
SUMMARY 

1. Microeconomics and Macroeconomics : Microeconomics is the study of the economic actions of 
individuals and small groups of individuals. This includes the study of particular firms, particular 
households, individual prices wages, indivdual industries. It concerns with the analysis of price 

determination and allocation of resources to specific uses. 
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Macroeconomicsis the study of aggregates or averages covering the entere economy such as national 

income, total employment and unemployment, total investment, total consumption, total savings. 
aggregete demand, aggregate supply. general price level. It concerns with the problems of 
determination of national income and causes of at fluctuations. 

2. Utilty Want satistying power of a good or service is called utility. Utility is measured in some psychological units which are called utils. 

3. Characteristics of Utlty 

i) Utility is subjective 
(i) Utility is relative 

(ii) Utility is abstract 

(iv) Utility is different from usefulness, satisfaction and pleasure.
4. Types of Utility 

(i) Initial Utility- Utility derived from the very first unit of consumption. 
(i) Marginal Utility - Utility derived from an extra unit of consumption. 

(ii) Total Utility- Total satisfaction obtained from the consumption of all units of a commodity at 
a time. 

5. Value and Price : The term value is used in two senses. One, value in use and two value in exchange.
Value in use implies want satisfying power of a commodity while value in exchange signifies the 
purchasing power of a commodity in terms of another commodity. 

Price- Value of a good or service expressed in terms of money. 

6. Inflation : By inflation we mean a steady and sustained rise in the general price level. 

Demand Pull Inflation: When aggregate demand exceeds the current level of ouptput the situation
is described as demand pull inflation. It may be caused by the following factors (a) increase in money 
supply (b) increase in disposable inoome (c) rapid growth of population (d) rise in export demand. 

Cost Push Inflation: Cost push inflation refers to a situation where prices rise due to rise in costs. 
It may be caused by the following factors (a) rise in wages (b) increase in the prices of basic raw 
materials (c) higher taxes (d) rise in administered prices. 

7. Wealth-Anything which is useful and valuable is called wealth. 
8. Forms of Wealth 

) Individual wealth (eg. houses, farms, furniture etc.) 

(i) National wealth 

(Gii) International wealth 

9. Capital: All those goods other than land which are used for the production of wealth are called capital. 
Capital is a part of wealth produced by man with the help of nature. 

10. Money: Money consists of paper notes, coins and demand deposits with banks. t is accepted by 
people freely in exchange for goods and services. The supply of money is controlled and regulated by 
the Central bank of a country. 

11. Income: Income refers to the money return or other material benefits arising from the use of wealtn 

or services. 

12. Concepts of Income 

(i) Factor Incomes -Payments received by various factors of production for rendering producive 
services in the process of production. These are obtained in the form of rent, wage, interest and 

profit. 
() Transfer Incomes- Incomes received without doing anything.
() Natlonal Income-It refers to the money value of all final goods and services produced oy 

the residents of a country In a year. It does not include the following items: 

(a) the value of intermedlate goods
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(b) the value of non-marketed goods
(c) income through illegal activities 
(d) transfer incomes 

(iv) Personal Income - Total incomes received by the households or individuals from all sources. 

(v) Per Caplta Income- Average national income per head of population. 
13. Market: Market is a system by which the buyers and sellers of a commodity come into contact (direct 

or indirect) with each other. The price of the commodity is determined by the market forces of demand 

and supply 
14. Production: Production is a physical process caried out by an enterprise in which labour and capital 

are used to convert inputs into output of goods and services. 

15. Creation of Utility: Utlity in goods can be created in the folowing ways 
(i) Form utility 

(ii) Time utility 

(v) Service utility 

(i) Place utility 

(iv) Ownership utility 
(vi) Knowledge utility 

16. Factors of Production : All those goods and services with the help of which other goods and services 

are produced are called factors of production. Economists classify factors of production into four main 

categories. These are land, labour, capital and entrepreneurship. 

17. Consumption: The act of using up of goods and services for the satisfaction of human wants is called 

consumption. Consumption is the beginning and end of all economic activities. It is the consumption

that gives rise to all other economic activities. And an economic activity comes to an end when we 

satisty our want that has forced us to do that economic activity. 

18. Wants: Wants means effective desires of human beings for goods and services. 

Characteristics of Wants 

(a) Wants are unlimited

(b) The wants for a particular commodity can be satisfied

(c) Wants are competitive 

(d) Wants are complementary

(e) Wants have varying nature 

Classification of Wants 

Human wants are divided into three groups (a) Necessaries (b) Comforts (c) Luxuries. Wants for 

necessaries are further classified into three groups- (a) necessaries of life (b) necessaries of 

efficiency and (c) conventional necessaries. 

19. Investment Investment means an increase in the capital stock of a country during a year. There are 

two main components of investment: 

) Fixed investment (i) Inventory investment 
Investment is possible only when production is in excess of consumption during a time perioo. 

An increase in investment leads to rise in output of goods and services. 

20. Saving Excess of income over consumption is called saving. 
The level of savings in a country depends upon the following factors 

() Size of national income (i) Rate of interest 

(ii) Facilities for saving (iv) General price level. 
Th ar 21. Business cycles Business cycles are a prominent feature of free capital economie s. mi 

ung periods of expansion and contraction in economic activity. These fluctuations in econornic 

vy are recurrent. A business cycle (a trade cycle) is generaly has four distinct phases. 
nere e 

Expansion and prospects (b) Recession () Contraction and depression dn y 
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