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1.Whatismacroeconomics?
Ans.Macroeconomicsisthepartofeconomictheorythatstudiestheeconomy
asawhole,suchasnationalincome,aggregateemployment,generalpricelevel,
aggregateconsumption,aggregateinvestment,etc.Itsmaininstrumentsare
aggregatedemandandaggregatesupply.Itisalsocalledthe‘IncomeTheory’or
‘EmploymentTheory’.

2.Whatarefactorincomes?

Ans. Land,Labour,CapitalandEntrepreneurshiparethefourfactorsof

productionandrent,wages,interestandprofitsaretherespectivefactorincomes.

3.Whenwillnationalincomebelessthandomesticincome?

Ans. Whennetfactorincomefrom abroadisnegative,nationalincomewillbe

lessthanthedomesticincome.

4. WhatisthedifferencebetweenIndirecttaxesandNetIndirecttaxes?

Ans. Thedifferencebetweenindirecttaxesandnetindirecttaxesisofsubsidies

because.

NetIndirectTaxes=IndirectTaxes–Subsidies

5.Define‘depreciation’.

Ans. Depreciationmeansfallinthevalueoffixedcapitalgoodsduetonormal

wearandtearorforeseenobsolescence.

6. Whencannationalincomeanddomesticincomebeequal?

Ans. NationalIncomeanddomesticincomewillbeequalinaclosedeconomyin

whichnetfactorincomefrom abroadiszero.

7. Whatismeantbynetexports?

Ans. Itisthedifferencebetweenexportsandimportsofacountry.

NetExports=Exports–Imports

8.Whatiseconomicterritory?

Ans. Thegeographicalareaadministeredbyagovernmentinwhichthereisfree

movementofgoods,humanresourcesandcapitaliscalledeconomicterritory.

9.Whatisthedifferencebetweenfactorcostandmarketprice?

Ans. ThedifferencebetweenfactorcostandmarketpriceisNetIndirectTaxes.

MarketPrice–NetIndirectTaxes=FactorCost.

10.Whataretransferpayments?

Ans. Transferpaymentsareunilateralpaymentswhicharereceivedwithout

renderinganyproductiveservices.Forexampleoldagepension,scholarshipsetc.

11.Whatarethetwotypesoffinalgoods?

Ans. Thetwotypesoffinalgoodsare:



(i)Consumptiongoodsand

(ii)Capitalgoods.

12.ExplaincircularflowofIncomeinatwosectormodel.
Ans.CircularFlowOfIncomeInTwoSectorModel:
Thefollowingassumptionswithregardtoasimpleeconomywithonlytwosector
ofeconomicsactivityare:
(i)Thereareonlytwosectorsintheeconomy;thatis,householdandfirms.
(ii)Householdsupplyfactorservicestofirms.
(iii)Firmshirefactorservicesfrom Households.

(iv)Householdsspendtheirentireincomeonconsumption.
(v)Firmssellallthatisproducedtothehouseholds.
(vi)Thereisnogovernmentorforeigntrade.
Suchaneconomydescribedabovehastwotypesofmarkets.
(i)Marketforgoodsandservices,thatisproductmarket.
(ii)Marketforfactorsofproduction,factormarket.

Asaresultwecanderivethefollowing,inthecaseofoursimpleeconomy:
(i)Totalproductionofgoodsandservicesbyfirms=Totalconsumptionofgoods
andservicesbyHouseholdSector.
(ii)FactorPaymentsbyFirms=FactorIncomesofHouseholdSector.
(iii)ConsumptionexpenditureofHouseholdsector=IncomeofFirm.
(iv)Hence,RealflowsofproductionandconsumptionofFirmsandhouseholds=
MoneyflowsofincomeandexpenditureofFirmsandHouseholds.

13.DiscussthephasesofCircularflow.
Ans.PhasesOfCircularFlow:
TherearethreetypesofphasesofCircularflow.
(i)ProductionPhase:
•Itdealswiththeproductionofgoodsandservicesbytheproducersector.
•Ifwestudyitinterm ofthequantityofgoodsandservicesproduced,itisaReal
Flow.But,itisaMoneyflow,ifwestudyitintermsofthemarketvalueofthe
goodsproduced.
(ii)DistributionPhase:Itmeanstheflowofincomeintheform ofrent,interest,



profitandwages,paidbyproducersectortothehouseholdsector
(iii)DispositionPhase:
•Dispositionmeansexpendituremade.Thisphasedealswithexpenditureonthe
purchaseofgoodsandservicesbyhouseholdsandothersectors.
•ThisisaMoneyFlowfrom othersectorstotheproducersector.Thesephases
areillustratedinthefiguregivenhere.

14.DifferentiatebetweenIntermediategoodsandFinalgoods.

Ans.

Intermediategoods Finalgoods

Intermediategoodsreferto

thosegoodswhichareused

eitherforresaleorforfurther

productioninthesameyear. 

Finalgoodsrefertothosegoods

whichareusedeitherfor

consumptionorforinvestment. 

Theyarenotreadyforusein

thesensesomevaluehasto

beaddedtotheintermediate

goods. 

Theyarereadyforuseinthe

sensethatnovaluehastobe

added.

Theyarestillwithinthe

productionboundary.

Theyhavecrossedthe

boundarylineofproduction.



15.Explaintypesofconsumergoods.

Ans.Consumptiongoodsarethosegoodswhichsatisfythewantsof

consumersdirectly.Itstypesare:

DURABLEGOODS:Thesegoodscanbeusedforseveralyearsandareof

relativelyhighvalue.Eg-TV,Radio,Caretc.

SEMI-DURABLEGOODS:Thesegoodswhichcanbeusedforaperiodof

oneyearorslightlymore.Thesearenotofveryhighvalue.Eg-Clothes,

Furniture,Crockeryetc.

NON-DURABLEGOODS:Thesearesingleuseconsumptiongoods.Eg-

Bread,Milk,Petroletc.

SERVICES:Thesearenon-materialgoodswhichdirectlysatisfyhuman

wants.Eg-ServicesofaDoctor,Lawyer,Domesticservant,etc.

16.Explainthefoursectorsoftheeconomy.

Ans. Fourmajorsectorsinaneconomyaccordingtothe

macroeconomicpointofvieware:

a)Householdsector:Itincludesconsumersofgoodsandservices.

Householdsarealsotheownersofthefactorsofproduction.

b)Producersector:Itincludesallproducingunitsintheeconomy.Forthe

productionofgoodsandservices,thefirmspurchasefactorsof

production.

c)Governmentsector:Itincludesgovernmentasawelfareagencyand

governmentasproducer.

d)Theexternalsector:Itincludesallsuchactivitieswhicharerelatedto

exportandimportofgoods,andtheflowofcapitalbetweenthedomestic

economyandrestoftheworld.

PracticeExercise:

Macroeconomicsisthepartofeconomictheorythatstudiestheeconomyasa

whole,suchasnationalincome,aggregateemployment,generalpricelevel,

aggregateconsumption,aggregateinvestment,etc.Itsmaininstrumentsare

aggregatedemandandaggregatesupply.Itisalsocalledthe‘IncomeTheory’or

‘EmploymentTheory’.

Dearstudents,



Answerthefollowingquestions:

1.Whatarefactorincomes?

2.Whenwillnationalincomebelessthandomesticincome?

3. WhatisthedifferencebetweenIndirecttaxesandNetIndirecttaxes?

4.Define‘depreciation’.

5.Whencannationalincomeanddomesticincomebeequal?

6.Whatismeantbynetexports?

7.Whatiseconomicterritory?

8.Whatisthedifferencebetweenfactorcostandmarketprice?

9.Whataretransferpayments?

10. Whatarethetwotypesoffinalgoods?


