BASIC CONCEPTS OF
ECONOMICS

Economics, like any other subject, has jis
OWn terms and Concepts,
discuss some elementary voncepls which are
Fl"t‘\vl.iLH:"l'l-TI_':.-' used N economie dnalysis, In facy,
Many of these COncepts gre commonly used in
our day-to-day Jife We explain here St of
the E]L"ﬂ]t‘l‘llar}' suncepts which woylg be very
}n_-l.]uenfil_'-.- used in this book: Wanis,
Price, value wealth, welfare,
investment. NCgme,

In this chapler we

utility,
money, market

Production, Lnsumption
and savings are SOme of e

are widely used pot only in
texthooks but alsn In real life

concepts which

ANy ecunomics

As explained in the last chapter,
1% concerned witly Variuis ECONDMIC jssiyms

Pertaming to the ctonomic behaviour yj
:inL'IF"-:ilJUJr"\I. SO Ely aniil the OO O

Cromiormiyy

H4TE L S T

of human wangs The process g atishy fng

b;'l"'ii!"' o all OO0 o ACtivilies |u

buman wants s at the root of 1)

activities J’u*n]_llq- work in order

eI
o varn an
income 50 as o =dlsty thear EEOINCITEC wWanls
The word “wang’ ordimarily mieany d wish
or desire for suthething, In vrdinar, Usage
the words “awnt’ and ‘desire’ arp used in the
Synonymous sense. But iy oo mics; the twy ape
'I.l.":-l.'Ll in ditfervn| sty “Ihesire s the wish fo

Kidve something But “somil” is an effectioe desire

for a purticular thing, which can be sl isfiad]

i

!?_ZI.F “n”,"."H itit ::ﬁ.ﬁ'” to '"_-‘juj:]"!-' i, For i:15l-]11|_‘l:—_.1'|.
I 'may desire 1o have a Honda City car, byt it

would bevome my want only if 1 am ready h‘:-l
make an effort, |ike £arming ncome; to atqujre

g
this car.

\
{
2.2.1 Classification of Human Wants F';
Wants for various gouds and services ean be |
cunvernently divided ingo b broad catezories,
narnely primary wange and sec Mary wants,
L Primary Wanis: Hutan wants for the
basic Necessities of life are regarded
a5 primary woanis Prmmr!.r ivants refar
ko wants for thpge go0ds which gpe
NECessary for the HETY existence of humas
fife annd for te maintenance of normal
:'f.l".-rr'rrn._:,.-. I hose Primary
Class] flad nlo twg
Wants which

ants can be
Broups: (a) Thuse

Are NECessary Foyp the
VELY exislenee of Human beings. Food,

clothing and shelter app SUCH pssential
wants, (b Wants tur fhoe Boids wlsic

9FE necessary fug Malntaining normal
Ichivid s als Fayg
Wirker, plenby of

ehiciency of d Factory

oG s NETessary for

“'"”“'-.””ij"'-l his i BT oy,

Slmilgu'lj.'.

brge egarded ae
s Lor Studenjs !
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gomforts and luxuries of life 5.
wants are classified iy, b SO . )

(a) Wants for Comforg, o 2P $1% P ki It tie A e

wants for thoge Eﬂ.ud €S are g, 3 PROple acqulee raw. wanis,
5 4 ; :

SOHPCE Of COmfort gy Which gy, Wants Are Complementary: Many of the
people. For examp| "appiness for s e Raund. pvlianeounly: Vet
o0m, a music sy 0 set in 1o or more goods are wanted together,
i _"' '.'f'b!!EITI N the hoyg, the want for these goods is said to be
G l-: the Kitchen and 5 cemplementary: The want for a car creates

ke ke '“'dfll'um_hmi i the want for petrol. A student wants both
make our life comporiapy,, g pen and ink.

{I'} W.I'T"rﬂ fﬂr : Lll‘l"rif‘_l;.' Wﬂ“rs 3- S‘“b‘llli“linn ﬂ" 1.vant_l": h P&rtl{:ujar wa'nt
fuxurics refer to ety P tI!rJl'rn:l'r can be satisfied by one good or the other,
goods wihich gye very ."IIJ‘.E”S?W For example, if we are thirsty, our thirst

FiE . = ’ Ii® L] 1=h 1

m.r:ff:: Ju.::f are meant 1 s ;:,:. ;T:q::w. fi_-'“_lhhﬂd by a cold drink or by a

wealth and poiver of 5 _ 8% of juice.

I“:‘."Tiﬂ.‘: n‘lﬂ}' ok H]il:rl_a..i _Fsln"- I1'|L:"H_‘ 4. Wnnl_-. f‘.]‘c rﬂ“!PE‘!“E\'[": M-Erl hilﬂ “mi!‘f’d

as compared o theiu-“}f.1 I:'m|:-lunt_~.. ncome with which he can purchase either

. ery high g - .

prive, but they add g (e 'n;-rj'h» iy mrnmndu._}r. or the other. Therefore,

and are considered g | Preeuge these commaodities will compete with each

symbols by the society S e ather. For example, if a student has 1000

r;HHv hUL,H 2 SURCTE :I-'.. ?l.-'j-l_‘flili!rn and with him, he can spend it in a restaurant

: L o : -'-'-'-"I.- L:‘-]]L'it:'.qlll.-'l_I I..'.'l"l-ll-'ltl;'r}'r or {.pt .F':ll'r a Mmovie or hE can watl:h a

expensive cars and air conditioners cricket match in a stadium. Thus, there is

are examples of luxuries. competition among these three wants.,
The cia-_';i,tijl'ljt":'ll-iilll'l of human wants can be shown 5. Wants Multiply: An important
in the form of a How chart below: chatacteristic of human wants is that

— : they tend to multiply over time. With

[ELAE-&:IHEHTIOh ﬂlimmh. WANTS the growth of human knowledge and

¥ science and technology, new goods have

'i' + -z been produced. This has led to creation

|| Primary Wanis r secondary Wants aof new wants. Far instance, the want
for a microwave oven has been created

.J, I. after the discovery ol such an oven

sometime back
6. Wants Recur: The basic characteristic of
human wants is that they can be satisfied
2.2.2 Features of Human Wanls only temporarily. Therefore, they appear
again and again and have to be satisfied
leatures are as given below: EVETY h.I'E‘IE". Take 1['1-1: case of food. Having
1. Wants Are Unlimited: The basic and the a mea! in the moming EEC‘IL?:"'- rol :'nia,?n 't.hm
mist impm'l:mt [eature of human wants 15 :‘i‘ “. 'Jll ﬂ'-: :{EL’]anrﬁ?nl;;l-:::.n::zn::i_
that thev are unlimited or endless. Wants _-rfl‘. P-“|nh }. t u_ : &
starl wl.-..,-:n the child is bom and those s, human wants are reCurreni.
wants remain with the man tll he goes
to the gravevard. The history of human
civilization bears testimony fo the fact that
human wants have always been unlimited
all the times. Wants are unlimited because
people have multiple wants. Many wants

Mlecpssities Ciosmiforts lLixuries

Human wants have certain features. The main

A Single Want Can be Satisfied: Although
all the wants taken together cannot be
satisfied, vet it may be possible to satisfy
a single want or a tew wants. This is
because the resources are insulficient o
:-;.:li;sf}r all the wants .‘Ei.I'If‘ILI!t.'L]'l‘li-_‘l'rll._ﬁ!l}'.
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POStponed while athers
TV or 5 car o EXample, the want for a-
5 “dond have S i
N o “nough income o purchase
CH el © 800ds; but the want for fond cannot
hea ) P€ Postponed, Commodities arc 1

wﬂ“‘“ Differ in Their Urgency: Another  Commodities #M¢
Important fealure of human waonts is that  namely Hmﬂh o ; ; shirts :

they differ in (heir urgency or intensity,  or material things i . e i “
SOME wants are more urgent while others  Servives are I'I-_‘Iﬂ-l:cll'lgjhflf.‘ lhﬂ'_'i-}"qﬂu}zl. a5 eduggy,
Are logs F'l'*-"ﬂl'iit‘lg. This lll'l.'l[JHI.-‘::L thal at medieal, haircuts, rausic, vic Lo .'_-.Fl'nd L T
individual hag stdie ol preferonce, L., qeed Lo be consumed 0 arder to satisfy hituiyc:
ne can arrange his wants in the order of  wants, The act of wsmg GACAR. P Kerwloyy
their relative surtisfy hanran wants is ':7"'”{?“‘_ CUNSUDTPY gy
According to Meyurs, “CousmnpRom is the dipgg

weded to satisfy human Wan:
dl"-"ldfl:i into wao LatEEDrh:I
d services. Goods are b

: WUEEency or amportance o
him. For example, we will like to give

Bt 1 ceririces i sabisfifin e
food our fiest preference aver all other  wse of goods aml service fying J”“H"'f'-

. ’ i = ¥
wants because our want for Forod B2 most 1eands” -

Pressing, Mo urgent wants are always Anyone who consumes goods and :Gr:n-j.:_-.@é
preferred over less urgent wants. It must o satisfv his ar her wanls is called a "”"5””";'5
be kept in mind that each person has his  Consumption is the process through Whieﬁ%
Own scale of prefererice anel this scale of  human wants are satisfied. For Instanee, WE’*
préference may change over time. One use an apple to satisty our hunger. In 5u.-,-_.;'
person may prefer a cricket match over 2 cases, consumption may fake place 'll'nﬂ‘ﬂE'Lﬁc’ltE]_'.r'f-ij
movie, another person may prefer a music in one act ol lheir use at any point. of timg;if
concert over both a cricket match or a movie.  For example, as we eat an apple our hu.ngef;’-'
10. Wanls Remain Ahead of Availability ot is satisfied immediately; this apple is useds
Coods and Services: The hard truth of up and we cannot use it again, But in some?
life is that human wants for goods and  other cases, the consumption m ay take place:
services have always remained ahead of  gradually over a period of Hme; the same goods
availability of those poods and services, can be used again and again to satisfy wants
Thus, human wants reveal very many  FOT instance, in the case of durable consumer

iﬂ'lFlJl'l'dJ'lt teatures. .ill-ll.':!‘-'lf' teakures fD."ﬂ! ther hﬂﬁliﬁ E,E’I.'H.‘lﬁ Ilklf EJ'::"”I'HE_. |-|.|]':'!'i+..u!"|.:. EE'I.E"-'-I.":.:.-!'II'I.'-'u, ]

of some of the important economic princples. et consumphon takes place for a long tme tl
these poods are completely usad up. Fvery Hme
Features of Human Wants at a Glance we waltch a progeimme on TV, gur swand relating
to entertamment 1s met, 7 : T e I

> . 51 1B use of TV satisfies

. Wants are unlimited. N : e af TV satis
; want for a long Bme HIl this TV hecomes
2. Wants are complementary. unisalbile,

3, Supbstitution of wants,
4.  Wants are competitive.

3. Yyanis ]:]1.'1[1'1]313". In the |l;=:||: b lhe nesd tor sustainabklé
1.|L'Uu||‘lj1|‘1‘|:'!'|l_ wir folk

2.3.1 Sustainable Consuniption

Abogt sustainahles

SUMSUmMplion these days. Syefaimadled
cemsimption s the ¢
& Some wanrs can be postponed. services which meets

G Wants recur.

A single want can be satisfied. . ;
BRsiuptiog of goads and h

the teeds |_:I.i|'. Ir:g'[]llt.lllq' #’:pf._:-.i_



pes the quality of life withe

4t havi
i mpact mllf.h.f' ENDiromm, hawing any

€Nt and Regds of

urrent consumption Patterns i Mo
¢ countries Mi estreying the fnvimnni:nur
dfFlb'“"E 5.* gres -“MU r.a_1 Tesouroes, dist'ril:-uth'lh

grces in an inequitable mappa, (bet

ple and the countries), contributing 4o o
Pt P oy as poverby, ; E o social
ggblems suc F 0y, and adwmﬁ.ly aFfectin
Lustainable development. Therefore, what iE
mportant is that e consumplion pattern shoyid
pe such that it assists in sustainable development
and at the same time does not adversely affect
the needs of future. generations. To achjeye
chis objective, 51““'["_ 5m:d5 and services should
2 used which minimise the yse of natural
resources, improve the efficiency of resources
and reduce environmental damages, pollution
and emission of wastes so that the interest of the
future g_n;‘:nt."TrJU-l}ﬂ!-i- i& not jeopardized. We should
consume those goods which are more efficient in
acource use and are less polluting. Sustainable
ponsumption also imphes that the consumption
of the current generations as well as future

apions should iImprove o i
generations s F 1 quality.
2.3.2 Significance of Consumption
Gignificance of consumption arises from the
following facts:

1. Consumption is the primary motive for
economic activities. All economic activities
like production, exchange and distribution
arise due lo the consumption requirement
in an ecoromy.

Consumption is the end purpose of all
Economic activity

feat

econommic activities
starts with the act of production 0f goods

and services and ends with the use of
these poods and services lor consumption.

Lansumphon 18 the index of standard of

i g
living. The level of consumphan and Lthe
sumed determine the

)

Orpes of :.'I.l':h..jf‘- (i

standard of hving of the people

4 Lonsumption s the basis of eCONOIIC
welfare Feanomic weltare relers (o
aobtainéd from

the total satisfaction

1 ] 1 ﬂﬂds- ..'
the consumption of economic B

The larger the consumption of gau:.’!s
and services, the larger is the econumic

welfare,

5. Consumption is the major determinant
of employment. The level of employment
in an vconomy depends on the aggregate
demand. Aggregate demand depends
largely on total consumption.

The act of consumption of goods and services
is able to satisfy our wants because goods and
services possess utility. Goods and services will
be purchased for consumption only if they
possess utility. Therefore, it is important to
understand the concept of utility

Utility refers to the wani-satisfying power
of @ commodity, 1l is the ability or capacty of a
commaodity to satisfy human wants. According to
Prof. Hibdon, “Utility is the ability of a good to
satisfy a wart.” In objective terms, utility niay
be defined as the amonnt of satisfaction derived
front a good or service at a particular point of
time. The utility of an apple 15 the satisfaction
obtained from consuming it at a particular
mument of time,

Utility is the property or quality common o
all commaodities wanled by a person. For exampie,
bread has the power to satisfy hunger; books tulfil
our desine for knowledge; a TV sabishes our desire
for entertainment. All the goods which people

want to acquire possess ulility

2.4.1 Features of Utility

J-i.:pl_jgv.wn:._rl are the mmn teatunes of '|.iI1|1r‘;"
1. Utility is Subjective: Utility is subjective,
i, it cannot be observed and identibed.
It depends on the mdividual’s own subpective
estimate of the amount of satisfaction he
is likely to get from a good or service.
It resides in the mind of the people. The
consumer knows 1t by introspection,
. Utility is Not Measurable: Since utility
ls subjective, it cannot be measured In

obtective terms. It cannot be g%u.ar!_liti-.'-.‘l
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T,_,, _;:. i
'.;:am'l ﬂuntmtbe meastined l:ry any measuﬂ:'gg S
- rod. However, some cconomists maintain

3T '-_-
.-l: :..,
-'.-.-

. that atility can be measured. For example,
“according to Marshall, the amount ol

g money an individual is propared to pay

Cfor a unit of commodity can be taken as
the measure of its utility,

8, Uhhtv is Relative: Utility is not absolute

bk relative in view of its subjeclive nature,
It & relative to a person's need. Therefore,
it varies from person to person. Mareover,
utility of a thing to a person depends on his
intensity of desire for the commodity; the
greater the need, the greater is the ulility.
Furthermore, utility is nuot constant. It
varies trom place & place, time w time and
circumstanve bo circumstance. For cxarpile,
a chapati or a phate of rice gives more wlility
o a person when he is hungry as compared
by a sibuabion when his belly 15 fall. Similarly,
woolien clothes give more utilite in a cold
piace than n 2 hot place.

4. Utlity is Different from Usefulness: Utility

should not be confused with usefulness;
the two are difterent. A commodity may
possess ubility even though it may not
be useful. For example, liquor may have
narmnbul effects, but even then liquor has
utility 2o long as il satisfies the want of a
drinker. In other words, a harmful g oo
may also have utility. Thus, the ukility af
a commoedity has nothing lo do with its
usetulness: it may or may not be useful,
but so long as it has some use Lo an
tndividual, it has ulility

5. No Moral or Legal Connotations: Uality

has no ethical or legal conmotations, LIality
has no ethical or moral implications. It is
neulral, between good and bad, between
useful and harmful. A commaodity may
be considered immoral for some, bt
still it mav possess uhility. For example,
eating egos may be a religious tabon for
some persons, bul if a non-vegetarian
persan eats an egge. it satisfies his hunger,
In the same way, utility

15 free [ram legal
implications.

Passession of a cun by
a dacoit may be illegal, but it has utility
far lim.

.

E- Ul:il-lf}- ishhnrmct, Lu'l'ﬂl!}’ 1.5 nb&truet m l,hg
senise that itcannot be seen or tuuched

L]nltt}* is, mb;e-:mfﬁ
UtiliLy s nat m@.ﬂsumhlh :
‘Utiliey is relative. 2 i
Utility is different from usefulness.
Utllity has no maoral or legai .
connotations. ot i A

2.:4.2 Total and Marginal Utility ,_,,
Total ubifity refers fo the entire anronnt af-a

satisfaction olitained from constming 0 giten
quenttity of 0 commodity. According o Lipsey,
“Total jn'r'h'fy rff.[*r;: ‘o the rotal satisfaction
from Hie amonnt of the comntodity corsinred,”
Thus, it we eat three chapatis at dinner B,
total utility is the total amount of satistaction
obtaimed from consuming three chapatis.
Marginnl utility is the additional utility
arising from the consiemption of oune more il
of o conuadily. According to Prof. Boulding,
“ T ararginal urz'!':'.ty is the wtifify wlhich results
fronm a nnit increase in conmsumption.”  Thus,
marginal atility of consuming the third HATIEG
15 the increase in total utility as the consumption

of mangoes is increased from two mangoes o

three mangoes.

Let the number of mangoes consumed be
equal to 'n’. Then, the last mango
is the nth mango angd [n -

consumed
Lith mango 15 the
one before last, Marginal utility of nth MATIE,
therefore, equals the total atility of n MANEES
minus total utility of (n - 1) mangoes.

— e —
| i."“III"I"l'I = I'L'n =1 l'-'*--' |

Let us illustrate the difference between
utility and marginal utility with he he

Svmbalically,

total
o af
8 numerical example given in Tahle 21

This
table shows a person's total un lity

and mary ainal

utiiity associated with his purchases of

MALEES
each LJ}.
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“Table 21: -

- e}

U‘Hll'hr Schedule for Mangoes

- _D u undefined
e | 10 0 100~
e el PR
L 4 1021 - 17y
i iy 22 I (22 - 21y
}i s 2 |02 -2
il 19 -3 {19 — 23]

Suppose a person buys and corsuies [
miangoes, he expecls to pet o utiliey of |7 urls

[
say uaits], Suppose, this person aow consgimes

three mangoes; he pets o rolal utilite of 21 utils
I o examphe, the Usind Marmse s the addi
(0T Sler oy mm*n.,u The katal ublity om o acciun
ol thas: mango increases by 4 ylils (21 — 17 = 41,
The marginal wtility of the third MarEs s,
therafore, 4 utils, Sinnlarly, marginal utility of
dth mango is 1 ubl (22

tromal

£
21 = 11 The fisth MATgn
provides the same amount ot Lotal utility, 22 uljls.

Thus, the fifth mange does nol add b ok Lukility.
Therefore, the marsinal uhility of the fith man A1)
is 2eto. The total ubility of six n TAngo is less than
the takal ulilily of five mangoes, This decnease
n total ulility means that marginal wlility is
a negalive value

ey

S&oukils ke 74

As total utility decroases From
ubils, margingl uility egquals -3
Waen marginal whlicy is nesatve, we =ay that a
auod provides disu lility

Diminishing Marginal Utility: It s generally
abserved that as the amount
e
addibmnal umile, Le

corsunid ol oa
COMTTnC Ly uri':.q-:,-

flhe

ICTEASES derived Trorm
marginul unlity, goes
decreasing. This is jllusteated in the last

Labsle 21 The shows that as
the consumpbon of mangoes increases, e
marginal utility (zom M ANE
COTsLme decreasing ol

margmial wtility obtained Lrom the consumption of

o

columm of talalie
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of the second mange gives the marginal utility
af F ks

[his Ferdeincy of de

dicreane 17 e
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" commod ity 13 known as ‘the [nie of ﬁﬂmmshiiig'

marginal wtility’ in economics,

2.5 PRODUCTION

Ax slated above, puods and services are needod
to satisfy people’s wants, Therefore, goods
need o be produced, The et of making goods
ubtel services i called production, In everyday
sperch ‘production’ sefers o the acl of n.almg
sanething, by thes sense, producbon involves
e ]"’h}"alid! Conversion of raw materials inte
tingible goods, For example, ina culten lestile
will, wloth is produced o manuiactured by
vstnn dilerend kimds of taw materials ik yarn,
chiemicals, cte, In the past, vven sume sennomises
delined peaduction in this sense, Fhus, according
b Adam Smith, production means the creation
of material or tangible goods. He exeluded
tangible goods or services [ror procluction.

Lhis is a2 restricted materig) concept ol
production, Later cconamisty tejeclod this
restricted material production concept.
AL present, the lerm produstion is used in
the wider and comprehensive sense. 1 the
wider sopse; Production means the cocation af
mbeftty. According to A H. Smith, “Production
15 the process thal creates wtility in gopds.”
Ay activity that makes an ohject wsehal is calied
producton, Production in this sense includes
not oy material goods, but ot also includes
VRIS S0y IGeS SUch as services of Fhe Lo s,
toctors, teachers, hair-dressers, musicians, il
since bothe tagg jlale goods and sepvices provide
ilility. Services also satisfy peophes wante in the
Same way as the goods do. Similarly, Lrading
and transport setvices are regarded hs part of
production since produchon is not conplete until
the goods that Tuve been produced have actaally
reached the consumers

Thus, production is olhing but o process ol
adching |.'||.'i|Ii._'. tu the object. L."iiiL'_',' can be added

to.an object in the following ways

. Vorr Licilify:

Fovrme pality is oo of the

wiys by wldel ubility can be incroased.

It invalves changing the torm of a gead

FASIL COMCEPTS OF ECONOMICS
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- For. example,

~from a piece of wood. By changing the

" shape of wood, he is making the wood
- more usefyl. Converting raw cotton intg
L cotton cloth, converting iron into miachings

507 ko, are ofher examples of form utility,
2, Place Utility: Utility can alsg be Increased
by transferring goads from ane place tg
another, For example, transfecring gonds
from the factory to retai shop creates
place utility,
3. Time Utility: Timp utility is created when
goods are made available o the ime when
they are needued. For example, by holding
stocks of goods until they are required,
trne ulility is cregred.
Service Utility: Service utdity results from
the provision of personal services by the
individuals such ay doctors, teachers,

ERgIneers, transporters, bankers, retailers,
el

=

Thus, production is
utility to the abject through form utility,
place utility, time utility and service utility.
Anyone wio helps ta yake 800ds or services s

called @ producer, Thus, producers are those who
Lranstorm resources g

© process of adding

Products,

2.6 FACTORS OF PRODUCTION i

Goods and services gre broduced with the help
of factors of production, Productive resources
are knoww as factors ef production, According
to Lipsey, “Resources ysed to produce goods and
SCrUices are called factors of praduction.* They
are called factors of production beg

ause they
are used in the process of

production. Factors
H production are sometimes called fnpurs.
ractors of producton are usially classified by
conomists into four mam aroups: land, labour,
apital and entrepreneurship.

Land in economics is used not in the serse
f soil, but is rather used in a wider senee
i, 3as economists use the lermy, fclwdes gl
hose free gifts of nature such as land, forests,
rinerals, ete,, which are cotimonly called

atural resources.

it Vi nabetal o s i product.
' 4 carpenter makes a table

mental, involved in the process of production 1n
everyday common practice, Jabour refers to thy -
like agricultuy
labourers and factory workers. But in ECONUMicy, ©

¥ 2

done by manyy e

work done by manual workers

labour refers not only to work

workers Jike agricultural and industrial workers 5

but also to fhe mental work do
teachers,

> by office Clerk,
doctors, ballet dancers, etc,

produced means of production, consisting of

1.
]

i 5 - 0
such things as niachinery, tools, eqiIpmenty

and factory buildings, which are used in Niture
production, i.c. in making other goods ang
SeYvices m future. It is Imporiant to note tiyg
points here; First, capital is produced by human .
beings: it is not » gift of nature. Second, Capita|
5 used as a resvurce to produce other usefy
Boods ar services.

There is a fourth type of input used ip
pProduction. It is 3 special tvpe of human
resource; 1t consists of entrepreneurship, Ay
ehtreprencur s the ome g organises production
takes intportant dectsions regarding productioy
and bears the risk gnd uncertainty involved
i production. When a new fHrrm is zpt up,
SOmeone must organise the new firm, arvangs
finances, hire employees and undertake riske,
That persin is an erfreprencun He also takes
the responsibility: of introducing new pProducts
and new techniques. Without an ENtTEPreneur,
noe business arganisation can Operate. Cf-:urr]}-,
enirepreneur is thi core of 3 frec-enterprise
cconmy. The reward for the services of the
entrepreneur is profit,

o |
o
1

les of Fact

reduction

Factors ol production have the following main
characteristics
L. Production is the L Oy
dmung all the

Fiol

af cooperation
factors of production.
producing any commaodity, it is
Necessary to combine all the fo

i faciors
uf production,

~ Though all the tactors tived to be
in every productive achivity,

necessity, however, |

cnbined
there is no
o combine all the
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Capital is defined as the man-made ur?%
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Hactors in 4 Bxed v
- production of hand

T
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av. Tar example, the
loom clath réquires
a large Quantity of labour and simple
machines fhandlmm], while in a madern
L a large quantity of automatic
machines by only a few workerg arg
required to prodyee cloth,

7 3. An important characieristic of factors of

+ All the factors of production h

2. AN important |

f1.

production s that it iz e SETVICES 0f flye
Factor rather than the Factor itself that
contributes to production, For example, a

labourer helps in production by using his
skill and km}w]edge_

dvie 3
physical extslence, They ape langihle

PESOUrCEy: ﬁc‘.nmt-‘thir:g ¥Ou Can seg, Fovenehy
and handle. The labour foree ang the
entrepremney e comsist of men and WOMmeT!
land and vapital consist of physical assels
like agricaliura] fand, forests, machinery,
plants, factory buildings, stc.

act about factors of
Production is that the demand fop
Productive factors is o ‘derived demand’,
Derived demand refers by the fact that
when firms demand a fay for of production
they do so ot because that factor mput
Bives ditect satisfachion 1o the | rms, bagl

because that fackor input enables theny pa

produce a good which Consumers desire
bo purchase, The demand for (e factors of
production is thus derved indirectly from
ansurrers’ demand for final Products,
For instance, the amaount of |a}

MU
demanded in the production of pens
depends

S upan the demard for pens that
the workers help o oroduce

Lastly, all facines of production do not have
the same rnnhi]:’t}. The term “m::hih’ty’
refers to the pace with whick g Factor caa
move from oue employment to another
employment or from one place (o anuvther
place. In general, labour aned enireproneu rs
are more mobile as compared o land and
capital,

production. .
- Factors of production can
in different ways, ok
Factor services contribure to-
produiction, vy R

51-*;4 Factors of production have physical g

'.'1": existence, -_,:"’:..,_;_‘

' ::::_:5. Demand for factors of production is E::r
 derived demand,
A,

Factors of production differ in their .
degree of mobility. ;

T T T S

In a frecentorprize zoonomy, all poods and
SBIVICes carry price tags with them, The price
of a Lommodity is e unil or amonnt of money
fhat has lo he Siven to get this contmodiby.
The price of a Hood or @ service expressed in
monetary units is also ealled ‘absolife urice’ of
wongy price’. Thus, when we sav that the price
ol a shirt is F1000,
TAND s et this shire Prices are the éssence of
a Fr::f'-er*ll.'e:'pri::le Cronomy. A whole set of prices
Prevail mosuch an cconomy. Goods and se
have prices becanse, on the o
useful and, on the ather han
mn relation to the

it meansy that we hava ta give

rices
e hand, they are
d, they are seqres
amourt which people wonld
fike to have. Consumers will not be
Pay a price for a product
therm. f'::jrmJ.:.ll}', O
if they are availakle 0 an uniimited
they cannat rommand a price. For example, air
s very useful o all ne Us, bul it is not searea
and hence it does noy Command

a price. Googs
Hke air, wihich are tip Riff of nature, are knores

as ‘free goods’ amd they do ot have o Price,
By contrast, econariic eoid g
they command a Price. Economic oo s
produced by using factors of
PESOUTOLE, Srarcity
taced by all the

Preparad Lo
unless il is psefyl 1o
15 may be Very useful, buf

Aok,

ATE 5Carce and
are
Production or
152 fundamental problem
ECOnomics becayse not enough
FEsaUrces are available 1o produce all the goods
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aml sm{m ﬂuﬂ pu-::ple would like to cansume.

“Beonomic goods have a price because they are
usaful as well as acarce in their nwﬂubiht}: It
i only because economic goods are usoful that
“they are demanded by buyers, and ondy becans

they are searce that seflers are prepared 1o -1l
them at a price.

Thus, goods and services are avalable at a

- priee Because it invalves some consl i producing

these goods and services with the use ol scasce
TESMATECes, L Onstmers vt o Py

L:IIF.":- wamnt toacquine Tood, clothes, ¢le, Consuimers

SR i al

buy poeuds and services at thaese prices. Prodocers
will boe willing to sl powads only if they oot an
appropriale price. Sinilarly, e services of Hwe
vanoues fackors ol production have same price,
Producers basy theso Fachor sorvices at some A,
For example, if the producers want to buy labo
services, they are regquired to pay some price in
the form of waees, Thas, a schole set of prces
prevails in an VAT where millions of gonds
and services, and hundreds of fackor services are
sold and purchased,

Frices are determaned throwush the market
forces of demand and supply. The buyers create
the demand for goods and the sellers affer the
supply of these goods to meet the demand of the
buvers, There i compebition among the buyers
te buy goods,
ameng the =
iteraction of the competitive forces of demand
and supply that the cquilibriom price of a

Similarly, there is competition

ellors tor sell :,'I:!u'll.‘l*-i il = f|1r|ju_i5}| T

t;-:."l‘l':l, service of o foclor service 15 delerminoed.
Equilitvrinm price is the price al which guantity
dentauded equals quantity supplied. Competition
armomyg buyers and sellers cnsures that the price
ultimately setiles down at the equilibrium, e,
at the level where quanhity demanded equals
quantity supphaed. The price is a very sensibive
mclex. Prices respond to changes i dermangd
supply

conditions brings abeut change 0 equilibrium

and supply. Any change in demand or

price. This i3 known as the price mechanism,

2.7.1 General Price Level

Gencral price Tevel refors to the avernge level of
prives of all goods awd services produced in the

24

“pronomy, 1t is vsually just called the price levet ]

2

The general price level may increase or decrease: ,.%

4
b

devecase in the geperal price lewvel i fﬂ”"?d'?;
i

during o particular fime period, When there g2
A farge increase in the general price level, 0t g
koot as sffatan, On e other hond, 0 large =

idefliel fon,

2.8 INFLATION

Tuflation iz generally defived as fhe process of
persistent aud appreciable rise i Hie general
Jreice fevert, [0 0= imiportant Lo oode somwe irsporLan|
facets of s detinilen of inflahon.
Inflatiom eefors booa pracess of rsoiy e
ard ot a slate of high prces

Inflation nefers oo sitwation o gepreciab

[

or sonsileralde rise in prices. A miodes
rise in the price level, say between 1 and
2 per cent per annwm, s nob ronsidered ag
an inflationaey s It is only swhen the price
LErat

it is regarded as inflationary in characher

rsc becomes excessmee and unbealiy

r

. Rise in price should be proleecd in oeder
e be called as inflationary price rise.
Inflatiom does not feler Lo a one-time rise
i the price level but rather o persistent
rse iy the price level

4. Inflaticn is measured as the rale of increase

in the price level as indicated by the price

Consumer Poce Index (CT1)

Index (WTTY

index sucls as
and Wiholosale Mrice

2.8.1 Demand-Pull and Cost-Push
Inflation

Feonomists have tredibonally explained inflation

in termas of forces operating from the denand and

by gides, often talk abwool

f
‘dennd-puil fation’ and RR RS PRl ion’

911 Avcordingly, we

fuflafion origivating from te desrand forces
ts called demand-pull {nflation. Domand pull
milation occurs wien the demand for ponds
and services exceeds the supply available at the

eXIsing price, ., when therve is exeess demnmad

For gonds and services, Tf Agaresate demond

increases rapidly and exeeeds the economy’s

production, price will begin fo rise. Denand

UNLIERS |ANDIMNG ECOHNOMIES
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il beat the limited supply
e will bid up prices. The eug
':.'-..inﬂatim'l 15 T yrcly EARIT
._._;__l'lh'l.flﬁ'd supply of goods,
i Inflation can be caused by forces apera;
Erc-m the supply side as wel], Cugghpkﬂlrﬂlpu_ EM:.“H
refers E'EI'__ fﬂﬂﬁﬁﬂﬂﬂfy Fise [y Prices wf:f;f?:fﬂ:
fdue to increase i fosts, Costepush ; : -m
may bhe caused by increase in : Ravatis)
A gl Vage cosl andfor
ncrease jn tha profit margir. For instance if
MONSY Wares INCrease, cost Pt umit saeil] im'ru.:_;q:.t
As @ ronsequence, produceis raise tlir ]:.*rirﬂs.h-:
cover the higher cost, SOmietimes, producers 1.11.: ;
r.&_!.ise the prices of their products wn gs tv; E'-EII:'I::
higher profits. In recent Hmyes. tiere has |JI!"L'rI.
inflation because of a sharp g in |1rj{-s-5.ur'
petroleum products.

-Ind[r:r has been facing the problem of inflalion for
quite sormetime s The country is Cxperiencing
both demand-pull and cosl-push inflation. Prices
have been increasing sharply partly because
there is o large increase i demand Fc:r-a number

et

ET'H_:E of r.lemam.:[-pﬁfl
ndlng Put against 3

of products. At the same lime, prices of a laree
number af commaodities have been .:I'II:IL‘Hh'iII-'I,I:_l‘
because of increase in wages and proft margin of
the producers. Increase in il prces has also led
lo Inerease in prices of almost all the products.

Vifue of a cointadily refers to the valvation
placed by a frouselold on the consumption
ot -a commaodity, The word “value’ has bwo
different meanings, namely (7] value o wse and
(i) value-in-exchange.

1. Valne-in-use relates to consumption
value of a commaodity. |t expresses the
utility derived from the comsumphion of
g particular commmadity. A necessity ke

water has a very high value-in-use or
L Irr'|---:|i|'|'||'_'l|_||_'lr| valun,
Value-im-exchange relates to market value

i

af a cormadify, I s the rate al which a
3

I|'|L-||'|_'|1_-.|_j|l:-_r :_r_.:]r‘:u_';I O ey AN I."-I" L':"'-;L]'I-.'iii!_:Z"-"-
for ather goods and services. For example,
ander a barfer svstem of exduange, i weaver

s prepared 1o exchange T metre ol Clortin wlh

R R

-

of OOy a:nd 1l

L] o T T I
i R o S R il
X A S ek A e ’s

I mitre of cloth is 5 kg of rice: Thus, value i
©. exchange 15 lhe power of purchasing olber

Eoods, In modern monetised economies,

the exchange value of goods is expreseed

i terms of DRI
Value [‘-’ﬂ-:'-IL'-'I!'I-E:H:f‘IungE] of a commadity can
L expressed in beems of noninal value and real
valoe, Nowiral value of a commodity refers o the
valig of o commodity peasred in monefaryf iits
Stelt s pupee. For example, if 1 metre of cloth
can be exchanged {or suld) for 2200, its nominal
value s TN, Real valye of @ commodity refers
to the prrchasing power of cenunodity in terms
af ather commodities, In our exornple above, Teal
value of 1 retre of clndl s equial |-._-, 3 kur of nce.

Value-in-exchange or the market value of
¢ commodity bears no necessary relation with
value-in-use or consumption value. Commaditics
which have high value-in-use mav have little
value-in-exchange; and, on Lhe rn%tram those
commadines swhich have greal w.r='|lur=h1'r.-9.~crl'|;:".g:-
hanve little valuw-in-use. Mecessary commodities.
stch us waler, have low £=.'n:|'|:uu.:.-: value [price)
bt very high valus-in-use or c-:an.:;umpr.cm value
U the other hand. luxury commndities such
a5 diamonds which have a Jow consUmplion
value (value-in-wse), have a high market
value (value-in-exchange), This was termed as
paradox of value by carly economists,

The carly economists could not provide an
l”fj"']-ﬂ'lr‘l:jl;ll'l ol water-diamond paradox, L.,
wliy water has-a very low price compared with
diamonds though water is much moe useful
Fhan diamonds. Modemn economizsts have miven
arrexplanation of this parados i termes of the fact
that the markel value or price of a commodity
depends on demand and supply, Water has a
very low price because it 15 avazlable in plentiful
amount. O the other hand, diamoends have a
very high price because they are relatively scarce.

g =
o

As evplained above, prices are determined by the

forces of demand and supply. Forces of demand
il supply operate within the Iramewark of a

T
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mefrket ;h-{a.rkelﬁ constitute an integral part of

‘a free-enterprise economy. A market helps in
'_];|u_1,-i.ng and selling of goods and services.
 What is a market? The word ‘market’, in
Cthe ordinary sease, meanus a physical place
where comnrodities are bought and sold such
as Commaught Place, Chandni Chowk, vegriable
market, or Bonbay Stock Exchange, ele. Thus, the
concept of market i this ordinary sense gives an
idea of a single place to which people co to buy
something. However, development in the meins
af fransport and communication and expansion
af bankimyg netwark lave helped 10 extending the
comcept of market well beyond the idea of a 5j-ng]q_1
phwsical place. Thuas, in case of many commuodities
ke pold, there may be a world markel as these
commadibes can be purchased anywhere in the
waorld ab a umiform price.
In ceonomaes, however, macket s not raken
i Lhe sense of a particular place. The essental
teature of a market, irrespective of its size and
extent, 15 that buyers and sellers should be able
zlrike & bargain, Therefors, in economics, a
marked means o systenn or @ set-up in which the
buyers and sellers of o commaodiby are able to
tferack awd communicate with each other and
streke a deal about the price and the gumatity lo
bz Bonrglet and sold. According to J.L, Edway, A
ket s He mechanism by which buyers and
sellers are bronght together, It (s nol necessarily
o fived place™
There are two distinguishing facts about a
miarket so dehned:
The market need net be located in a
parhcular place. The geographical arca
of a marker may be large or small
depending on how scatlered the buyers
and seliers are. It may be a small market
like a local market, or as large as the
world markel like world market for wheat,
cars, computers, aeroplanes, vic.
2. Buyers and seilers need not have personal
cortact each othe:
a system of communication with
maxe & transaction. Thus,

it They nead to
I-_.II' II

cach othier 1o

R e

o s

T !-,..5_"9'- -:L,.-u:'q‘;g'._ i) “.I:-ﬂl.ﬂ_

“transactions or deals can be rrmde Hm::ugh

iz ::-_:f. correspondence, telephone, eta. e

aﬁ" i

The size of a market refers to khg%

amount of goods and services demand.}d :

in that market. The larger is the amount of
goods and services demanded ina market '

the larger is the size of market

20 TypesiofMarksts’

[t is important to distinguish between o typeg &

of markets, namely geods market and factor |

market. 3

1. Goods Markets: Goads markets gra i
those markets where goods and serpiees &

'k

il : ; =
are hn:.!r:gi'rf' and sold. The seilers in such *
markets are usually firms; the buyers Ay -
be households (consumers), other firms o

or the government, Cloth markel and car 3

market are examples of poods markets

2. Factor Markets: Factor markets are fhoge
markets where factor services arve Bowgly
and sold such as labour market, capiral
market, ptc. The buyers i tuch marke(s
are the entrepreneurs and the sellers are
the owners of factors of produchon. Fog

example, in the labour market, buyvers
arc the entrepreneurs and sellers are the
workers.

Goods and services, a5 well as the factor services,
arc sold and purchased i moderm economias with
the use of money. These economes are based on
specialisation and division of lzbour. As a rescit
of specialisation, people produce a particular
commedity in greater quantity thar they could
consume themeselves and trade most of it ta obkain
all the other tings they require. Thus, specialisation
has beer accompanied by exchange. Fxchange i
the act of trading the swrplus goeds people e fo
obfain the other things wiich they r.:*rl','.'.-fn:_-_

Before money was invented, poods
exchanged for goods, This was the he Eimming
ol the barter system of exchange. Barter system
refers Lo bhe system of cxchange where goods
iaried services are exchanged divectly for other
goods and servdces. For cxample. 8 farmer may

WeTe

S |
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7 enchange wheat with the cloth produced by a
~ weaver. Primitive exchange was carried on with
- the help of barter system. Barter syslem prevails
* even today in some of the tradsbonal and triba)

Income can be defined as a flow of goods
and serpices o flow of money accrubig to ax

ey

© communities. The eeonainy bused wpron the barter
exchange is known as barter CEONROTY,

The barter system of exchange was 2 highly
mmefficient and clumsy system of exchange, il-
rvolved a waste of heonan efHorts, 0 restricted
the scope ot specialisation and division of
labour. It was an obstacie to the expansion of the
SCONCOY. IE was i OVeTCOme Vanous cliffrcl i
af the barter system that every socictv mvented
serme kind of money

Modern economics are
economies. The economy using moiey as a
sistem of exchange for carrying owl varions
typres of economic Iransactions 1s known as

Mmancy-using

money economy, Mosl bransactions in these
economies are carried oub with the nse of money.
Crowther defines money as “anything that is
generally acceptable as a means of exchange
and,. ot the same time, acts g5 O MEedsire
und store of value.” The basic characteristic
of money s that it 1s generally accepled as
a means of paviment for poods and services
General acceptability as a means of payment or
as a medinam of exchange 15 the unique [=alure
of money. Money is penerally and widely used
as the medium of exchange through which
purchases or sales are made.

Al present, money consists of currency and
deposit mimey.

Currertcyy comprises currency notes and
coing.. Currency notes tefer to paper money.
Currency notes are issued by the central bank of
a country which i India s known a5 the Resoree
Rank of India. 5 16, 20, 50, 10, 500 and 200 rupoe
notes i India are examples of currency notes.
Cotns refer o metallic cotng, 50 paise coins and
1, 2 5and 1h-rupec coins are examples of conns,

Peposif money o hank mapey Tefers b [ b
depasit held with the banks on the basis of which
“heques can be drivwn. Chegues are widely used
hese days inmeaking payvinents, parts tdarky foar

rade and Business Fransactiors

indierdug! or afl the pe.::pic inoan economy
over some specified time. In modern monetised
ECONOIMIES, iMCOme % ex]:nn_-s.sed m money terms
such as ar individual carning an inceme of
50,000 2 month. Ircome measured in terms of
some monelary unit hike rupee, dollag elc, is
known as Mgy micorhe. Some people cam an
ncome by selling commodities they themselves
have produced by their own labour. For example,
a small farmer may produce rice weith the heip of
his family members and therehy varns an income
ov sellmg rice in the market,

But in the modern economies charactersed
by specialisation and division of labour,
prople sell their factor services to firms and
TECPIVE Toney mmeome in the form of varous
factor incomes ke wapes, rent. imterest. ete
Production of o commodity or service is the
outcome of combined efforts of different factors
namely land, labour, capital and entreprenseur.
Firms purchase or hire services of these factors
ol production and pay remunerations i the
tormn of rent of land, wages of labour, inlerest
on capatal and profits of entreprencur. Thus,
factor incame is the income earned by an
individual fargely by selling his factor services
te firms. Wapes, interest, rent and profts are
VATEXE Oa rE"g'i."T:‘:r":h of factor income

The same applies b the economy as a whole.
All the tirms in the economy produce goods and
services, the sum total of which is known as
the nation’s output. Producton requires factors
of production whose owners are paid for factor
services provided. It thus generates national
imcome. Mational mcome s defined as the
value of all final goods and services produced
by the normal residents of a country in a vear.
According to Dombusch and Fischer, “National
trcome 15 the value of final goods and services
produced by domestically vwned factors of

production during a given perviod.”
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rE el the capendizure oo g i
thear childzen, wonste acl 2ol residenbal baorases,
kv provide o el 2ge, oz

Havan, ddore by hecsckalds o ko s
sarigy lowever. saviog =0
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oexceeding government expenditure. Baving

done by an individual income egrmer iz known
as individunl saving. Saving by individuals
by families and by business frms is known '

: : . as
private saving, [t is the saving done by everyone
other than the government in the eConomy,

Aggregate saving is the total saving dune by all
the people in an economy. It is the sum kotal of
private and government saving.

Saviegs [plural) is the total amount of saving
accumulated over lme Tt is the accomulated
value of past saving,

[nvestment 15 defined as the act of usag production
resources for the production of capital goods, i,
giocks that are used kor pridducing other goods
and services in the future. [ is the acl of adding
tn the existing stock of real capital assets such
as mﬂn:"r!.jnerj.-', fowals, H]uipmuntﬁ, buildings, stock
of goods, etc. These goods are produced largely
by firms and they may be bought by firms, by
hoensehalds or by the government. Another name
for investment is capital formation. Investment and
capital formation are synonymous, The essence of
investment 1= the diversion of a part ol societys
currentle available rescurces for Lhe purpose of
mncreasing the stock of invesiment goods 50 as 1o
make possible an increase in comsumable output
in future.

The major components of investment goods
A TE::

1. Producers’ Fixed Investmenkt It comsisls
of new capital goods such as plants,
equipments, tools and machinery

Capital goods are often called producers’

fixed investment,
3 Investment in Residential Housing and

Non-residential Steacture: It includes
investment made n the construcoon of
residential houses and non-residential
structures like office buildmgs, power
plants, brides, roads, etc. A residential
house gives utility slowly over
long period. For this reason, housing

construction is Faken as investment

rather than as consumphion, Investment

in residential housing s differcnt from

other forms of irvestrment i that houses

goods are sold to lrms.

3. Investment in Stocks: All firms keep

slock of raw malerial, semi-fnished gouwds
and finished goods i [actories or shops
for smooth production. A pet addition
o stocks i consideced as an mvestment
because 1t represents soods produced bul
not used for currenl consuriphion.

The sum tatal of expenditure on all mvestment
goods —producers” fixed investment, DBusiness
construcrinn, residential housing, stocks ~is
called gross investmend. Physicol wear and bear
of capital goods takes place in Lhe process of
procduction, which is known as depreciasion.
[novestment required to keep the cxfsting stock
of capital intact by replacing whal lins been
worn out, ar etherwise nsed wyr in e process of
production, is known as repluceent investient
ar deprecialfon. By deducting depreciation from
frroms investment, we get gel fnvestwent, 1 is the
net investment which increases the lolal stock of
capital in the poomommy.

TF iz clear from the akove definition that
investment in coonomics is taken m the sense of
real mvestment. However, 1n comonon E‘.é,:l'|:|'|'u.'.t:",
when a persan buys shares, bonds or debentures
of a company, it 15 geverally said that he has made
an imwvestment. This is merely fnancial iveshment
biat moot real investmenl as it does nol lead ko any
addition o the physical stock of capilal but merely
implies a transfer ul finanoal tesources.

Wealth refers to the slock af all those assefs
wfich are @ Source of irecomm. Wealth is a steck
concept and theretore 1635 expressed at a point
of time such as 1 Tanuary, 2017

According to Tanson, “Wealth 1 a stock of
goods at a certain time which conform fo the
reguitrements af possessing utility, fianiled iw
supply, transferability of their awnersttip from
ane person fo anather”

Anything to be regarded as wealth must
possess the following characterishics:

1. Litilats: IF muist puoasess lliilil';.-'. e 1t mast

give some satisfaction.




o ..bz. Eu,arnl}- It must be limited in quantily,
P i, it must be scarce in iks s |ppl1,-
!-.::'.!:j-"l-_Tmnﬁfﬂtﬂhllll'}f. It should be transferabie,
S e, it ownership can be Lransterred from
Lo one person to another person.

4, Exchange Value: I must possess exclume
value, All thuse gouds which have the
characleristics of ulility, scarcily and
transferability possess exchange value.

We may speak of individual wealth as well as

national wealth. Individual or personal weealdh
refers to stock of all those assels which are
euned by o person. At amy moment in bHime,
individuals 0 an economy have a given stock
of wealth. This wealth is held in many forms.
Dhifferent ways of holding wealth by individoals
may be prouped into theee main categorios:

1. Some wealth is held as money in hand
or in barks like paper money, coms and
chequable deposits with banks.

2. Wealth is partly kept in the form of
fimancial assets ather than money such
as bonds earming a fixed rale of interest,
deposits with the companies, shares ot the
companes, <

3. Real aszets in the lorm ol houses,
and family busingsses.

=,

Farms
The wealth of an entire nation s called
rarbionnl wealth or socral wealth. 1t is the Lotal wealll:
of the residents of a country. Natromal wealth
is the stoek aof all tangible {real) wealth
that conltributes to the production of geods
and serpices. langitle wealth consists of bwo
categrorios:

1. Reproducible Assets: Reproducible assets
and therefore can be
reproduced. These assebs consists of;

are man-made

(a} Fixed assets such as machinery
and equipments ob all kinds
buildings and other stricluncs, Some
of these reproducble assels like
machines, fackorivs, ete, contribie b

anl

the produchon of goods and services
which people want, while others
fike houses salisty t‘hU wants ol {he

people directly

(i Slocks ol durable wmlﬂf b
inventories, which are used for the
satisfaction of peoples wants directly -2
(stock 0l ennsumer poedst ang 2
mdiroctly {stock of raw materialgy, &

2 Non-reproducible Assets: Nop 2

seprodncible assels consist 0f naturg) ¢

fesotrces such as Jamel, mineral wealth,

fomosts, ol which are created by naluss
Thew are rowarded as frewe wife of naburg E
T, |.t.t|1|‘-|1.1| woalth, trogencral practice &
imeludes both reproducible assels ang
I11:-|':-T-."|:|n‘1dlI{'I.L'Ili.' asents. Bome connomists ko
A wider definition of national walth s as ;1
include, in addition, human capital (edocation,
kil training ard healthy and fechnologicg) ]
capital (collejes, aniversities and librames), !
It is impartant to note that tinancial asset 1
Beld by domestic residents are not parek gf
pational wealth becavuse valoe ot the demespe |
Bnancial assets is offset by the domeshe Bnancia) |
liakilitv of the same amount. For example, money
deposiled by an individual v a bank s an asee
for e depositar but a liability for e bank. Time
depaosit in the bank dovs ol represent weaith for
the econamy as o whole. However, nel foreien

financial assets are part of natonal wealth.

2.16 WELFARE '

Wirlfurre 15 Liekew B nnvenn o serese of Sadvsfoctron and
fappiness, a sense of well-lweing mmong Hie people,
MLy
amany e peopke such as consumplion ot posds |

lactors influeince this serse of well-being

Al senvioes, environment, tnily relabons, degree
of freodon, law Zoamie i
these Factors may increase walfaric Foo cxarnple 4
more constmphen, aond wealher
e freedem and morne socuitiby increase welfane
Some Ectors, on the ofher Tamd,

and order situaliows, obe.
e Jeisnne,
miay redaoe
weltare. For example, mone work, natural disasters
ke warthqualke, political instability, nsecarriby, ele,
rEciiiee weellane, i
Some of Fhe

factons .":"1‘-.'Ii:|:.: wirifare of e |

poeople of 2 eotmbry can be expressed inomoney |
lke vatenal incone,
comsumpiion, invesienent T 1

levims. For exanphe, factors

CAn pe eypressic
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e mmt?hrf berns. Fluwever, sume ol e Fa Lorrs
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CinfTuencing welfans cannot by exprossed I ooy

werms. Environment, social relations i seiin:

=0 ypdetstanding among Lamily - mornbers LY
o : - B - L
< order, degree of Ieedom; cle, ane some sl Lo,

It is pessible to I.I'i‘-ull,:|1l._:‘|;||_-;,|-| Between the fwe
types oF weltore:

1, Economic Welfare: Pigon dofimes coorongic
wwelfan ws Hwlt part uf seckal welfie Hu
can Iw divectly or endivectly smeastred i
aoreeyy fernes 0 other words, wvellans s
by Hwe factors which can be expressed
rredany lormes s ovalled ceonomae welfane,
Theretore, welfare which s wifluenced by
Factars Hke national imcome, pe .,_,1|_:;'|;1
CorTie, coln puesiledt ol culpel corsanpehion,
ches, 15 begmed as coononmie wellare

2. Non-economic Welfare: Welfiere affected
by the factors svlich carnef be expressed
o mmtctary fenms s cidfedd Jrom-ccoronniy
welfare, 1 s the wellare influenced by
Aon-economie tactors sich as enviroaimaenl,
sodal relations i Lhe sociehy, law anl orcen
degior ol freadom, ehe MNoneoemomie welfare
relates Lo nop-ecomonmic values of people
in the sociehy It relales 1o seqal, polilical,
moral and other non-ecomomic values.
The examples of non-econumic welfare ane
potitical weltare 2nad moral wizllare,

Total wellare of the people of a courntry is the
summ total of coonomic and non-ecunomic welfare,
Since it is the welfare of the society as.a whade, it
i termed as social wellare, Thus, sacial welfire
i defined as the sw total of Hhe iappiness of
all the individuals in the society. b s Lhe sum
total of econamic and non-economic wellare

Weltare is a closely rolated to wealth, Generally,

thiere s i direct relationship between the amaunt

r i i~
el |.".'I'_'.i|‘!" .-_'II'||,| lewel of coomomnge 'i*.-._-|.‘r|n.. ||.L."

miors 1- 1l amonl of 'I‘n'-L'uJ'i'I_. the more 1= the

leviel of economic welfare, and vice-versa

217 BUSINESS CYCLE _______

Hiusiness cycle is defined as the rechrreid

Muctwations in the ageregate sconomic aciivity
it an coonenry, Level o economic activity 15

idearlifiod with the lovel of Income, outpul
o enployment, Therefore, business cycle in
peneral iy b delined s shorl-run fuctuabons
o sulput, income and employment. The
biesiness cyele is characterised by alternating
pereds of expansion and conlraction in ceonmic
activity, A business cpcle consists of expansion
vocirring ab the =ame time in many PeLnOTIC
achiviines — wtibpul, meome and employment—
fulbiweed by similar contraction in the lovel of
vubpul, inceane and employment. Thus, in a
business cyele there are wave-like fluctuations
naperemals eritpl, income and -Emph:'j.’t‘ﬂE'T‘-f-

A typical bosiness cpcle is generally divided

ik Tour phases:

L. Expansion or Prosperily: The expansion
or prasperity phase is characterised
by expansion in the level of output,
cinployment ancd income.

2. Recession: During the phase ol recession,
there 1 a downward rend m the level of
coonomic activitv, Tt is a sustatned period
af falling level of income, cutput and
employment,

3. Depression: Depression s the phase of

a sovore recession. It is characterised. by
severe and general decline in the level
al economic activity, There is a large
reduction in employment, output, income
and prices,

Recovery or Revival: It marks the revival
of economic activity from the situation of
deprossion During this phage, the Tevel
of output, employment and income in the
cconomy rise steadily.

The Tour phases of a business cycle are

iNustrated in the follnwimg diagrana:
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2.18 AGGREGATE DEMAND AND

AGGREGATE SUPPLY

Aggregate demand may be defined as the total
amount of goods which all the buyers of final
outpul in the economy desite to purchase, It

s thwe total desined puru]mﬁm ol all the Duyers

i the econpmy. Ina closed coonons gnmli are
demanded by houscholds tor consumption 1),
Goods are depuamded 1,’-::.J Pl fipmis ar F'rt'uhll.‘t"l'-i
for 'Lll'lL‘lL’[rJ:kil'IH s tdenl (L Phe governoenl
also puechases varous fvpes o goods (G 1
discharge its responsibilities,

Thus.

Aguregate demand = C « 1+ L

Agpregale denund or the gquantity of goods
which alb the buyers in the cconemy destre [0
purchase, depends generally on the level of
e 10 Lhe cootsmy,

Aggregate supply refees fo the tatal amonait
of outprt which oll the finns or producers e
willing to produce tr an economy, 11 is the
total desired output of all the prodoecers i ther
CrOTOTEY.

We may also express aggresate demand and
aggresale supply in relabion o the price level.
In this scnse, the aggregate demand refers to

the tatal quantity of goods and services w fich
all the buyers of an economy want 1o buy at
different prices. Aggregate supply, on the other
hands, reters bo the tatal gquanbity of goods and
services which all the firms are willing to supply
at different prives.

2.19 BASIC ECONOMIC ENTITIES IN

AN ECONOMY |

Feonomics s ocancerned with the edonomis

activity vl the people. Feonomic activity refers
to the wse ol scarce resources of the Ceonomy
in producing goods and services requared to
satisly the wants of the people. The centrestage
of economic achvity o an economy is (o '-.I|..I-Z~f:'|-'
the wanes of Hie people by producing goods ana
services, LWoasions abont cooomic actiyities ol
Il:lru.l._l._lcl'll'-ll and |'|II|:~l.I|'||_‘-i'iII'!1 IT AT PCOTOnYY A
ndividoals, L economics, we shudy

taken In
hehaviour of these individuals

the ccomonmis

= -,::-:.\_ o

There are mlllons of ndividusts in an oon
partivipating i the Tunclloning of an evon
Iy cliHerent capaciijen- a9 procucens, tonsumgy, ;
radery, werkers and so o, For a syfbinatic Fﬁ
organlsed study o their b v i, wie 1‘|nu1ﬁ.
theim fno Usrew Impurtant groups: Boeteholdy oo
Cos e, frins of |1r-.1':lu'm'r'L Al NOUEFE gy
Thisse theee gronps are regarded oy the B
ceonomic enbilies, They take decinion -‘-hnu'h' _

the Basic eeonumic activities ob produacegy

ConsL g lon and investioent, They ane th h‘l“ir.-'

dfcixinn-nlﬂl‘kl’l'h in CRTy LUIENTEY,

1. Houschalds: A feartisefodad a5 rJ:'Jl'i"?gﬂi a5 ui
porsan of graur of peaple Hiving togeth, i
T Tinke QR fecisioins gt T
bypres of commoilitivs fo Ie parchosal g
satisfiy Hie waits of hisitheir fronily, ) y
the same fimwe, howsehelds are the mgy,
paviaers o produchive resources bk Jand, .
labour and captlal. They, Wherelore, fake .1
diecisions abowt e wse ol factar servigs
Thus, houscholds participate i economic l.
achivities in two ditlerent capacifies, namely
as Ihe owners and suppliers of productive i
resources and as the comsumers of goods
and services produced and supplied by }i
business firms, Hooseholds and consumers
are used interchangeably i economics, |

Yo Firms: A firm o5 .r.l'."j'frr.l.'rlI as the 4.'f|“ﬂ'5l |
which employs fackers of production
fo produce commditics that it sells ta
other peaple. An individual or a unil or
an organisation that produces goods and
services 18 called o Frni In ceonoamies, e |
use the terms s, peedicers or sapphes |
interchangeably. Firms, on the one hand,
act as procucers in the commuodity marcket
and, on Hw other hand, they purchase §
factor services required to produce goods
and servioes in the factor market,

3. The Governmaenl: The govermment 1573
very importan dectaion-making eoonomic
crbiby i ey ecomoany,  Gooeraaremd

refers fooa group of ofgamisabions

wlhch possess |||:'L',;'rh' et Il"t'lllll'u'-l'll.l proaier
amd cxercises some control over ot
sectors of the ecanonny, 1 ircludes all

B
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- state governments, centra) governmenl
and other organisations belonging to
.- the governmwnt such as the e

- ntral
= -bank of a country. The government pets

its income largely from taxes impuosed
on household and business sectors, It
spends the money collected through taxes
to discharge various functions in the
econumy such as admwinistration, law and
order, construction of railways, higehw
dams, bridges, etc,

2.20 STOCK AND FLOW VARIABLES

Economics uses various economic variables while
aralysing evonomic problems. These econamic
vanables are generally srouped into ‘stock taridies'
aind o veriebles.”

-.'l:r' 5,

i government bodies—local authorities,

o)

Stock variables are the variables whick are .

expressed at  point of time. These variables

have no time dimension. Stock of l.:ﬂF_itﬂL_ 5
wealth, number of persons employed, total bank .

depasits, total money supply are some examples
of stock variables. Thus, we estimate the stock
of capital in a factory on a particular day like
1 January 2017, '

The flow pariables are the variables that
are cxpressed per unit of time, such as per
hour, per month or per year. Thus, tiow
variables have a tione dimension, For example,
productzon, national income, consu mpllﬂ-n,
SAVULES, investment, exports, impaorts, demand,
supply ctc., are zome ol the flow variables.
Thus, we expriess national mcome of India over
a period of one vear,

+ Human Wants: Want is an effective desire for a particular thing, which can be sadisfied
by making an eHort Lo acquire it. Wanes for various goods are classified into; 1. Necessities,

2. Comifores, 3. Luxuries.
Features of buman wants are

1. Wants are unlimited, 2. Wanrs are complementary,

3. Wants can be substinuted, 4. Wanis are comperitive, 5. Wants multiply, 6. Wants recur,

7. A single want can be satishied, 8. Some wants can be postponed, 9. Wants differ in urgency,
10, Wants are ahead of availability of oonds and sepdces,

Consumpticnn

Main features of unliny ans;

13 the act of wsing ponds and services ro satisfy human wants.
¢ Consumer 15 the person who consemes goods and services 1o sacisfr his/her wanis.
¢ Utility reters to the want-sanstying power of & commaodioy

i Litihey s subgeenve, 20 I s not measurable, 3. 1t 15 vanable,

&, Utility is different from usefulness, 3. No moral or legal connotation of utilice

Toral Urilis
guantiery of & commoding
Marginal Un
ol a commadily

refers to the encive amounr of sansfacoen obraned from consuming a given
lity s the additicnal atilicy anising from the consumpnon of one more unit

Producton is the act of makng goods and services. | 1s the ace of creating utility dwoughs:

F iliry 2 Blace ariliee 5, Time oty 4 Seivice utilles
Form urilicy, 2 1 : !

% Factors of Prodoction: Prodoctve resources are known as factors of production. Land,

labour, vapital, and eprrepreneurs are e faciod ol production,

Main characteristics of facrors of producton are: 1 Production s the ouccome of faccors

cooperation, 2. They are nor vombined inoa Fred way

Factors sell their fector servioes,

4. They are tangible, 5. Demand fur factors of produchien s dernved demand, 6. They are

not egually mobile.
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‘ﬂ'*"l’:'m&nf El-'t::hm.'l'i'ﬂjdilt}"';lﬁ the amount of money that has to be given to et '211 ‘?‘:;E:;i i
Goods have 2 price because thev are useful and scarce. Prices are determine -t:E.-l s ;
of demand and supply. Equilibrium price is the price which equals demand wi 5 F‘Fl* - e

% Inflation is the process of persistent and appreciable rise in the ganeral_dpn;.i mj:. 3
Demand-pull inflation originates from the forces operating Fn?m the demand side (1 1 e
in demand), while cost-push inflation arises due to increase in costs such as wage l'LE'ET-

# Value of a commodity refers to the valuadon placed by a hnusehnlld on Lme EDHSUITHPT"JE:f i
commodity. Value-in-use relates to consumption value in terms of 1_ts utiliry Value-in-exchange

relates to market value of a commedity ie., price of a commedity _

% Market means a system or set-up in which the buyers and sellers of a cnrr_lmul:hry Are a‘F:le
0 interact and commusnicate with each other and strike a deal abour the price and quantity, :

* Goods Markets are the markets where goods and services are bought and sold. .

% Factor Markets are the markets where factor services are purchased and sold.

% Money is defined as anything which is generally accepted as a means of exchange and

acts as a measure and store of value. It comprises currency and deposits (bank) money

* Barter System refers to the system of exchange where goods and services are exchanged
directly for other goods and services.

gL e R TR

% Income is the flow of goeds and services or flow of money over time. Personal income s
the income earned by an individual by selling his factor services to firms

% National Income is defined as the value of all final goeds and services produced by the
residents of a country in a year.

¢ Per Capita Income of a country {5 the average income of the peaple of a country in a
partcular year.

: _ s . _ - I
“ Saving refers to that parl of the income which is not SPEeN un eomsumption. [1 comprises .
personal savings, business savings and TOVEmnment savings

% Investment is the act of using productive resources far (he prorducton

of Investment |
gooas. It consists of addition to capital poods, business copstruction ceHrstrucrHon of |
residental houses and addilion in stocks. Investent required to replace the worn-out capical 5
theough wear and tear is known as depreciation. NKet o HUIEIIL S gries Investment mings |
depreciation.

% Wealth is the stock of goods which are 4 SOLCe of ineare

1. Money, 2. Financial assets like bank deposits, bonds and shares {stocky 3. Rl capital.
% National Wealth is the stock of all tangible weslih thar «
goods and services, Tt COmprises |

Fousehald wealth consiste of

contnbules 1w the production of

Reproducible assers, 2, Non-icproducible assers,

« Welfare means 3 sense of satisfaction, happiness and well beiig
welfare is defined as thar part of sucial w
In maney terms, Non-sconsmic welfare
be expressed in MONELarY terms. Social
individuals in the society,

+ A Business Cyele is defineqd
activiry.

dinung the people. Leunomic
elfare thar can he dircetly oy indireetly measired
15 the welfare affected by the factors shich caninot
welfare i the sum 1atal of 1|e hapmness of all the

a5 the recurrent fluctuationy mothe aggrevate soonomic

+ Aggregate Demand is defined as the tostal R i e esmomy
@ Aggregate Supply refers to the toral amaunt of output which all the firms or producers
are willing to produce.

amount of goods de




. # Stock Variable is the variable which is expressed ar a point of tme.

# ﬂqw min]ﬂn is rlln_e vurmble wh,nr,:h IE E:LPI'ESEEIZ]. aver a peried of J:lme

_a_a,h.ﬁ. T hl.ﬁm'i'ﬁ fl."&‘r“naﬂ x ..., - it _ﬂ_l :!mup m\' pcﬂme *]Tﬂng mﬂmﬂm mﬂ m Eﬁmmﬁ
be purchased 1o satlsfy the wants of his/their family.

% A Firm is defined as the entity which employs factors of production o pmducfz- mmm‘:“im‘g |
o thac it sells to other people, '

i
_ .# The Government refers w a group of organisations which possess Jlegal power and emerdﬂﬂ
. some control over other secrors of cH

decisions about the -:nnunudmes Lo

AR M

the economy:
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TEST YOURSELF QUESTIONS

Very Short Answer Questions (2 marks each)

1.

R N e I T

R I R
T v e ML e UL R R - RO LB

Define human wants.
State two categories of human wants,

Distinguish between primary wants and secondary wants.

Give four main features of human wanes.

What is consumption?

Define urilin:

State four main features of weilion

Distinguish becween total utility and marginal weility
What is meant by production?

. How de we deline “land” in econommcs?

. Dehne labour

2. What is meant by capital?

. Mention three main featires of factors of production.

. What 5 prige?

. Hosy as price of & commodity determined?

5. Tkefine anflanion.

7. Disnnguish between demand-pull and cost-push inflation.
- Destinguish beoween value-im-use and value-in-exchangs

o Distinguish between nominal valoe and ceal waluie

20,

What 5 mieant By owarlet!

How waoubd yvou define money?

What s imeant by barter system of cxchange?
Dehne per capica incnme

o Lefime invesunent

P50 WA v mabiorel wealth?

State taur teammres b wealth

A7 Whae = eoonaonie wellarey

Mefine soclal seelfire.

du o Whiat & Dusiness oweled

Srate the Four phases of vade cyele

11. Deline geeregstre flemand.

What s meanc by ageeegare supply?
Whiat are the basic economic Enclies I an economy?
istingwizh between ‘stock” and "How™ wariahles

BASIE COMCERTS OF FOOMOMICE

(See Sec. 2.2)
(See Sec, 2.2.1)
(See 5ec, 2.2.1)
(See Ser. 2.2.23

rSer Sec. 2.3

(Sen Sec, 2.4)
(See Sec. 2.4.1)
{5ee Sec, 3.4.2)

(See Sec, 2.7)

(See Sec. 2.8)

[See Sec, 2.0)

{5ee Sec. 2.6)
[aRes Sec. 2.6.1]

(B Ser, 2.7

[See Sar. 2.7
{See Sec, 2.8)
(See Sec. 2.8.1)
(S Ges 200
[See Sec. 2.9)
{her Sec. 2107
(See Sec. 2.11)
ther-Soc. 2110

(Hee Sec, 21210
fher Bec 214
(See Sec, 2.15)
[SGee Sec 2:15)
[see Sec, Z.16)
Loee be L16)
[Bee Sec. 2.17)
[spe Se. 2.171
[See &et, 2.18)
{hes Sec. 218
(5ee Sec. 2.1
[See Ser 3.20)
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Whm do you understand by human wants? Explam r]m main f-mmres of human wants.

(See Set. 2.2 and 2.2.2) /: '_;.

_,ﬁg Define uuitt}' and explain its basic fearures. 3':"':‘.:'1:-:3’:1"- g (See Sec. 2.4 and 2.4.1} - :.15

G Explain the concepts of production and investment, w (See Sec. 2.5 and 2.14) 7

7 4, Discuss the characteristic features of factors of production... ' - (See Sec. 26.1) B
-5, Distinguish between ‘vajue' and ‘price’, ~(See Sec. 2.7 and 2.9) - &

*E What is meant by market? Distinguish between goods markets and factor markers.

(See Sec. 2.10 and 2.10.1) '
{«: 7. Explain the concepts of income, consumption and saving. . (See Sec. 2.3, 2,12 and 2,13) %
f“_:‘i 8. What do you understand by national income? {See Sec. 2.12) fi
¢ 9. Distinguish berween economic welfare and non-economic welfare, (See Sec. 2.16)
'ELﬂng Answer Questions (6 marks each)

- L. Define inflation, [istinguish between demand-pull and cost-push inflation, :-j
B (See Sec. 2.8 and 281)
2. Define money. What are its components in a modern econoiny? (See Sec. 2.11) |

“'3. Define national wealth and state its varioys COmponents. (See Sec. 2.15)
&

Explain basic economie entities in an BCONOMY.
OR

Explain the following: (i) household (ii) firm and (i) government. (See Sec. 2.19)

i
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