child norm’ in China? 

2. List any two problems which China faced prior to the introduction of reforms in 1978. 

3. Write a brief note on the commune system in China. 
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4. What were the problems faced by the Great Proletarian Cultural Revolution in China? 

5. Discuss the sources of foreign exchange in Pakistan. 

6. State the reasons for low growth population in China? 

7. Scholars find son preference as a common phenomenon in many developing countries 

including India, China and Pakistan. Do you find this phenomenon in your family and 

neighborhood? Why do people practice discrimination between male and female children? 

3 Marks Questions: 

1. Explain the Great Leap Forward campaign of China as initiated in 1958. 

2. What similar development strategies have India and Pakistan followed for their respective 

developmental paths? 

3. What was the objective of the Great Proletarian Cultural Revolution introduced by Mao? 

4. State the factors which created a conducive environment for new investments in Pakistan. 

5. What are special economic zones? Why were these established in China? 

6. Compare the position of India with China and Pakistan on the basis of sectoral 

development. By using the following data. 

Contribition to GDP (2015-17) 

Sector India China Pakistan 

Agriculture 17 9 25 

Industry 30 43 21 

Service 53 48 54 

Total 100 100 100 

 

7. Bring out the comparison between the economic growth of India, China and Pakistan. 

8. Comment on the growth rate trends witnessed in China and India in the last two decades? 

9. Define the liberty indicator. Give some examples of liberty indicators. 

10. Give reasons for the slow growth and re-emergence of poverty in Pakistan? 

11. Suggest some lessons that India can learn from China. 

5 Marks Questions: 

1. Mention the salient demographic indicators of China, Pakistan and India. 

2. Compare and contrast India and China’s sectoral contribution towards GDP. What does it 

indicate? 

3. Mention the various indicators of human development. 

4. China’s rapid industrial growth can be traced back to its reforms in 1978. Do you agree? 

Elucidate. 

5. Describe the path of developmental initiatives taken by Pakistan for its economic 

development. 

6. Evaluate the various factors that led to the rapid growth in economic development in China. 
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