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Chapters 1 and 2. Meaning, Definition
and Basic Concepts of Economics

e 1) Economics is a Social Science that studies
economic activities of (1) a family unit (2) a
company or corporate (3) a nation state.

e 2) Economic activities deal with scarcity of

limited resources, that are available for
fulfilment of unlimited human wants.

e 3) Economics definitions can be classified on
basis of (a) wealth (b) scarcity (c) welfare and
(d) growth.



Important Definitions

Given by Economics is the study of - Classified under

Adam Smith “nature and caus es Wealthdefinition

Alfred Marshall ‘“mam ordi nar y —low s i Material welfare
he gets his income and how it is used definition

Lionel Robbins “human behavi our & Scarcity based

betweenendsa nd s car ce n definition

Prof. Samuelson  How people and society choose between Growth oriented
alternate uses of scarce resources, definition
between costs and benefits, to improve
patterns of resource allocation.



Wealth : Main characteristics and criticism

1) Exaggerated emphasis on
wealth.

2) Non material goods not
included

3)Causes behind creation of
wealth

1) Human Welfare is neglected

2) Narrow as material goods
only are included

3) Emphasis is on man as a
economic agent, wanting to
acquire more wealth.
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Material Welfare : characteristic features and criticism

1) Studies only material well being

2) Focus is on ordinary business of
life

3) Stress is on role of man in
creation of income and wealth

1) Non-material aspects, such as
skill, honesty, dignity have been
neglected.

2) Restricted scope of economics.

3) Making value judgements is
di ffircul t. “Wh a't

“Wh at shoul d be”
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Smith and Marshall - comparison

Differences:  (a) Smith measured wealth as
material wealth, and was concerned with the
economic man only. Viewed wealth as an end in
itself. Included Production only as part of economic
study

(b) Marshall measured wealth as income, and
stressed more on role of man in its creation.
Income creation was a part of the personality of
the economic man, and wealth was a means to
achieve other ends. Saw consumption of wealth
and its patterns as important

Similarities :(1) Both emphasize

that economics is:

(a) for welfare of mankind;

(b) Only material wealth is to be

studied
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Criticism of Scarcity oriented definition

Growth
Lionel and
Robbi n’ s Developm
definition ent are
' neglected
Not relevant
to -
Developed National
' Income and
countries
employment
considered

partially

Excess supply
can lead to
economic
problems
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Dissimilarities between Marshall and Robbins

Marshall:

1) Economics is a social science as it deals with humans.

2)Emphasized on normative content such as policies.

3) *‘Ordinary business of [Iife
4) Led on to a more complete theory of market economy.

5) Has many classifications s
market prices ; material and non-material, ordinary business
of life and the special aspects.

Robbins:

1) Presented the content more technically,
emphasized conditions, as in natural science.

2) Is materialistic, as spiritual and psychological
are excluded, but less pronounced than Marshall.

3) Classifications are less than Mar s h and |
emphasis is on formulating general laws of

resource allocation.
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Modern Growth Oriented definition

Measured by change in Patterns of
national output over employment and use of
time resources

Consumption at various
levels of society —

Patterns of
consumption in present

and its future trends equity in consumption

and of income

Improvement in
patterns of resource
allocation over time for
empowerment and
emancipation




Basic Concepts :(2) WANTS

e Want = Desire
+ Effort

e Status symbol

* Appear to be
unlimited in a
consumer

W

1. Awantisa
desire to
acquire

something and

a willingness to

put in effort tg
acqguire it.

4. Secondar$
Wants arise
only after the
Primary wants
have been
satisfied.

\__society
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be unlimited,
but intensity

may differ Are
interrelated
competitive-
Are dynamic

Classification

-Primary basic
necessities
food water,

clothing

- Secondary
for comig
a luxury

e Unlimited,
* competitive,
* Dynamic,
* Repetitive
Saturated

Classified as
e Primary and
e Secondary




Basic Concepts : (3) GOODS

7

Tangible
COMMODITIES that
satisfy human
wants include

\.

(COMMODITIES :
1.Tangible GOODS

2. Intangible
SERVICES

Classified as
(1) Free goods

(1.1) Economic
goods

(2) Consumer goods

(2.1) Producer
goods

(3) Private goods
(3.1) Public goods

(4) Durable goods

(4.1) Non-durable
goods

(5) Intermediate
goods

(5.1) Final goods

(6) Necessities
(6.1) Comforts

(6.2) Luxuries

Nos. 1 to 6 above is
the classification of
Services also



(4) UTILITY is the invisible quality of a commodity to satisfy a

human want

* |t is a psychological * [t may have h
factor, that can be different
created through satisfaction
publicity capacity for
different people
L Utility has Ut|||ty. is a D
no real relative
existence term
Utility .
: Utility has
differs from . yoral
s “sati s|f dctl¥on’ A
significance
of a want

* [t cannot be
measured in whole
numbers or
cardinal numbers

-
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Cannot be justified
to others who do
not have a similar
want

/
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4.1 Types of Utility

FORM Utility

Time

Utility

Place

Utility

Service

Utility

\.

In form utility, the form of
commodity is changed to

satisfy a want

J

r

_

by fulfilling a need

w

Service utility is created

J

a )
Time utility
is also
created
\_ )
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5. VALUE : capacity possessed by the
commodity to satisfy a want

Value in Use Value in Exchange
e Usefulness * Exchange value
e Use value  Depends on what
is being

exchanged with
what



6. PRICE : is the exchange value of a
commodity in money

Difference between

* Price
e Value

Price value in market
may change

e Use value does not
change

* Necessities will always
be needed

Concept of

Value is more general
than Price

* |s based on exchange
value

* Price is based on
money value



7. WEALTH : stock of goods owned

Stock of all goods owned by an individual
All transferable goods and personal wealth

Personal
o )
\/ e Wealth of all its citizens
- e Natural resources that are automatically owned by a nation
National| state
\/ -
e Wealth increases welfare as it grows and increases
Welfare! ° Welfare is well being and happiness index of all citizens
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1.

It is assumed that
people have wants.
These can be satisfied
through consumption of
goods and services.

For this reason
commodities, that
include goods and
services , have utility.

. Consumption,

Consumer, Consumer
durables, Consumer
Price Index are terms
used in relation to
Consumption.

8. Consumption =
sati sfacti on
wants. Determinants of
individual income:

a) present income

b) future income.

c) Rate of saving

- Aggregate Consumption:
average of consumption in
a ‘“nation St
i) APC = Average

Propensity to Consume

i) MPC = Marginal
Propensity to Consume
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~

Production=

~

9. Production

creation of good for

sale in the market

* It has to be an economic activity
* It has to involve input and output

J

\_
~

Market Sale

* Characterizes production as an economic activity

e A transaction is involved. A commodity is sold
and its price is received.

~

Y4

Stages in
Production

* There are various stages in production

* Producers make intermediate goods or final
goods
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9.1 Factors of Production

Land Labour Capital

* Produced

e Means of
production

e Natural e Physical
resource e Mental

* Most Input
scarce

©10x10learning.com

19



10 to 12. Income and Saving

* |nvestment

* Saving=income
(-) consumption
* Savings

Increase in stock
and saving for
generation of

wealth in future

, by an individual
is investment

Saving is income 1,
hand after
consumption

Savings includes
saving in bank
accounts, or as
investment in

stocks, orin
property

* Input and Output

e Qutput = the
processed goods
ready for sale

Input = all raw
material and
intermediary

goods used for

production

Income is a
flow of money at
a point of time.
Wealth is the
entire stock of
saving
accumulated at a
point of time.

Income is the net
inflow of money
during a certain
period.

* Wealth is the saving
accumulated



13. Investment

Investment is putting of saving in movable or
immovable property stock, for generation of
wealth in future.

Investment and saving are like two sides of the
same coin. It is savings by individuals that are
invested in real investments or in stock markets.

Real or tangible investment is in form of purchase
of house, land, machinery for production, and
other tangible capital goods

Portfolio investment is saving in the form of
original issues of stocks of companies listed on the
stock market.
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13. 1 Gross v/s Net Investment

Gross

Inventory
Investment

Fixed
Investment
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Net

Gross
Investment
minus

\.

Depreciation

J
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14. National Product and National Income

/ °
National

Product

~

\
/ °

National
Income

-

J
N

>
Per Capita
Income

-

/
)

/

GNP is the total of all commodities produced
in @ country in a year

NNP is GNP minus Depreciation

Sum of all incomes earned by citizens of a
country

Net National Income is National Income
minus all business indirect taxes

Per Capita Income is the aggregate of
National Income for a year reached after
dividing the NI by the total population

Per Capita Income does not indicate
standard of living



15. Markets

\
\/ * Market is a place where buyers and sellers meet to exchange
Market commodities for price paid in money
* Market mechanism is the totality of all markets in a country
_J
\

* A commodity market is a system by which buyers and sellers come in
contact, directly or indirectly, for sale and purchase of commaodities.

Commodity | * Commodities include goods and services.

<

J

~

<

* (1) To determine the price on basis of supply and demand.

* (2) To determine the quantity of a commodity that will be exchanged

Function at the price determined

J

\
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FINANCIAL MARKET o
e ——— The Financial Market

-c‘ - tesn.» “-‘
Ss=SSem Tha larm Financal Markes rfers 1o al ose

CAPITAL |nveStment OrgEnSal0ns &nd InShIulions which Iénd funds ko
!UI\GZ‘UJG”‘ busingss anlerpnsas and qovemmenl publc

‘-.

LB K FE
MARKET Aulhonbes,
FINANGIAL MARKETS
ﬂﬂmﬂ CATAL MARKET
Bombay Stock Exchange Limited e — Miedhas i i nd
The edge is efficiency
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16 to 17/.

Price level, Inflation and Deflation

* Price Level is
the average
price of all
commodities in
the Economy

e |tis also called
the Price
Index, such as
the Wholesale
Price Index
(WPI) and
Consumer
Price Index
(CPI)

* |nflation is the
market situation
when the price level
continues to increase

* This brings down the
value of money as
more money is
needed to procure
the same quantity of
commodities

e Deflation is the
market situation
when price level
falls and
continues to fall
to reach below
the cost of
production

e If price level is
steady at the low
level, it is not
deflation.

e For deflation to
occur the fall in
price level must
be continuous.

\ 4 .
N i‘a‘ : 4
» \ w. I
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The Market Price

When the producer comes to ag gych, the price for a good, paid by a
sell the goods in a market, he . nsumer includes

/she has to recover all the 1) the producer ds
cost of producing the goods, 2) the whole seller.
plus taxes levied on those 3) the retailerods c.
goods, plus his profit. 4) plus tax levied

When goods are purchased 5) Rent paid for the shop
in bulk, a rebate per unit, is Taxes are levied by the local municipal
allowed by the whole -seller. corporation, the state government and

This enables the retailer or  the central government.

the buyer to get cheaper Therefore, the retail price paid by the
goods from the whole-seller. Consumer is four times more than the

The retailer then adds his (
own costs and profit to sell it
to the consumer.
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Taxes on Goods and Services

SALES

 As such, the Minimum Retall 3
Price (MRP) for the goods,
paid by a consumer includes

1) t he prod
2) t he whol e sel
3)t he retail eroc

4) plus taxes levied on that gc

 Taxes are levied by the loc:
municipal corporation, the st
government and the central
government.

* Therefore, the retail price paiu
by the consumer, is three to
four times more than the actual
cost of production.
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GST from 15t April, 2016 — a single tax that
includes all the Central and State taxes.

 Taxcollectionis a complicategorocessasmultiple taxesare
Involved

 To simplify the process, the Governmentcombined the
municipal and centralleviesin onesingletax calledo Va | u
AddedT a »rd/AT. You canseethis VAT addedat the end
as a % amount in any bill received after purchaseof
anything

« To simplify the procesdurther, CentralGovernments going
to implementGST from 15t April 2016 Both Central and
State taxes will be collected at the point of sale. GSTmeans
the Goods and ServicesTax. As a preparatorystep, the
ServiceTax hasbeenincreasedo 14% for 201516.

* Next year, whenthe GST is introduced,the GST rate is
expectedo bebetweenl 6% to 18%



18. Money =Medium of Exchange

Cash in
currency
notes and
coins

Cheques and
Bank drafts
drawnon a
Bank

deposit

Tr avel I[e§onstituents
of Money

cheque Supply

Credit Cards
on basis of a
Bank account
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18.1 Functions of Money

Standard of deferred

Medium of payment that facilitates
Exchange ) )
borrowing and lending
Unit of Account as a Unit for Store of
measure of value of Value that enables
production, capital people to save in

and profit form of money



