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Class /2 - Macroeconomics

Chap)"er /

MNational Income

Accounﬁng .

Handu;fﬂ'f'en Aotes - 2026-277

What you will learn

**

e PT PR, & PAA AL a0 O R i L B Ry = e TP Sy
CAreu-La =D ——8 1Dy e 7T—Seetory

X Three ~methods of measurfny NML
* GDP, AMDP, mwaP, NI, PL, PDI chain

¥ feal vs NMominal GDP & GDP defator

.

CBSE 2026 weightage : /O marks =
(Unit : Inf‘roc/ucmry Macroeconomics)
Key words :  GDP , AP, Defator |

Value-added |, Transter payment NMFIA
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What is Macroeconomics 7

Macroeconomics * studies the economy  as a
whole - not Sl’nyle firmms or households.
It looks at wmers AGGREGATES - output |

ermployment | price level |, growth inflation.

Ajﬁfejaf'e OUfPUf’ = Sum Q-yC‘ all -Qna/ ﬁOOd.S <-only final,

<-not intermediat

Why Sf'udy NMational Income 7

(1) Mkasures economic performance.

(2)  Compares living standards across years.
(3) Basis for policy - fscal & m/Onef'ary.
i) Used by MBI , Finance ministry  I/MF.

9  Sectors of the Economy

) Househo/ds - supply factors , consume
Gi?  Firms - produce yoods & Serudcgfen economy
(i) Government - takes transter j Spend

; : <-= 9 sectors
Giv) External sector - exports , imports

Closed geonomy = no  external Sector (only

3 sectors/.
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Factors of Production

Lnputs vsed by LHrms to produce output.

Each factor earns a particular factor income

Land -7 [ent

Labour -7 Waﬂes {k Salar7r :
Capital -7 LInterest

Entrepreneur -7 Profit

- Sum of all factor incomes = VL <-Income method

Stoiks vs Flows

Stock z measured at a point of time . *

€g. capital |, wealth |, Frecowre mé@mey L‘aw,@ﬁly;'

Flow g measured ouver a perfod of tHme

€9. . income DF 4 Saufnys ; ‘exports
Tip
Water in—a—tan« = CToCK ;

water Q’ow{nﬁ in per Buinute = FLOW .
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Circular Flow of ZIncome

feal How = factors & yoods.
/MOney How = factor paymenfs & consumption.

e

factor Seruices

Househo!ds Firms

(o.wners 010 L (pr?duce
t t
Lactors) Ml e cije s Soufpuf)_

ﬁoods & services

consumption Spend‘[ny ( Rs )

Total ‘)Ca(f'or" INCore = Total .Sper)d[r)ﬂ <-incomeg = output

Three identical wa y il to measure ALL
(a) Production (b) Income (<) Spendt’nﬂ
All  three ju'ue the SAME ~I (in f'heory).
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- Sector Circular Flow

Add Gouvt. -+ Fore{gn sector to the 2-sector model.

Now we have LEAKAGES and INITECTIONS.

Leab{qqes (out of Flow?

(7 Savings (S)
(2) Taxes . (77 _
(3)  Imports (1)

Lnjections (into Fow)

(/)_ Lnuvestment (L}
(27 Gout. Spendfr)ﬂ (&)
(3) Exports (X)

- S+ T 4+ M = I + G + |)-eguiliorivm
. <-condrtion
I+ !eab{ayes 7 fr\':jecﬁ'ons - income Halls .
If f'Qjecﬁ'onS 7 Iear»(ayes - income n'Se_g ;
Mremonic - Save Tax & iVport (leaw) vs
Invest Gout eXport (fr\vjecf’) = BT A wle Lo
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Three Methods of Measvring NI

Same NI obtained From 3 different anﬁ/es

Method Adds up Avoids

FrRODUCT - Vajue-added Douvble counﬁ'n;g
INCOME Factor incomes Transter payment
EXFEAMDITURE Final _fpendmy Intermediate buys

fdenﬂfy that links them

OQutput =  Income =  Expenditure | < friple identity

Use the method whose #ﬁﬁm data is best

ey. /‘lyriculﬁﬁre - Product mef'hod wOoriKs
Service sector - Income method better
»
All 3 must be done at  Market Frice  Ffirst
thern we ac\f)usf to ﬂef‘ MNME at factor cost .

(see chain of aggregates - later payes.)
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(/1)  Product (Valve-Added) Method

GVA = Valve of output - Intermediate
consumptios

Sum of GVA across all frms = HEBRP—a=A42 DFP at M}

GVA = Output - Intermediate Cost <-no double

< - r.our:h'nj

Wored example

Wheat farmer sells wheat +or s 700 to  muiller.
Miller produces Lour worth Ps /150

Bawer buys Hour g el pbread worth s 20

Sf'aye : Output Intermediate VA
Farmer /00 o /00
Miller 1 R /00 40)
Baer 250 /¥0 70

Sum of GVA = /OO + O + 7O = Kev 280

Ezuals final valve of bread - no double count 7

WMote o add  change in stock  to output i any.
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Income Method

/_40_(0( all 1Cac_f'or frpcomes_ jg‘neraf'ecf within the

do_m_esﬂc f'errff'ory du(lbj the year.

Page : : i

AMOPIPC) = C0E 4 05 + D

- Components

COE = Compensation of Employees

(wages |, salary

, Soual Secun'fy i bonus)

08 s Operahby Surplus

(rent + interest + pro#%' of enterprises)

V(i i Mixed Income _c_>1C 'Sel-F—emplpye_d

(ﬁgr_mer ; Shop«eeper doctor in clinic/

Worked example

Ltern

Wages & Salary
et

Lnterest

_P(o#f i

s Ce

/200
200
/50O
G0

300

_ MOR(FEC) .=

(200 .. 200, & 2O

T 750 4
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(3) Expencft?'ure Method

Add all FINAL expendff'ures on ﬁoods & services

)_oro'duced in the ddme.ﬁ‘fc f'errif'o:ry.

L]
€+ I o+ 6 (X =0 fenss

<- fo’enﬁ'fy ?

DP(IP)

¥

Each component

. = Private final con.{u\mpf'ion expendﬁ'ure
L = Gross domestic capital formation
(business investment + change in stoc)
G = ~ Govt. Final consumption expendf'f'Ure
X — Expo}f's Al e Lraglorts ) = wx

I

Wor«ed example

Item Rs Cr

€ consumption | /600

L investment . 600

& gout spending Y00

X exports 250

M imports 200 .

GDPMP) = /5 00+600+5004+(250-300) = Rs 290
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Chain of Aggregates - = Part I

Two adjusf'menfs turn GDPMFP) into VL
(a) subtract Depreciation - to mawe i+ WNET
(b) subtract NMet Indirect Tax - fo g0 M -

Definitions

Depreciation = fall in value of Fixed capital
due to wear & tear | obsolescence.
AET = Indirect Taxes - Subsidies

; &
(ST, excse, VAT = food/Fertilizer Subsfdy)

MOFP = GDFP - Depreciation idie
<-(deduct. CFC)

ML) = XP) - MET <-FC = MP - MIT

P uf’ﬁnﬁ it fq'qef'her
GOP(MP). - Dep = ADP(MP)
AORLAIPY - T = MOPRG) <- domestic NI

Be careful . do not subtract %ﬁﬁ'ﬁﬁ /fo first

and then c{eprecr'aﬁ'on - result (s same |, but

exam likes the order :  Met first | then FC
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Part IL

Chain of Aggregates -

Mow we move From Domestic to Mational

NMFLA = Factor income +rom abroad - to abroad

GAP(MP) =  GDP(MP) + WNFIA
AVPOAIP) = GNPMIP) - Depreciation

|

|

MVVPFC) =

VL = JU7PCFC) - Fhe othicial /L of Inda

Personal & Disposable Income

Pr = NI - (Undist. Profit + Corp. Tax

+ At interest pa[d by hou sehold)

+ Transter payyments

< - tae- horme

PDL = PIL - Direct Tax

< - money

-

e & + N (vsed or saved)

bl

/Mem0r7/

GDP. -7 MOP -7 pWP o e Fr

<- Fuve or -

MNP P) - WIT = Wational Income

-7 e
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Domestic vs WMational Concept

Domestic = produc ed WZITHIN  the country

*
( by residents + ron-residents 7

National =  produced BY  residents
( inside or outside the counf‘ry 2

NMational = Domestic + NMFLA <-+ WNFIA always

'Componenfs of WNFIA

(17 Met Compensation of Employees
{27 Net J':'nwn;re £rom property & enterpr.
(3) Net  Retained Earm'nﬂs of resident cos.

NMEIA can be ﬁ?’%ﬁfﬁ#ﬁ positive or neya'h've

India has NVEGATLIVE NMEFIA (sends 7 receives).

Quick examples

® Tndian techie worb(fnjl in (USA - income

in Indian NMATIONMAL butr US DOMESTIC.
Toyof'a #acfory " Senyézluru - output
in Indian DOMESTIC but Japan AMATLONAL.

Indian ermbassy r Tov(yo - Indian both.

/2




feal vs MNominal GDFP

NMominal GDFP = output valved at CURREAT vear

prices { includes inflation 7

Real GDP i output valved at BASE year

prices ( inflation removed )

ﬁea/ G’DP = Summ o-pC (a__'f' * P_'basL)‘('conSf’anf'

<-prices

NMominal GDP = sum of (Q___f x P___f?-currenr

<-prites

AN Why two 7
eal &DF - shows FREAL chanje in output.

Mominal - shows money value (may rise

even output 15 the samel.

I+ MNMominal 7 [Keal Tﬁ'ﬁﬂ?? n inHation years

Mini sum . Wheat outpuf s /00 "{9 ;
Base price (20l = fe 20 . NMow price = s 30 .
Mominal = /OO x 30 = Fs 3000 .

feal =200 e 20 = s 2000

Date : Page : /2
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DFP Deflator

A price»index that captures the overall

§.prl-(€ level usiny &DF data

Defator = (NMomirnal GDP / Real GDP) x /ACF-base = /00

Lnterpretation

IFf Defator 7 /00
If DeHator < /00
I+ Deflator = /00

\

prices have risen vs base.

prices fell vs base year.

\

\

same Qa5 base year.

Wor«ed example

From last page : Mom = 3000 , feal = 2000
Deflater = 2000 / 2000 x /OO = /sO

Means prices rose by $O percent Since base year.

Defator vs CPIL

Deflator (e 2
Bas«et Al ﬂi'nai“goods : Fixed consumer basKet
Updafes Each"' vear (avtol Periodic revision
Used by MOSPL for GDF RE3L for infdation
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Savings- Investment Identity

From <-sectér crcolar Hlow we ®now
Leab{aﬁes = I'r\:jecﬂons n ezuihbrlbm.

' S+ T+ M = I+ 6 +1>é-fw = inject

f(‘earranﬂe ( shit+ terms to ome side 7

[(I-— 54 . = Tr £ X o)

O <-the SEM
& - :'denh'fy

fl

ﬁeadfrqu the t'denﬁf\/

(r s 87 = Private Lnvestment - Saw'ny &AF
(& & 7 = Gouvt. Fiscal deficit (¢ = T)
(X - M) = Fore{gn NMet exports (cAB S{gn)
2L - 8 e - T D then X - ) e
i.e. Twin defiut = fiscal + #F@eeE current account

/Memory < IS + GT7T + X e R Always sums
to zero - whatever one Sector borrows

another secfor must lend .
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Limitations of GDP

G’D}? measures QUTPUT , not WELFAFRE . Why z

(1 NMon-monetised activities

Hou sewor« , Kitchen ﬁardem'nﬂ , barter trade
are MOT in GDF f'houyh f'hey add to welfare.

(2) Externalities

Pollution +rom a ﬁacf’ory raises DF but

harms health - weltare actually falls.

(3) Distribution

Per-capff'a &DF can rise even £ poor ﬁef'
poorer - Tgoar ineguality s hidden

(<) Composition of ovtput

Defence ; h’zuor i cfgareﬁ'es count in GDF

but contribute little to wel/—beinj.

-

(S") Leisure & 70&!/1'1‘7

Worb(l'ny 70 hr/weev{ may raise DF but cwts

leisure and e satisfaction.

Alternatives = HDI ; Grreen GDF . GAH .

(HDL used by UADFP  since /990 .
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Béyond GDFP - Better Measures

Human Development Index (HDI)

Composite index of 3 dimensions
(i Health - h';’:e expectancy
(i) Education - schooling years
Giii) Sl;'andard of living - GNVL per ﬁapl'fa

Green GDFP

&DF adjusf'ed for environmental damaﬁe

and resource depletion (ol ., forest , coall.

Green GDFP = GDF - Env. cost |

Gross WNational H’appfness

Bhutan's measvre - 9 pillars -
3000’ governance sustainable ﬁrowf'h ;
cultural preservation | environmental

conservation.

&DFP shows W?ﬁﬁ‘?? produch'on , not happiness

/7

+HDIE = (Health x Edu x Income) (//3)“5’?0;”?*""

< - mean
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Common Mistakes - Part I

(/) Transter Payment{

Pensions , Scholarship unemp/oymenf’ dole are
MOT <eorreek induded in NI

(Mo rew proc/ucﬁ'on fooK place o

(2) Second-hand sale

Selh'nﬁ a S"'—yr—olc/ car does MOT add +o GDP.

Only the broKer's commission does

(3) cCapital gains

Gain on shares , gold | land = Hrancal gain |

not reat—rricor e producﬂon E MOT in GDFP

(9) Bonvs / Windfalls

Lottery win |, Diwali borus from ﬁamr'/y =

transter paymenf' ; not Factor income .

(<) .fmpuf'ed rent

fent of Selﬁ-occupr'ed hou se IS incduded .

Ezufva!em" market rent is imputed (estimated).

(6) Free services of houvsewitz

L AMOT in GDF - no market fransaction .

(St adds to welfare fhouyh.)
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- Common Mistakes - Part LI

&) Subsidies & Indirect tax

| Market price = Facfor cost + /NVET
NIT = Indirect Tax Btox= MIMS subsidies

(9) Mt vs Gross

Mt = Gross - Deprecation . Always v

Common error 2 ﬁo::gefﬁny depreciaﬁon

e

(9)  Production for selF-consumption

Farmer Keepiny wheat for ﬁamfly - IS in GDFP
(valve is f'mpuf'ed). Counted wvia proc/ud' method.

(/0)  Intermediate ‘qoodsl

Sf'ee_/ sold to Torsom®= a «ar macer 22 intermediate

Steel sold to a household = shnal yood ;

_(//) _Chargqe in Stock

Unsold lyoods at vyear end = part of GDP

(as t'nuem"ory investment’.

(12) Siqn of WFIA +or India

India : MFIA is vsvally ~ WEGATIVE

”._go_ G‘DP 7z AP for India most years
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Formula Sheet -  Appendix

GVA = Oufpuf - Intermediate Cost

GOP(MP) = C + I + 6 + (X - M)

AMDP(IP) = GDP(MIP) - Depreciation

"AMDPIFC) = SAMOPEMIP) : WNMEIT

GAP(AIP) GDP(MP) + WNFIA

y

e
12
&
-3
.
o
i
z
o
E
T
b
3

fl

A PAIP) GAP(MP) - Depreciation

Q
fl

i - wrPFe) = ./V/VP( MP) - |NMET

PL = AT = Undiet. Poshy = €T E
- et Int (HH) + Transter

PDI = PI - Direct Tax |

FOI LN o g AL |

Defator = - (Mominal / FReal) x /00 .

(F = 8) 4 b « T} 4 X = Al

f
O
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PYQ Trend - .Lé.sf s Years

What CBSE has asuwed +rom Ch. /

Year Topic ased Marks
2025 GDF Deflator numerical : 5

2029 NMFIA + GAP FHom given data o
2023 Feal vs MNominal GDFP (MCQ + 3410 /43

2022 Income method numerical &

®

202/ Limitations of GDF as welfare =
2020 Valve-added method (Wheat-Bread) ~
Most-repeated

» .\/alue-added method (& of last & years)
* %DP Deflator + Real GDP (9 of last o years)
X Limitations of DP (f’heory Zue.{ﬂon)

Likely 2026 picKks

0, Mixed sum on 3 methods (6 mark)

..‘/:<.

i) PDI calcvlation ﬂfven /NVL table <C‘Rf'ﬂhn7£aldl’()
i) Deflator calculation (3 mark)

<- topics

-

e et et AR R et s T Lt e e sl LT L b e e L A
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N

/Mnemonfcs & Quick fecall

N

*
(/) CIGXm - Expenditure

C . Consumption i Lnuvestment
G Gout. Spendfnﬁ X Exporf's

M Imports Crminus)

(2) COE + 085S + ML - Lncome
Compensation + Operah'nj Surplus |

+ Mixed Income

(3) ST v IGX™ S Circular How

Leaxages S T M (Save Tax  iMport)

Lpjections I & X (Znvest Gout eXport)
v

(97 Ag'qrg'qafe Chain

GDP -7 AMDP -7 MNP -7 T -7 PT -7 PDE rad map

() = wayYS SAme AnSwer

Product = Income = Expenditure

( f'nple J'c{en h'fy)

(¢) GDP deRator

(Mo / Real) x 100 . Base = /00 .
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Mumerical Practice

Qs Find ML Fom data

LItemn fs Lr

GOP(IP) . 000

Depreciation v GO0

Net Indirect Tax 300

NMFIA (0
Solution

AMDP(MP) = 000 - 900 = Y9600
NMAPMP) = ADP(MP) + NFIA = Y9600 - £O = 9550
WAVPFC) = 9660. - 300 = “==6& 9250

L= e 20 Crore - <-Answer

QA2  Defator

Mominal GDFP. = 6000 ; Real GDP = <9500
Deflator = (6000 / 9800) x 100 = /25

Means prices rose by 25" percent Since base.

FPractice /O+ such sums +or the exam

(Refer WCERT Ex. /.7 to /.5

23
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Chapter / - Cheat Sheet

Key _terms

Final 3ood . Intermediate 5ood > Value-added P
Stoek , Flow , MFIA | Defator , NIT &Fe

Transter payment , Imputed valve

Three methods one-liner

Product ;: Sum GVA . Avoid double counh'nﬁ.
Income : ¢0E + 085 + ML | Mo transters.
Spending  : € + T + & + (X - M) . Only findl.

Azgreiafe chain

GOP(MP)  -Dep-7 AMDP(MP)  -NIT-7  ADPIFC)
+MFEA-7  GNMP/NMAMP/ME -7 PE -7 PDI

fKeal vs MNominal

eal - base vyear prices - remouves inflation.
MNMom. - cwrrent year Prfce.s - has infation.

Deflator = Moem /] Real x 100

GDP & Welfare

GDP is INMCOMPLETE - ignores distrioution

externalities | leisure | non-market work.
VU.Se HDL / Green GDP / GAH Lfor welfare.

All the best -  revise and ace the exam P
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