


What is economics?
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The word ‘economics' comes from two Greek
words, 'eco’' meaning home and 'nomos' meaning
accounts.
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Economics is a part of social science that iIs
associated with the production, distribution and
consumption of services and good. This subject
studies how nations, governments, businesses,
and individuals make choices on allotted
resources to satisfy their needs and wants.
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TH I I & fow 3R 3 31 Jehd & fob:

» economics is about the study of scarcity and
choice
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» economics finds ways of reconciling unlimited
wants with limited resources
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» economics explains the problems of living in
communities in terms of the underlying resource
costs and consumer benefits
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» economics Is about the co-ordination of
activities which result from specialisation.
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Microeconomics

Macroeconomics

An Overview

Economics is divided into two categories: microeconomics and
macroeconomics. Microeconomics is the study of individuals and
business decisions, while macroeconomics looks at the decisions
of countries and governments.

HAME P @ A FH oaier mm & gEgAw 3Mmmw R
APIZRIATAFT| FEAINIME afhal IR gaa@s Auiar @
eI &, Sdfh AT YA & 3N AHRT & AU Pr @

ol




-
gfte ydamE

Microeconomics is the study of decisions made by
people and businesses regarding the allocation of
resources, and prices at which they trade goods
and services. It considers taxes, regulations, and
government legislation.
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Microeconomics Involves several key principles,

including (but not limited to):

Demand, Supply and Equilibrium : Prices "are
determined by the law of supply and demand. In a
perfectly competitive market, suppliers offer the
same price demanded by consumers. This creates

economic equilibrium.
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Production Theory: This principle is the study of how
goods and services are created or manufactured.
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Costs of Production: According to this theory, the
price of goods or services is determined by the cost
of the resources used during production.
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Labor Economics: This principle looks at workers and
employers, and tries to understand patterns of wages,

employment, and income.
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Microeconomics studies individuals and business
decisions, while macroeconomics analyzes the
decisions made by countries and governments.

GEANAAME AThdl AR Aaaife AuEr @
ICYYT HAT &, oldih JA® IHTarET ot 3R
WHRT eRT forw a7 Aot &1 [8yor iar &




Microeconomics focuses on supply and demand,
and other forces that determine price levels,

making it a bottom-up approach.
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Macroeconomics takes a top-down approach and
looks at the economy as a whole, trying to
determine its course and nature.
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Investors can use microeconomics In their
investment decisions, while macroeconomics is an
analytical tool mainly used to craft economic and
fiscal policy.
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Macroeconomics, on the other hand, studies the behavior of a
country and how its policies impact the economy as a whole. It
analyzes entire industries and economies, rather than individuals or
specific companies, which is why it's a top-down approach. It tries
to answer questions such as "What should the rate of inflation be?"
or "What stimulates economic growth?”
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Macroeconomics examines economy-
wide phenomena such as gross domestic product
(GDP) and how it Is affected by changes in

unemployment, national income, rates of growth,
and price levels.
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Macroeconomics analyzes how an increase
or decrease Iin net exports impacts a nation's
capital account, or how gross domestic product
(GDP) is impacted by the unemployment rate.
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Macroeconomics, as a separate branch of economics, emerged
after the British economist John Maynard Keynes published his
celebrated book The General Theory of Employment. Interest and
Money in 1936. The dominant thinking in economics before Keynes
was that all the labourers who are ready to work will find
employment and all the factories will be working at their full
capacity. This school of thought is known as the classical tradition.
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John Maynard Keynes, British economist, was born in
1883. He was educated in King's College. Cambridge,
United Kingdom and later appointed its Dean. Apart from
being sharp intellectual he actively involved in international
diplomacy during the years following the First World War.
He prophesied the break down of the peace agreement of
the War in the book The Economic Consequences of the
Peace (1919). His book General Theory of Employment,
Interest and Money (1936) is regarded as one of the most.
influential economics books of the twentieth century. He
was also a shrewd foreign currency speculator.
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However, the Great Depression of 1929 and the subsequent
years. saw the output and employment levels in the
countries of Europe and North America fall by huge
amounts. It affected other countries of the world as well.
Demand for goods in the market was low, many factories
were lying idle, workers were thrown out of jobs. In USA.
from 1929 to 1933, unemployment rate rose from 3 per cent
to 25 %(unemployment rate may be defined as the number
of people who are not working and are looking for jobs
divided by the total number of people who are working or
looking for jobs).
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Over the same period aggregate output in USA fell by
about 33%. These events made economists think about the
functioning of the economy in a new way. The fact that the
economy may have long lasting unemployment had to be
theorised about and explained. Keynes' book was an
attempt in this direction. Unlike his predecessors, his
approach was to examine the working of the economy in its
entirety and examine the interdependence of the different
sectors. The subject of macroeconomics was born.
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Adam Smith is regarded as the founding father of
modern economics (it was known as political
economy at that time). He was a Scotsman and a
professor at the University of Glasgow. Philosopher
by training. his well known work An Enquiry into the
Nature and Cause of the Wealth of Nations (1776) is
regarded as the first major r comprehensive book on
the subject. The passage from the book.
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It is not from the benevolence of the butcher, the
brewer, the baker, that we expect our dinner. but from
their regard to their own interest. We address
ourselves, not to their humanity but to their self-love,
and never talk to them of our own necessities but of
their advantage' is often cited as an advocacy for free
market economy. The Physiocrats of France were
prominent thinkers of political economy before Smith.
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The external sector is the fourth important sector in

our study. Trade with the external sector can be of
two kinds
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1. The domestic country may sell goods to the rest of
the world. These are called exports.

el & AV f3u ¢ AT 9T Fhar &l S fadd
el ST §




2. The economy may also buy goods from the rest of
the world. These are called imports. Besides
exports and imports, the rest of the world affects
the domestic economy in other ways as well.
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3. Capital from foreign countries may flow into the
domestic country.

facelt & gl a¥e] o # Udrfed & Hehdl ¢




Key Concept
Rate of interest Wage rate
Profits Economic agents or units
Great Depression Unemployment rate

Four factors of production Means of production

Inputs Land

Labour Capital

Entrepreneurship Investment expenditure

Wage labour Capitalist country or capitalist Economy
Firms Capitalist firms

Output Households

Government External sector

Exports imports -





