Introduction 97{=Ed

A Simple Economy U 31T

Think Of any society, People In fedt Ot vu= o faw o aifgu g9
the society need many goods and ¥ A ] G@EL 9. W OEF 9 19
services1 in their everyday life . ’ SR :
including food. Clothing, shelter, S 4 TR <6 JAl, S1h WS
transport facilities like roads and T fafercaeni-stemet St aga-
railways, postal services and &gl aan el it gfdafed siiaq o
various other services like that of g ar Bt 21 aaa § 5t =af
teachers and doctors. In fact, the RSt 2 ) oo ol =1 Qae

list of goods and services that any
individual 2 needs is so large that ¥ SToRISHd il &, SRt Gl S

no individual in society, to begin @l § % HR-AR W I HB1 S Hehel
with, has all the things she needs. ? & Tus o fpdt it =afd & 99 9
Every individual has some ot aqu e B et =9

amount of only a few of the goods
and services that she would like 1 edl Bl €1 Y St foreet

to use. &GS AT YA BT IYHRT T FRdl
g, 3 4 9 & U Iuesy Bt 2
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A family farm may own a plot of Uh ¥k GRER 6 99 Y &1 Ihel,
land, some grains, farming AqreT 3T, FiY b ITH, ARR Th
implements, maybe a pair of Sl 91 91 IRER & 9o | 99 QA

bullocks and also the labour \
services of the family members. A 8 Tehdl 81 TH YR % I P, 9

weaver may have some yam, some P @l <biel I < %iH H 3 A
cotton and other instruments YT B Tehd &1 TFE e wht
required for weaving cloth. The 3STAIfUhT o 99 SE I a7 o
teacher in the local school has the T sTavTS FI9ST BT 21 3 Ghal © fR
skills required to impart education N % TS o SR % T

to the students. Some others in '
society may not have any resource3 3-‘|t|e|‘ JH é‘i o= 3-?R a’ﬁé f 99 3 A

excepting their own labour services. Bl ¥ 9 & fuliEeh 3R 30 9™
Each of these decision making units 33U/l I &l ST H o IS

can produce some goods or Gl T Gasl H IART H Gehell &
services by using the resources that oo oy s & s 39 =1 @ av®

it has and use part of the produce to : . o
obtain the many other goods and Tl S SEgell o TSl I W B b

services which it needs. fo X gendt @, Sl S8 STavaedr 2|




Introduction 97{=Ed

For example, the family farm can SSE o foE, ¥ IRAR AN o5

produce corn, use part of the 3R oh 9K 3Ych Ueh 3791 hl SUANT
produce for consumption IO & AT T e Y qorr I %
purposes and procure clothing, \

housing and various services in 3cll] <l ﬁrﬁm Pl AW, G 9
exchange for the rest of the fafirT Jad Ui X Tehel &1 S THR,

produce. Similarly, the weaver can ERET 15[_%;"1‘[ g S 9 ST & 31
get the goods and services that AR w5 ¢ & —or

she wants in exchange for the o
cloth she produces in her yarn. Yo, It T Gehell &1 STEAYehT

The teacher can earn some forener W SEl 6l TG T9 HAT
money by teaching students in Tehdl &, fSeRT SUERT 98 3 gail
the school and use the money for go Qe 1 yrd & & FT Ghat ©

obtaining the goods and services
that she wants. The labourer also fortehl S aferwhal 81 AR o feneh

can try to fulfill her needs by using 3 K & T ®F Fh Sl FB o

whatever money she can eam by HURI © SUY ST MATAhAST 1 Yfd
working for someone else. S B
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In general, every individual in  9WHFIA: 9N &l Y% Afod fhdt
society is engaged in the et axg a1 qar o IURA § HerH
production of some goods or T Y qen <9 it D q*gdﬁ o

services and she wants a ) X N
combination of many goods and Qarsil Y ST H STkl Bl €,

services not all of which are fomd 9 avft 39k g1 3difsd &l
produced by her. Needless to 2dil I8 el 3HEYgS amn fo fodt
say that there has to be some Wt areferarer A i & ;"11‘%65

compatibility between what .
people in society collectively SETIHASH T 3k NI fepw TTT

want to have and what they ST 4 b site gaTaar g dfieu)
produce 4 . For example, the 3 & A T, SHR ¥k YRR e

total amount of corn produced HY shEAl gN Ye1 fohu U 3N

by family farm along with other
farming units in a society must Hl WA A SR B AT foh @

match the total amount of corn AN & TIW o UYfeh YA <

that people in the society fau sTavas WEl o SUS gl
collectively want to consume.
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If people in the society do not A YU b @Ml <l 3FST bl Ia-
want as much corn as the HET T STEvIHhdl Tel &, fSia HYh

farming units are capable of : .
producing collectively, a part of &7 arffess €9 W I W@ %

the resources of these units A S SHEA b U SYTS GUrEH|
could have been used in the %1 I LGS a1 YAl o IARA o

production of some other good foTu 98T feman ST Gl Y st
or services which is in high ’

demand. On the other hand, if O Sgd Afw =l 3 faudia, A
people in the society want 4N H ARl bl 3TN bl SETIhdl

more corn compared to what FYh 3hEAl g HiHfed €9 9

the farming units are producing
collectively, the resources used S °h% S Al SIS Sl HET Bl

in the production of some other IeF ¥ 31t &, & ol aRgall en
goods and services may be ARl & IR o U Sy o o

realloc:i\te_d to_ the productl_on of T & G F 7 SRR 3T
corn. Similar is the case with

all other goods or services. oh IR oh {TT Tl ST Eehdl 2
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Central Problems Of An 3T Wl held YHE
Economy SRS qA YNt <l Scdre, fafea
Production, exchange and 4T 399RT Sl bt TR 3t
consumption of goods and RfafrEl & s o ¥ Yo aue

services are among the basic

economic activities of life. In the Pl 571 STHRYA 3T forarhemdl o
course of these basic economic 2 GArEFAl &I HU BT QAT HE

activities, every society has to face ygqr 2 qer 9urFl <7 98 1 & 999

scarcity of resources and it is the y .
scarcity of resources that gives I W I S S ¢ Sreforae W

rise to the problem of choice. The ®1 Y HEEAl o 39 o foag
scarce resources of an economy  Ufaeudl fasheq Bd 21 W IS H,

have competing usages. In other vy gus =) I8 FokT +E1 Y= &

words, every society has to decide .
on how to use its scarce for o€ S0 gotwr ol +1 fh9 TR

resources. The problems of an YA hl| AN i TN 1

economy are very often G99 § 39 YhR Bkl o-
summarised as follows:
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What is produced and in fop axgatl 1 Scure fepan ST 2R
what quantities? fRa Tt 9ET 1?2

Every society must decide on yd% GuS F1 Fiol $ET ged @ e
how much of each of the many E i . v
possible goods and services it av@a]‘r = w‘g’ﬁ Hd
will produce. Whether to fopt-foh1 ot SIR Weaetl 1 a9 feparn

produce more of food, clothing, JIdRH HLM AfeE @RI U, ST A
housing or to have more of el 1 Fmtor fran sme 3teran et

luxury goods. Whether to have .
more agricultural goods or to ! aEgetl I Sifereh e fehanr ST

have industrial products and FitSifa gl 1 3ifEeh I fhan
services. Whether to use more  Su 1 =ik SURI aAT QA H1?

resources in education and 7o 99 Wy W 3ifas GarEAl &1
health or to use more )
3YANT fopal ST Soa A Qasli & TS

resources In building military

services. Whether to have more T? SRl RM&T sl sgM W fus @

of basic education or more of fehalr ST A1 3=9 918 W2
higher education
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How are these goods 3 a2l 1 SAURA Hd Hd
produced? 27

Every society has to decide g% 9O F: ﬁlﬂle ST Tl %
on how much of which of the

resources to use in the feh fais—= RANE i SR deneit 9
production of each of the SAURA Hld 9 feu-fhy a5 &A@
different goods and gdar ¥ feg-fog ggegq &1 fadi
services. Whether to use q50 ST I9EhT BEa STul stfee
more labour or more

machines. Which of the A 1 IGFNT fepdl ST 2
available technologies to qI 1?2 Tl a&] b 3IUIGT oh

adopt in the production of © oY
3YcTed deh-itanl 8 4 fog
each of the goods? m,\
deh-ileh <hl 3TYET SITT?
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For whom are these goods
produced?

Who gets how much of the
goods that are produced In
the economy? How should
the produce of the economy
be distributed among the
individuals in the economy?
Who gets more and who
gets less? Whether or not to
ensure a minimum amount
of consumption for everyone
in the economy. Whether or
not elementary education
and basic health services
should be available freely for
everyone in the economy.

1 A3l I IR fohdeh faQ
fepan Sa?

AT H Il g3 i Toheril
= b g BRit? Stgeae &
3R 61 Afeaq fooiw & <= fed
yehR famfsa feean s =nfew? fohaeht
ek HET T BRIl ae fohdehl hH?
I8 gFf=a fear s stan & fo
YT I i Afai Sl ITART
it =T HET YT 2?7 1 IRFH
foren qen SFE WA dar S
YAt referee o Ot SfsEl &l
e Sua= T S
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Production Possibility Hid 3R G HIEHT
Frontier foa yaR afsat & ue gare
Just as individuals face T 399 Bl g IO @ Y

scarcity of resources, the )
y ’ facmer fodt Sefcaazen < g9

resources of an economy as

a whole are always limited in T 39 iy H ®H drd
comparison to what the faaat &t gffad avIharett
people in the economy 1 o 4 ger @ifg =9 )

collectively want to have. . . N
The scarce resources have §f<q TOEEl & dofeds STAT

alternative usages and every @Id @ d«l Y GUS 6l ZI't{
society has to decide on how oty Eh—{—," Tl % 5 T2 Cqe
much of each of the

) qqett o IWET oh fau 9

resources to use in the .
production of different goods UHIET forat a1 9 3Tl

and services. fopar ST @)
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In other words, every society TE ¥ ®, Td% S &l I8

has to determine how to ﬁqu @—," 2 g ﬁ fgfa=y
allocate its scarce resources o
to different goods and q*@ o o I

services.The collection of all faq a8 ?f‘q YAl &l
possible combinations of the fgfqyM™ f&9 IR B U=y

sood nd snces et e et 3 7 .
YR I & 8 WTR?I F1

amount of resources and a
given stock of technological T Frcb—r} alcit Gl &3 qe

knowledge is called the a9 S g9t gaifaq I’ &

production possibility set of f

the economy. El.E Elﬁ . . el SIS
GHTET 9 ®ed 2|
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Consider an economy Ush THT AYHGET &l , Sl

which can produce corn or 3111:} g9t &1 ST S ich

cotton by using its
resources. Table 1.1 gives STTST T I bl 3cIST

some of the combinations Tehdl B aifeesl 1.1 W S aen
of corn and cotton that the HUE h 3T HS AT Hil IO
economy can produce. AT ICITe

When its resources are fully ™ % SH

utilised. sefoaaeen ¥ 999 21 v 39k
HqreA quiaen 99 e S @)
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Production Possibilities

Possibilities Corn Cotton
A 0 10
B 1 9
C 2 7
D 3 4
E 4 0
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The figure illustrates the
production possibilities of the
economy. Any point on or
below the curve represents a
combination of corn and
cotton that can be produced

with the economy’s resources.

The curve gives the maximum
amount of corn that can be
produced in the economy for
any given amount of cotton
and vice-versa. This curve iIs
called the Production
Possibility Frontier.

9oh T YAl 39ch -4 feem
®iz Al fag AN qo1 U
39 G &t Ieridl °, ferent
S Y IeT o GAIEA
ERI 9 81 98 9% HIE i
fedt ffy=aa o= & «@<d
IS i AfYhay GHIfad
3TRd 9T a1 3N o 9%dl
%9 1 G <T0dT 81 39 dh
%I HId IURA YHEAT Had
2
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The Production Possibility dHid 3dcd e
Frontier ST a1 HUM b 3T GAFN I 0

gives the combinations of 2 TR SR e % HarFl

corn and cotton that can be

produced when the %l QUIEY Y ITRT wH R {61 S
resources of the economy g1 =F ST i divid SARA GuE

are fully utilised. Note that a ¥ JiF Y fee f B
point lying strictly below the Pl ﬁg

production possibility frontier T T bl de AN < g, sl
represents a combination of 3R BN S Wi AT FS
corn and cotton that will be q’qm:h‘ G| ngﬁ'r[ A ?-h‘ 'llﬂ TE A

produced when all or some of
the resources are either femam T &1 ST SR ST

r\
al

underemployed or are gU foham = 8N Al gefw qareAi | 9
utilised in a wasteful fashion. 3ifyer A T ISTRT 3N o oW
foran STEm A UM o SARA o g

&Y U 39 BN
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0 Corn
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if we want to have more of Ad: I 8H fhEl Th d& hi
one of the goods, we will have G ] qq FET Tred %

less of the other good. Thus, 2 N
there is always a cost of S ay] < H HIEAT 9Icd

having a little more of one Sl ST Gl 39 TR Th 9
good in terms of the amount $1 HD At AT T HEH

of the other good that has to <ot Tl 9% H B =G &1

be forgone. This is known as
the opportunity costa of an BieTl TS ol 36 I F TH

additional unit of the goods. ATaad w1z I A i
ATE NG Hed 2|
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Organisation Of Economic aAfefeh fhAThadl 1 ATASH
Activities MY f LRk i AR

Basic problems can be _
solved either by the free Ut &l 41 d 39 AfwAl &

interaction of the individuals  T9i¥ 3Tq:fshan g fowam s
pursuing their own objectives gadqr &, 9491 fof IR ¥ &t @

as is done in the market or in a1 WER S R T T
a planned manner by some

central authority like the AN IERIIEG
government.
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The Centrally Planned dslhd AisHEG AATTEA
Economy halpd Aeag fae &

In a centrally planned economy, .
the government or the central did THR AT hsd Fxdl 39

authority plans all the important 31&=ad% & Gl HE YUt

activities in the economy. All ﬁ,—qmm 1 ‘q'a:" I 2
important decisions regarding T Y sttt Qaret 3 ST
production, exchange and

consumption of goods and fafm=a qen Su9i @ w9 Al
services are made by the Heayui uig &R gl 6
government. The central IC| %'I a8 Heg g1 gEreEl

authority may try to achieve a
particular allocation of resources ™! W w7 9 ﬁ:rﬁrqﬁ % lch

and a consequent distribution of IEI3T Td HaST 1 HfaH
the final combination of goods I 9TSd v hT TIH H

and services which is thought to )
be desirable for society as a gkl @; S R §AS o fer

whole. CIEL IS
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E.g. Education or health SH9- fYren o wreeg @9, fSHet
service, is not produced in faaat g0 WY ©iw O o
adequate amount by the Searfea & fEan S I%T 2

individuals on their own, the
government might try to WIT 3 THl JEI3T qAT

induce the individuals to @T;[[ Y SYYd HTAT 'l.l| R I G
produce adequate amount of A & foaT 3Ra &1 W 3

such a good or service or,
alternatively, the government Y WT WA Tl gt qen

may itself decide to produce TR &1 IARA ®E &7 Uiy
the good or service. FT GHdl 2
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The Market Economy IR STl
In contrast to a centrally clos‘\lcpcl qSE g Tefeaeen &

planned economy, in a A

market economy, all TSI 379 a.qaz?;u H v
economic activities are it fonarmamat <1 fion
organised through the aR &t feafaat & SR =i

market. A market, as studied

! e 21 3rfe & AITER, 9=
in economics, is an . . .~
institution6 which organises THl e 7 St ot smfw

the free interaction of foraTheral &1 TTEUT & E Tt
individuals pursuing their =t &) fafy ora:fean g
respective economic 5 %I

activities.
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It is important to note that the term faviv®Eq 9, 39 39 IR oh
‘market’ as used in economics is e o s Q=R % 3ITd WEFT

quite different from the common

sense understanding of a market. In 9 ol AT-31 T8 B a3
particular, it has nothing as suchto &t Ei<d dY1 39 fad

do with the marketplace as you 3
might tend to think of, For buying % 17 ©P-T ¥ fdl

and selling commodities, individuals arfas wifas wa w faa “ﬁ
may or may not meet each otherin H&hd & 319F=IT Tel o1 Sadi

an actual physical location. aen fagdaden 9 9 fhandrg

Interaction between buyers and
sellers can take place in a variety of 19111 W ¥ 994 ®,

situations such as a village-chowk or ﬁ'@ 19 o uﬁch T g7 I

a super bazaar in a city, or IR IR o a7eqq] achwqch w9
alternatively, buyers and sellers can

interact with each other through ¥ ghar AR fagha ééilqsiﬂ Sl
telephone or interet and conduct s g #Ii SESUSI LG
the exchange of commodities. M- 6T Ghd %I
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In a market system, all goods or

services come with a price (which

iIs mutually agreed upon by the
buyers and sellers) at which the
exchanges take place. The price
reflects, on an average, the
society’s valuation of the good or
service in question. If the buyers
demand more of a certain good,
the price of that good will rise.
This signals to the producers of
that good that the society as a
whole wants more of that good
than is currently being produced
and the producers of the good, in
their turn, are likely to increase
their production.

AR 9 § Ydch o9& a1 Tl sl
T T HiFd et @ (S| W ohar wd
forohar o Tenfa ekl €)1 shawril au
forchdreti o1 TR 4t hidd R ot
2T ?1 3NEa arS fepdlt g St
Tl T ST edich il &, Hiwd
SHt geaieh W Faifa ekt 81 afg
chal fhat o <t 31fash T 6t A
% B, d 3 9% &l Siud § Ifg &
SRR 38 39 9%] o SAIGHI hl
Tohd 2l @ o 9 39 axg & 5@ amn
$T IR P T &, TS Bl STHI
3tfereh AET 1 AR Bl 3 R
3RS I I I IURA &g Fehd

2l




Introduction 97{=Ed

In reality, all economies are mixed g iAW aaa & fafyd
economies where some important W A ¥ T :

decisions are taken by the .
government and the economic Ui TR g fow S T au

activities are by and large 3k ThAThalld YR SR LU

conducted through the market. The S ¥ 3w F .
only difference is in terms of the ﬁ’F‘l % SR Ral %

extent of the role of the government 3nfeieh fohamchetrdl o faem o feaieor
in deciding the course of economic  # THR i ekl foheHl 3ifern el

activities. In the United States of - :
I TF MRET H THR i
America, the role of the government

is minimal. The closest example of a ! =T g1 e O & UH
centrally planned economy is the sl 3fafY dh haichd ASHIEG,

China for the major part of the Sriee &1 Fihean SR 9
twentieth century. In India, since

Independence, the government has %l RA H T o TR dlq. Hih A
played a major role in planning <91 o oMl feharehaimal o FrRISH
economic activities. i Lo c ’1&55’ SR )| %I
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Positive And Normative hcHS dUT 3Tk ST
E°°“°m'ci_ 4 aarfier that I3 ‘Eﬁ & dgifas w9 @
was mentionea eariier a 3 |{9|('| ﬁ =1 'ﬂchl % 'ﬁ;

in principle there are more

than one ways of solving the EXl 31€’Jfal?=l'{3i"ﬂ &t P
central problems of an TR i Wﬁ & fau =

economy. These different 3 sifus fafaEr e %I S
mechanisms in general are

likely to give rise to different fa—-fa=1 Tearfafear amr—a:
solutions to those problems, 31 gl o fau 9= gHemE

thereby resulting in different TEId HL Gehdl . g SR

allocations of the resources . .
and also different Sl § wHieAl &

distributions of the final mix  fai&ml d 31?!? | THA g 3R
of goods and services 3Tiad q¥J3 - qT 993l oh
produced in the economy. sifqm fasor & fafyems o off

3dC B Hhdl 2




Introduction 97{=Ed

We also try to evaluate the g1 31 foratfafeat <1 qeare
mechanisms by studying how FE & fou Jg Steae ot @
desirable the outcomes .

2 f& 3@ ¥ T« gfomm feeaA

resulting from them are. Often )
a distinction is made between 3% Bl Y&: HhRIHh

positive economic analysis anfefsr favd™ur 9om 3t

and no_rmatlve ef:onomlc affe fasawor § =9 STUR T
analysis depending on ) |
whether we are trying to AW e S @ fo @ A

figure out how a particular feat fearfafy @ Aaia s
mechanism functions or we I FRF FHT 94T T HT TI9H
are trying to evaluate 1it. . .
HY @ § YAl IUHT AT
S &N
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In positive economic analysis, H&RIAS ATfefw favayor

we study how the different Fqid. B IT gt . © T

mechanisms function, and in _ :
normative economics, we try fatw=1 teatfaftran 8 T&R

to understand whether these & Ll % SCICC I ED
mechanisms are desirable or  gyfefe faveour ¥ 80 I8 guz™

not. However_, _thls distinction =T TATE ) % e 3 fafuar
between positive and

normative economic analysis 891 3% g ot o 7= qwnfa,
is not a very sharp one. b RIS dAT 3Tyl 3nfefs

fagedur o Heg I A Yuid:
T @ el
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Microeconomics And e AYIMES qe gHie
Macroeconomics 319 W ®9 9 31efoe
Traditionally, the subject _
matter of economics has .l ﬁ:rsrq q{"@ F1 AAT I HATTH
been studied under two yrErStt & Sfqiia femdn ST Wi ®:
broad branches: Ffte YT dur gufte e
Microeconomics and =ifie a1efoI & SdlT &9 IR

Macroeconomics. In . | .
microeconomics, we study 4 W fafa=r ot qen

the behaviour of individual 9731t trﬁ:@&zr H fafa— snfef+
economic agents in the \quf "% IER ST LTI

markets for different goods
and services and try to figure HTh T8 S F TAE FQ@ € b

out how prices and g1 SR 1'll Sfertal sl HAd: fora
quantities of goods and L q{.g " ddgr 949’ &l 1413"11
services are determined sk T frg R futfa @

through the interaction of )
individuals in these markets. @
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In macroeconomics, on the g9ch fauda gufie stdsmes °
other hand, we try to get an T it QTR 9o 9O

understanding of the economy .
as a whole by focusing our S Hd W AN T SUET W

attention on aggregate 3T M chigd &id g I
measures such as total output, 3yefegaren %t Uz T I
employment and aggregate 1@ ¥ =0 a8 S A ¥

price level. Here, we are )
interested in finding out how fr Ty SuEl & W fed

the levels of these aggregate ghR fuifia gid @ aon s
measures are determined and 99 S 91y 9fiEdT f&g 78R

how the levels of these .
aggregate measures change 3T 21 gafe arefyne o

over time. Some of the ALY oh DS H%Tor‘{ﬂf Q-
important questions that are 59 YhR -

studied in macroeconomics

are as follows:




Introduction 97{=Ed

Plan Of The Book q&ish hl ASHT

:I'his book is meant to _ 7 [E gl =ifte 1ol
introduce you to the basic 3

ideas In microeconomics. In et I d EEIN TR

this book, we will focus on the EIT{ﬂI‘ﬁI e Y& H 8gH @
behaviour of the individual GRS | & AfFdd 3T de

consumers and producers of a Sree e T
single commodity and try to + TR F A

analyse how the price and the P U 30 STd 1 favciwor
quantity is determined in the M b T 95 & folr =R

market for a single commodity. § Fag qor TET HT Fufo
ffg TR FaT 2|
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B\ \

In Chapter 2, we shall study {H‘l AT ° &9 YUt oh
the consumer’s behaviour. STIER Pl 318999 3| iR

Chapter 3 deals with basic 3 >
ideas of production and cost. ST H SIS 441 <l

In Chapter 4, we study the HRYd foarl W ==t &1 ™
producer’s behaviour. In 21 9iY I U 89 IWURH
Ch_apter 5, we s!1al! study how SRR H1 39T H391 qi=d
price and quantity is . .
determined in a perfectly AN W BH I8 eI il fah
competitive market for a fhdt & o fau ws qui
commodity. Chapter 6 studies gfqegeff ae e o Fd a9 qiE=l
some other forms of market.
%1 fayit fog TR sar 21 83
AN H dNIR oh D 3T
@WEYl HT AT IR fhar
2|
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Consumption - YA
Scarcity - Seiwdar
Market - 951X
Mixed economy - fHi¥d
<P e
Microeconomics - At
YT
Production - 3dIgA
Production possibilities -
Sl

q: g

Market economy - 9IS

<P e

Positive analysis - hRIdH%h
fagayur

Macroeconomics - 4%

JTYIMEA |
Exchange - faf19g
Opportunity cost - 394X d
Centrally planned economy -

shalchd AiSHIEG refedeee
Normative analysis - 3153

ICEGE N




