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CHAPTER 1
Introduction to Micro Economics
A Simple Economy
Simple Economy deals with the day-to-day economic activities such as production,
consumption, capital formation, exchange and distribution of goods and services. Economic

agents can be individuals, business organizations or government.

aIglono@ qumid alyaimua (Simple Economy)
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CENTRAL PROBLEMS OF AN ECONOMY:
The Central problems of an economy arises due to the following reasons:

1. Human wants are unlimited
2. Resources are limited.

3. Resources have alternative uses.

The resources available to the human are limited, but their wants are unlimited. Due to
the scarcity of resources, the economy faces the problem of choice. The mismatch between
unlimited wants and limited resources that gives rise to to three Central problems faced by

every economy,
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1. WHAT TO PRODUCE AND IN WHAT QUANTITIES?

Every socicty wants thousands of goods and services. Since resources arc scarce, all

these goods and services cannot be produced, so it has decided to what type goods are
produced.

2. HOW TO PRODUCE

It i1s the problem related with the technique of production. There are two techniques of
production. — Labour intensive and Capital intensive. Labour intensive is a production
technique, which use more amount of labour and less amount of capital. Capital intensive 1s a

production technique, which uses more amount of capital and less amount of labour,

3. WHOM TO PRODUCE
[t is the problem related with distribution. It means distribution of output among the

factors of production. This is called functional distribution.

ORGANISATION OF ECONOMIC ACTIVITIES:
Every economy fries to solve Central problems differently. According to the way to

solve Central problems cconomics broadly divided into three.

1. Cenirally Planned Economy OR Socialist Economy.

It is an economic system where all the means of production are under the ownership and

control of the government. All Central Economic problems are solved by Government or

Planning Authority in a Socialistic Economy. Centralized planning, public welfare, public

sector etc. are the important features of centrally planned economy. Eg: China, USSR,

2. Market Economy OR Capitalist Economy:

It is an economic system where all the means of production are under the ownership of
private individuals. All Central Economic Problems are solved by Price Mechanism or Market

Mechanism under Capitalism. Price mechanism, Private sector, Profit Motive etc. are the

features of market economy. Eg: UK., U.S.A.
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BRANCHES OF ECONOMICS: Economics 1s broadly divided into two branches. They are

the following:

MICRO ECONOMICS: It is the branch of Economics which deals with individual units. Tt is

also called price theory, demand theory, cost theory ete. Eg
. Salary of a person, demand for a pen.

MACRO ECONOMICS: It is another branch of Economics which deals with aggregates.
John Maynard Keynes is considered as the father of Macro Economics. It 15 otherwise called

income theory. Eg: National income, aggregate demand, inflation, money supply.

AVIGHD AVINIOMIH: IV (OOMIHMIO) @YD) 6o

Father of Economics : Adam Smith
Book ; Wealth of Nations (1776)
An enquiry into the nature and causes of wealth of nations.
Types of Economy
1. Capitalist / market economy : -

% (TUIHODY GREIRIES (AIdWOM Yo

% RIOBMAISM Bldo
+ ailel queailwomo ©392 ; USA, UK
2. Socialist / Centrally planned economy:
% ©aldMCARIBID (AldWIMLo
2 MUOAANLGSHANIE EldH o
+  @RILMEM uonilwimo ©32: - Old China, USSR

CENTRAL PROBLEMS OF AN ECONOMY

3 HIDIMEIBUD:-

+ AMaUIOT] GRYOINLEEUE ERAIGIZI®@ET.
+ aflleasmnud aldldlmaoem.
+  aflesEBudss 20 alel DalGWINEBBI)NE.

3 @RSITV0IM (AIUdMEERUD

*  af)a 903a]23]alenemo, B8IEOIMo af@2o(Mo = ailent almlewow (alUdmMo
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+  af)emBem 2@daqlodloflensmo = quocE®d: allayw@ow] MIMWealS (nIUdMo

+ @gdae calmsl odalodlaflessmo = allmoem (aludmo

Micro Economics

Macro Economics

Wage Rate

Price of Pencil
Allocation of resources
Price theory

Rent for a house

Equilibrium output of a firm

Inflation

GDP

PCI

Aggregate demand
Full employment
General Price Level
Fiscal policy

Monetary policy of RBI
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Utility

CHAPTER 2
THEORY OF CONSUMER BEHAVIOUR

It means wants satisfving capacity of a commodity. In order to analysc the consumer

behaviour we must have a knowledge about the level of satisfaction from the consumption of

goods and services. There are two different approaches, they are:

1.

Cardinal Approach
Ordinal Approach

. CARDINAL APPROACH:

level o

It was put forwarded by Alfred Marshall

[t measures the utility of a commodities by numerical terms

Util is the unit of measurement of utility.

According to Alfred Marshall, a consumer consumes more and more unit of a
commodity the marginal utility derived from this consumption is gradually diminishes
this concept is popularly known as law of diminishing marginal utility.

The law can be explained by the following assumption.

1. The commodities are unique.

2. No time gap between the consumption of 2 units.

3. The commodity is not a habitual commodity.

ORDINAL APPROACH:

It was put forwarded by J.LK. Hicks.
According to him utility cannot be measured in numerical terms. It is possible only to
compare the utilities from different units of consumption. This approach 1s also called

indifference curve approach.

Indifference Curve

The locus of points of combinations of two goods which gives the consumer the same

['satisfaction.
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CONSUMER EQUILIBRIUM OR CONSUMER’S OPTIMUM: It is a point where a
consumer can enjoy maximum satisfaction with his income. In other words, it is a point where

budget line 1s tangent to the 1C curve. At this point MRS = Slope of the budget line expressed

Ax2 P1
as —— = —— |t can bc shown as follows:
Ax1 Pz
*
B 3 - Consumer 1s at equilibrium at
\ Point L, when budget line A 1s
” Just tangent to *1C,°
=
= H
L&‘ =
E .
g ‘H-.,_‘____‘ - - < lC
: — i
u . e AT POINT ‘E* 22 -2
"y : T Ax1 P2
O M — T _
Commodity X

In the above diagram ‘AB’ is the budget line. IC,, IC,, IC; are the indifference curves. IC,
touches the point ‘F’ and ‘G’ but these points don’t consider as the consumer’s equilibrium,

because IC; gives more satisfaction than IC;. Budget line 1s tangent to the IC; at the point *E’.

It is considered as consumer’s equilibrium.

DEMAND:

Demand is a desire backed by ability and willingness to pay for a commodity. The functional
relationship between demand and demand determining factors is called demand function.

Algebraically g=f (P, Pr, M, T).

LAW OF DEMAND: If other things remaining the same, price of a commodity increases its
quantity demanded will be Decreases and vice versa. This inverse relationship between price
and quantity is called Law of demand. The other things mean Income of the consumer, price of
related goods, Taste and preferences of the consumer, Climate, Fashion etc. These factors are

called demand determining factors.

alRweedl aclaf)0o 21210 alemIoW®TD 8







Utility (9a1@) SO @)
DalERIGMINONE @BHUUDLERES OalBen|S)EMOMSS TVIWMEERS)HSEI GIUAIM
fARE)HSCWI &¥lal
oW @D m:;g’leﬂg’l (Cardinal Utility)
)slellglo@ mri0)&8)es @psSInuuImMTBIcd @RSEHHIND d&¥lw)o.
820WIm@d w)sleflgl (Ordinal Utility)
w)sleildlow MmMIo)&:8)0s @RSIMOIMOTITE @REEHIND HEIWIR), alGH 00680

S0 Sh¥lw)o.

Consumption Bundle (9a1G80( 6nuensl1@d)

80) 2aleceoemondln) 6ERIM HPIWIM 2 UMM ENBIOS ofO) COODLN88 Gald)

(UH)o Consumption Bundle af)(m alOo@)om).

Budget Set / Budget Constraint

PIX1+P2X2<M

Py = uowmeo 16003 ailel
P, = cruowmeo 2603 aflel
X = Tuotwmo 183 @esql
Xz = (UoWme 2603 @RSl

DalEeISMONeTE o anomo = M

Budget Line

PiX,+P.X>-=M

Palecoamoallond cumm)el@moalcua (Consumer's Equilibrium)

DalerIemonllond aloadaw] mm&mmmsyﬂ (Optimal Choice)
eI RO® UMIM)EHE]ITd MIM)o DalERIGMIN] @REZANTMIM &)S|OTE GITVAIDL\?)

88 6NN HMOETHS]EN)N MUIaNal Y06 o).
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Consumer is at equilibrinm at
e Point E, when budget line AB is
fg just tangent to *T1C,
S
=
=
2
!
5 X g2 __ P
o AT POINT ‘E’ =~ =

Commodity X

Law of Demand

aflei)o @aloamallo momlenss allae|o sumwe ™ @&oemlea)om mlwanoem]o).
Demand (DD) galoameam qulowlmlee)omn aalSH6aRud

1. nuummmrm’lmnﬁ ailel :-

80} aurimalend allawie er@lend Demand 9o @ezled ailuel® eumuacsms8so. @eLo

o 8o) amiayailend afler #,)slwoed @y cmim)ailend Demand e)ow)o.

2. al®Mial® MIMLAIBS TVOWMEEBRS)AS ailel

Al@MUal® MITMWEO8S UTIMEHUD af)M alOsTMmIGE Substitute goods (aldh@o HCUSE)MM UMY

@ 860d) @reclsslad Complementary goods (al)@d QIMI@)S6UB) @R0o.
Substitute goods (La@MUOSaIM UMV ®)H6GB)

BIMIM) alddo Dalc@IWEHIAMM B6QIO) AUMIM)UIEMIM. Eg: alo@m)o &aflw)o,

aH]0l)o B al®laj)o.
Complementary Goods (al}od® QITU®)6603)

60) TRHOUDIHOT MyaiMIen|S)EMIM B8E0 Mo sMMalWlso TVIWMEEBSEIAS BRYAIUDYo

UE)M). ©3%- GalM)o DaHlW)o, 0o HAIG(SIS)o
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Inferior Goods (o @o6em QUMI®)B6HD)

(U@IAOMo  dh)S)equoud Demand &)10@)&@)o (UD)@IMo &10WIETUoUd Demand &)S)&H@)o

621N o AUMIM). OF0: Mo GIEM @RO], dal, HSS
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CHAPTER -3

PRODUCTION AND COST

O® aldB8MOYo 62181010

90 aldBM WA

Input o Output Qo MA@ HES WAL IEAIW EUMLAIEM ©@lIBM WO,

1. a0y MUIdHIRIO -

D@ 128MOM l00) GRENIM AadQo QYOO M ¢nlene | af)g)d Input Sglejo

@2Qo UBYODIMD &Y IWIOM &ORIWENI6M Short Run.

2. lngldh Il -

o@aldemom e ergallm adge @M@ 10 enume] af)g)d Input &g layo

?2Qo UMODIM MW 166 &Ieliwgniden Long run.

TP= APxQ

AP = TP/Q

MP= TPn- TPn-1.
or
ATP/AQ

TP = 0220Mo ©@alMo
AP = (02(0® ] @ alMo

MP = M12200 @ aliMo
Q = Ma o Gogal
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A1eBBEIM)ald® MWA0/ BRAl.2I® MR

O@aldBM MWaAo
Law of Variable Proportion)
( P

mudle enMalgeal@ (Fixed input) @d0Qo (U@ODIO® (UleRRS
OMa)3de 1@ (variable input) @D(@o @IQo UOOYEMUIIWD @RAE
cQISOD 1M OAIOMo H@aldBMo (TP) ©@AM M1EE) 1@ (UAWH6)EB®)o
aflms’ ay0enm mloes e AUBWee)&®o GRAIMIMo TP aly@eMAIW) 0

$H)OW)EH®Yo 6).21QM)).

afleeas Input TP AP MP
0 0 ]
1 10 10 10
2 24 12 14
3 39 13 15
4 56 14 17
5 70 14 14
6 78 13 8
7 84 12 o
8 84 10.5 0
9 81 9 3
10 76 7.6 5
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6218101 (Cost)

mualo 621 (Fixed Cost)

> 9O ldBMo db)S IR @OMMIL)e AIQo ALEIOM aflaiidem]o.
> ©WalIBMOD N0 @REAT aJ@O®ILNo fixed cost Mud lo@d® 1@ 1660
¥ &MaldB8Mo o’ G@E}mﬂ&j&l‘gﬂ fixed cost ©6NSDdh)o.

Eigi =

o B0 1860, 0 SISO IMMEE (LIISH
o quileo amo¥1englsH80s tmigo
® [nsurance Premium (@000 MDY ©)dH)

® QD alNEEI® IO MO0 aleflew

aileerd 6.alniq] (Variable Cost)

v ©@Bald@m@m Mm@ el @20 @_eleltudem .

v @MaldBMo &SYEMUIUD Variable Cost dhS)o

v ©MaldBMo &)OMWYEMUIUD Variable Cost &)O0M)0

v ©@aldB8Mo O GRAEME @ Variable Cost al)® 2@ 1@166)0.

eg:-

> GRAVM & @ (LI OYEO80S aflain]
2 gomum ealeiq]
2> OONO §alaln]

> oomendells Klumendm)es enimmo
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TC

TFC

T™VC

AVC

AFC

AC

MC

=TFC + TVC

=TC-TVC

=TC-TFC

or TC = AC*Q
or TEC = AFC*(Q
or TVC = AVC*(Q
TVC/Q
TFC/Q
TC/Q or AC = AFC + AVC
TCn-TCn lor MC = ATC / AQ

8r) amimlayes aflainfloem®ye §@atd8momlam®)e Moenimulesm aflcuesmsed

®20¥ @ 1@ 1em,.
Output TC
0 90
1 105
2 115
3 120
4 135
3 160
6 200
7 260
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a. TFC, TVC, AFC, AVC, AC, MC af)m 1wl &26m)ds.

b. B3¢ (Nal1@ TFC, TVC, TC &26em 186 afli®o QU086 &?

Output TC TFC TVC AFC AVC AC MC
0 90 90 0 0 - 0 0
1 105 9 15 920 15 105 15
2 115 9 25 45 12.5 7.0 10
3 120 90 30 30 10 40 5
4 135 9 45 22.5 11.25 33.75 15
D 160 90 70 18 14 32 25
6 200 90 110 15 18.33 33.33 40
i 260 90 170 12.86 24.29 37.14 60

PRODUCTION AND COST

PRODUCTION FUNCTION:

The relationship between inputs used and output produced by a firm 1s called production

function.
SHORT RUN : Short period of time, Factors of production are fixed
LONG RUN: Long period of time, Factors of production are variable

TOTAL PRODUCT (TP) OR TOTAL PHYSICAL PRODUCT (TPP): Total output

produced with the given quantity of inputs.

AVERAGE PRODUCT (AP) OR AVERAGE PHYSICAL PRODUCT (APP) AP is the
output per unit of Variable input. By dividing Total output with Variable factors, we get AP
OR APP
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MARGINAL PRODUCT (MP) OR MARGINAL PHYSICAL PRODUCT (MPP) It is the

additional product derived from an additional unit.

THE LAW OF VARIABLE PROPORTION OR

LAW OF DIMINISHING MARGINAL PRODUCT

Law of variable proportions or the law of diminishing marginal product say that the

marginal product of a factor input initially rises with its employment level. But after reaching a

certain level of employment, it starts falling. This is because of un proportionate factor

proportions. Factor proportions represent the ratio in which the two mnputs are combined to

produce output. As we hold one factor fixed and keep increasing the other, the factor

proportions change. Initially, as we increase the amount of the variable input, the factor

proportions become more and more suitable for the production and marginal product increases.

But after a certain level of employment. The production process becomes over crowded with

the variable input. This 1s shown by the following table.

U 1e@B® mput TP AP MP
0 0 - -
1 10 10 10
2 24 12 14
3 39 13 15
4 56 14 17
5 70 14 14
6 78 13 8
7 84 12 6
8 84 10.5 0
9 81 9 -3
10 76 7.6 -5
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COST
It refers to the expenses incurred by the producer to produce goods and services.

TOTAL COST: Total Cost refers the sum total of all costs incurred by the producer...

TC =TFC+TVC or TC = AC*Q

TFC =TC-TVC or TFC = AFC*Q

TVC =TC-TFC or TVC = AVC*Q

AVC = TVC/Q

AFC = TFC/Q

AC = TC/Q or AC = AFC + AVC
MC = TCn—-TCn_1 or MC = ATC/ AQ

An 1deal cost schedule given below;

Output TC
0 90
1 105
2 115
3 120
= 135
5 160
6 200
7 260

a. Calculate TFC, TVC, AFC, AVC, AC, MC
b. Graphically present TFC, TVC, TC

allz@ecol aalaf)0o 21210 aleRIOQMD

21




Output TC TFC TVC AFC AVC | AC MC
0 90 90 0 0 T 0
1 105 90 15 90 15 | 105 15
2 115 90 25 45 125 | 575 10
3 120 90 30 30 0| 40 5
4 135 90 45 225 1125 | 3375 15
5 160 90 70 18 TR 25
6 200 90 110 15 1833 | 33.33 40
7 260 90 170 12.86 2429 | 37.14 60
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Chapter 4

Theory of the firm under perfect competition

a1 AEN AOTVE BEMIDIGOD oAl

M o188 @emIglom moenimw]l.el )88 mlryIamo.

Perfect competition

(a1 BENAOTVE BEMUIEo0 )

WOIGo (UEER)MOUM0 A 1MH6MAI)o OS88 af) BN OO alMEBBRUD

O o123 1a {166 HEMUDB© OO 2 lBENADNVO &HEMIIG0 af)IM alO@IM.

Features of Perfect competition

a1 AEM ATV &EMIIGOM 1M MATEURHO S UD:

1.

7.

6.
F i

W2IGo GGHMIBO o L 1EG(EMIH0OE o,

A)8)> ©8aldBH @M )H80 OO aldBlaflee)m  ©@dajmesud
) &HRIO A6 .

C(DHDIBOUDHN0 UGH@ILODBN0 aRBEN  (~IEURM M A (@A6M
TV o

OB 108 *2ISHEBBUDEN )0 MDWMEBRUDHE)0 Al BEM 2IAIM TVIDMAD) (o
VOO afleinilg.

SHEMUIGTVIAN 210 | 6BB08H6)0 121388 ~13B6N GO 1NT.,

el muNledomoal:-

aUoeBymaumle  Adl@enymaim)e adlel auilelea)maumoem, &emd

SO0 10a] GaldBM - (aJBIM WEM I&hud Ml lenym allel G&OIeng o

fe(&Bm2068 o Mild:® 186))0.
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Revenue

Total Revenue (TR)

0 OMo (LBYAIMo (TR)

6300) ©Ta |28& WREMQ O a1dE la 186N MVOWMEBBUDSS) & 132N EADODo @) HHOW
O@OOMOUAIMo (TR) )M alOo@my. TR = aflel X @@ jmanlen) ergnl

(P x Q)

Average Revenue (AR)

WEIWMD | QUYAIMo AR

aflg @~ monlen) 260> ®yemiglad mlmeoes al@dmadem wEIUeE ]

CuU@)@a2Mo AR

A IRBEMATIVE HEMISOT @ of)ep @emigle aeo Allaiw s allmen)maolmoa

I | CLRZAIMOYo el o Myel (@@ 1@ 1860,
a1 6N ABTVO EHETUIGOD @ AR (Ll X GRSHO |1 MVADDORAIEM.

Marginal Revenue (MR)

m@20m QU @AIMo(MR)

60 ©elaldBd WM @R INOO ©@aldBMo 26D @RI &J526MmIdud

O@QD0Mo (UODIMOD 1T QENEIE:)M AIQEMD MIIAIMM CUDIAIMo af)NalO®M).

a1 BEN OOV SEMIIBOD @ MI@dam ()AdMo OfleIw @) @yalj@dem (MR) .

@ROIWD® ol DOVE HEMIGOD @ alflel, WAl (@M, M@
URYAIMo af) I myelj@dw1@leeo (P =AR=MR) enafles allel ¢ af)ma MR
QUBORo AR U@L @dem.
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Revenue

TR=P*Q
or

TR=AR *(Q

AR =TR/Q

MR =TR n— TR n-1
or

MR = ATR / AQ

TR = 22O (L)ADMo
AR = (REIW® | CLIO)@IMo
MR = MJ1@20m QL)@ Mo
P=dlel

Q= Dutput@ﬂ@fﬁ
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If price = 10

Output TR AR MR
0 0 : :

1 10 10 10
2 20 10 10
3 30 10 10
4 40 10 10
5 50 10 10
6 60 10 10
7 70 10 10
8 80 10 10
9 90 10 10
10 100 10 10

G360 (NJal @ TR, AR, MR &26M |£6))M o

TR
AR
MR

(@0 LI E6))H?

TR

AR =MR

Qty

AflR@eEd] @2elaf)0o K120 AleIOW D)
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THEORY OF A FIRM UNDER PERFECT COMPETITION

Perfect competition: It 1s a market situation in which very large number of buyers
and scllers buy and scll homogencous products. The following arc the featurcs of perfect

competition

1. Large number of buyers and sellers.

2. Homogeneous products.

3. Free mobility of factors of production.

4. Perfect knowledge about the market conditions.
5. Freedom of entry and exit.

6. Absence of transportation cost.
7. Uniform price

8. Absence of selling cost.
The most important teatures of perfect competition are;

Homogeneous products and every buyers and sellers are price takers. Price takers
mean every buyers and sellers in the market receive the price determined by market forces
such as Demand and Supply. Perfect Competition is not exist in the real world because the

features such as homogeneous products, absence of transportation cost.

REVENUE:

REVENUE: The Income earned by a producer by selling products in the market 1s

called Revenue. There are three types of Revenue.

Total Revenue (TR): Income earned from selling of all the units of output in the market 1s
called Total Revenue. It 1s the product of price (P) and quantity sold(q). Total Revenue

curve 1s an upward sloping straight line. We use the following formula to find TR.

TR=PxQ
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Average Revenue (AR): Total Revenue per unit of output is called AR. It is calculated
dividing TR by quantity of output sold AR curve is a horizontal straight line. It is also the

price line,
AR=TR/Q

Marginal Revenue (MR): MR is the additional Revenue by selling of an additional unit

output in the market. We usc the following equations for finding MR.

MR=TR n-TR n-1

It price = 10

Output ' TR AR MR
0 ' 0 _ )
l | 10 10 10
2 | 20 10 10
3 ' 30 10 10
4 ' 40 10 10
5 ' 50 10 10
6 ' 60 10 10
7 ' 70 10 10
8 ' 80 10 10
9 ' 90 10 10
10 100 10 10
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Draw TR, AR & MR

Y
TR
AR
MR IR
AR = MR
(0
Qty X
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Chapter 5
Market Equilibrium

HHCMUIIS Mmuam)ellmonimin
Ot @oUMUD ( Equilibrium)
HGMUIS GaldBMNYo HEMUIS (AlBIMOUo MILILDIHIM @M.
oo el adlel
cruemellmonumin@@d 988 aflel.
mmmello @esnl
cruemellmonumin@ 1@ 988 @RS.
@RWld GaldBMo
HGMIOB GaldBMo > HEMUIS (alBIMo
@RWld (n1BIMo

dhGTUIES (d(30(Mo = hETUIE Galld3(Mo

aulel al@1w] (Price ceiling)

&) QAUTRAIM Govt. MBI 1B al@@duW] Aflel @aem Price ceiling. &M
DlGRISMIBNB)NS MIMIAID MVo@ESHHEM @D IMNIEM).

Price ceiling a)@@mM@ BOIEG 2MEEBUBHE HIO6TIT (U1RIHE @RMLD QUL
QUMD BOU LIBLDIBOIMIET).

Eg; India@l@d @omi0000) QUORSEOBOS®)o, GNaHNBHS UY] M@BBM
BHULWOMY BBRENSWIo, AMENMWINS@)o Oilel govt. price ceiling U]
Al OCUEBRUBHE) B0 OBISIBNM].
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CHAPTER-6
NON-COMPETITIVE MARKETS
Monopoly Market

A market situation in which a single seller or firm controls the entire supply of a

product. Example: INDIAN RAILWAY, KSEB.

FEATURES OF MONOPOLY MARKET

1. Single seller for a product

2. Absence of close substitutes.

3. Entry of new firms to market is denied

4. Complete control over supply of the product
5. Firm and Industry are the same

6. Producer is the Price maker,
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CHAPTER 1
MACRO ECONOMICS

INTRODUCTION
EMERGENCE OF MACRO ECONOMICS:

Classical Economists like Adam Smith, David Ricardo, J.B. Say etc. they are
believed in and argued for ‘Laissez Faire’ and ‘Say’s Law of Market’. Laissez faire
means least intervention of government in the economy. ‘Say’s law means “supply
creates its own demand”. They believed the invisible hand® will ensure equilibrium and
full employment. Classical ideas were proved wrong by the Great Depression of 1929-
1933 period in U.S.A.

During this period unemployment rate rose from 3% to 25% and the aggregate
output in USA fell by about 33%, during this period in 1936 John Maynard Keynes
published his book. ‘The General Theory of Employment Interest and Money’.
According to Keynes “Output of an economy 1s determined by aggregate demand and
aggregate supply”. This is why a new branch of Economics 1s emerged. 1t 1s called Macro

Economics. And John Maynard Keynes is considered as the father of Macro Economics.

run)el (rooUEYD) 1dh UﬂunﬁL@m’lmn@ @ryldcocuo

Emergence of Macro Economics

Macro Economics &)S)®@0 (alalo®o GMSI@® 1930 &Eleal B quomu@mle: @)

@m0 CUDaHEOWI®IM),

(aJWOM @Ry UD W 6BRUD

:@aﬂnﬁlcﬂmmﬂ MUomUEmles allmmasud - Laissez Faire cndlruonme

al)@en OMIYITd - HEMUIE WEMISHBIW GaldBM - (alBIM G@REYUD GO0 -

cruamell@oairun
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GHomileadd @eslomo e.enileque)es Hemiog Mwde - (al3dMo @RGINT

LIt GaldamaEm quyaidlae)am). (Supply creates its own demand) @@ e &o6N=

crucrdd Uy UrUO@d @Ral@ 9@BAIIRMEND mrmw’leﬂ%amﬁm@mm oenzoadle).
QUM qLVINUET S AOMYo (1929-1933)

ST BOE @RHUOWEERUY H@QIBEMN emEWla] M0M@yo 192908 ErEAC]EOWT3

@nsearl, Q) EomjeEREIcaIss Uydalla)).

@MIMO anelétrud

" UMV EOS8)OS GaldBMo dh)06I0TN)
" DTIalIBMo E)06I0TM)

= ETUOER)HUB @HOON)

" QUOWaldUdes BodYalejomow]

" (U@ @EMWLEI0 @dEBM)

= @pcaclsewlod 3% @@ mlon) emoslallejowa 1933 ERHWGER0GYER)0 25%

@y 9wam).

al®lano®o

J.M.Kevnes General Theory of Employment Interest and Money agyom (tnnno 1936 @d

(londlenle@®la)). memes Macro Economics é)S)1o@d me1loaowil.
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NATIONAL INCOME ACCOUNTING

C3UD’ 1 AIN)MIMo 61N AENIINDBI

NATIONAL INCOME (c3unl@ ala)mnidmo)

B0} DIRYOD BO) TLONUODIE: AUAHOMIG PBiaddlafla) ageld GRATIZ TVOW

MEEBSBIOSW)o CTLAIMEEBS)HSW)o @G aleND)Ello

D |TTERE

\/

\

\4

@008 DdalrneEsud

Eg: mymd, oeryd, ewommi, aoo

@pmla podajomeusud

Eg:cumdme, sad, (sruodd, andermlod

\/

\Z

Eg: @aleeon cumim)aacd

@)EIDM UMM Saud

Fo: memonl&anameiud, anddsdla:ud, auhglseenud,
(SSE6) 0D, eoI0)&0l, all@dme, @ina)se

\

Eg: @#ad, mis)gd, esallaflaind, &my)sd

EUSIBE LTI S0l

v

gos|eldmm LN ) eaud

Eg: eatem aIgodmosasud, 10, @)5

Methods of measuring National Income:

L]

The 3 important economic activities are production, distribution and consumption.

National income is the money value of all final goods and services produced in a

country during a year.
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There are 3 methods of measuring national income:

2)

Product Method / Value added method

Income method

Expenditure method.

Product method / value added method:

Consider national income from product side.

Under this method national income is the flow of goods and services.

[t is the net contribution made by all the firms in the process of production.

It 1s the supply side of the product.

Gross value of output = value of sales + value of change in inventory

Gross value added = value of output — value of intermediate consumption.

[n this method national income is calculated by adding together the value added of
each and every firm in the economy.

GDP is the sum total of GVA of all firms in the economy.

Gross value added of firm = gross value of output produced by the firm — value of
intermediate goods used by the firm.

GDP =GVAl +GVA2+....... +GVAn

NVA=GVA — depreciation.

Income Method:

According to income method national income is the sum total of income earned by
all factors of production in an economy in the form of wages, rent, interest, profit.
[t consider national income from distribution side.

Consider nation income as a flow of income.,

Under this method national income is the sum total of income earned by all the
factors of production in the country.

GDP =W+ P + R+l
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3) Expenditure Method:

e Expenditure method calculate national income by measuring expenditure of final
goods and services.

¢ Firm ‘T’ can make final expenditure on the following accounts.

1. Final consumption expenditure (Ci)
2. Final investment expenditure (T1)

3. Government expenditure (Gi)

4. Export revenue earned by firm (Xi)

e According to expenditure method, GDP is the sum total of final consumption,
investment, govt. expenditure and export revenue receive by all firms in the
economy.

e (GDP is the sum total of final expenditure received by all the firms in the economy.

e GDP= ZRVi=C+I+G+X-M
X-M = Net Export. It is the difference between export and import

GDP £:6m&ea0ee)mm ailwoe

. 9®dalan @@ / &)5lcajdam a)ely ol

oy ololwlod 60) alBato 60) mumic aljaimuowled 9edajoclafla) @Rmla MVIW
M GILAMEERE)OS alem @eleosm G.D.P.
GDP = &) cumus aljaruoeleal af)ejo MUNdalMEERS)HSW)o HBITMo &)S1Gald

o m)eiio (GVA)

GDP = GVAl + GVA2 +.......+GVAn
1.  Income Method (Q1@)@OM @1®1)

530) QdnHo PORIOMIONM TYBLTNO (AICGBUIDIN DUBAIIBM "EISHEBUD EGMS)aM

NEISE QUOYBIMETBBIOS ARYEE: @)HWosm GDP.

ORI@Mo ald5o (R), GAUMMo (W) aleiltd (In), 21980 (P) af)mlai)es @6

™) em GDP.
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CHAPTER 3

Money & Banking

a16MO1)o ENId®; 168)0

al6iMo (Money)

"aléMo a)ODIEEMD 6.21Q MO GRMIEM aleMo "

8ald0) LI (& WSO 10WMWIEM aleMo (@ 1M 1WIMo 6210 JM@M.

nJETﬂM']EKTR WAEAEBRUD (Function of Money)

[nJDLﬂEﬂcﬂ: WA 6BBUD (Primary Function)

1. eedhAd0) EIJLUJ Ao

2. el jovilem GraOl/ Hemaslen @emlg

al1m@ wReresred (Secondary Functions)

1. @RlIO0 o0 Mocman]
2. @G 100ID 86 On |3 BRSOLYHEIOS GRS IMundMo.

3. @al{Om e eaHhado

@23\ uafld WAeNEdBd (Contingent Function)

1. QUOW Q) 8688 @RS ImndMo

2. M §OaldIBM naISHEBRUDEE 1S 1@ erwWI® @M All®Eemoe 6.a1Q)®d

3. [BOU®o - @M O g 1@ a Q1Yo O (BOUD o HSB® ~leMOD IMI6.
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A 16MOD 1M)88 ¢-2128Mo

Demand for Money

alfMo aleM@OW| 00dHMUWe OOUSOIMBE SBMEBREOS GRE IRID~HAI6M D).
@M O &6 1@ OO0 (BAUGID)SEEM ~leMOD IMI6M. aleM@D MO0 €.2IdEMe O

(BOUOIIE 12120 (Liquidity preference) af)M) a lO®@)M,.
@B 8 ) d aléMo 88 LMo NS |66 M@ 1M NS GlalRHEBRD HENE,
(1) 90 BHAIQ Clal@dbo
(2) ©VaO20DE Glal@dbo

06 A0 Glal@dho

Transaction motive

068MoE 1M BRI |B31DHHIW | BRE ) d aleMo MV &H |86 M@ lom@d6m
A MO 1M OO 08BN Glal@do af)M alO@IMO) .

MY _KT

Va0 AD G(al@dho

Speculative motive

VB 2JLISEBBUDEOIW | aléMo 06U HOUEE)MD 18M §DaOBO 2JOLIS

Glal@dbo af)M A lOW)M®).

&HCMUIQ altefltd Mo (r) cerudeng a0 lleldg o @ 1@ Allaidlo

enImMUAem.

> aleflve mloes) &)om@)emdwd genideng Alleldsud o@e)o.
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Measures of Money Supply in India

a0 (W 1eAl aleM (a182MOD 100D 4 GREOYEd

1971 a(n 1@ )@@ RBI alem(a182mOm 100) MaT Mo GRENRdEUD

(12U @ 1.2 CL@)m).
BUOIOB o) @rslmuudmomlepas enal M1, M2, M3, M4, af)mlcu@oen.
Ml = CU+DD

o CU=0aDoanomlen) ea&nmas &0ndmulemagidea)o

MIEMWEBRE Jo.

« DD =enne)sglaal 0a10mRmemgas  wladmuw eweadmily

M2 = M1 + @2y 3201 carvafleim) entdmag ol earualleim)
QWEA|IM1Q ) 0d.

M3 =M1 + QUID6M 18 | NIdBHG0S BRQ §8S0 HAWEA MG 20D

M4 = M3 + ::nJ:ig}';‘ 6320100 equcLl e M 6303 WOMETVAM 192] 8D I0Mo M |CHHAlo

(6BUWI® MMIIB, Al (VRS lnd 166 2 ud 3¢ 1)

Af)QLo & RO@ (BOIOINSSO = MI
Q0 B02] (BAUOINSSO = M4
OROMo alemailenloe = M3
Narrow money ((U&).ail® alemo) = M1 & M2
Broad money (18l atemo) = M3 & M4
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CHAPTER -3

MONEY AND BANKING

MONLY: It is very difficult to give a precise definition of money. Various authors

have given different definition of money.

According to Crowther, "Moncy can be defined as anything that 1s generally acceptable

as a means of exchange and that at the same time acts as a measure and a store of value".

FUNCTIONS OF MONEY:

The major functions of money can be classified into three. They are:
The primary functions
Secondary functions
Contingent functions

The primary functions of money are;

» Medium of exchange

»  Measure of value

The secondary functions of money are:

» Store of value

» Standard of deferred payments

» Transfer of value

Standard of deferred payments Another important function of money 1s that 1t serves

as a standard for deferred payments. Deferred payments are those payments which are to

be made in future. If loan is taken today, it would be paid back after a period of time.
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Store of value: Money acts as a store of value. Money being the most liquid of all
assets 1s a convenient form in which to store wealth. Thus money 1s used to store wealth

without causing deterioration.
Transfer of value: Money helps to transfer value from one place to another.

The contingent functions of money are;

» Basis of credit
» Istribution of national income
» Liquidity

» QGuarantor of Solvency.

DEMAND FOR MONEY

The desire of people to hold Money in hand is called Demand for Money. It is
otherwise called liquidity preference. The desire of people to hold money can generally

be classified into three motives. They are the following
1. Transaction Motive
2. Speculative motive
3. Precautionary motive

1. Transaction Motive: Pcople hold Money in hand for meeting their day to day
expenses is called Transaction Motive .Transaction depends on the volume of
transactions. When the volume of transaction increases, Transaction Demand for Money
also increases. Transaction Demand for Money is a fraction of the volume of transactions

in the economy over a period of time. It can be written as follows

M%=KT
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Here
M?; = Transaction demand for money.
T= Total volume of transaction
K= A positive fraction.

In other words "K is the inverse of velocity of circulation of money. Velocity of
money 1s the number of times a unit of money changes hands during a period of time. It

can be written as follows

[n a real Economy Transaction Demand for Money depends on the GDP. If GDP
increases, Transaction Demand for Money also increases. Then the equation can be

written as follows.
M‘; = KPY
Here
K = A positive fraction.
P = Price level
Y = Real GDP

2. Speculative motive: the desire of people to hold money in order lo gain from

bonds 1s called speculative motive. Here bonds mean any assets like gold, land etc.

The relationship between interest rate and bond price is inverse. i.e., whet the
market rate of interest is high the bond price will be less Suppose the market rate of
interest is higher, than the price of the bond will be low. Expecting a fall in Market rate of
interest in future, people will invest in bonds now to make profit in future. Then the
Speculative Demand for Money will be low here, on the other hand suppose the market

rate of interest 1s very low new Expecting a rise in Market rate of interest in future people
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M3 = M1+ Net time deposits with Commercial Banks.

M4 = M3+ Total deposits with Post Office savings organisations (excluding National

Savings Certificates)
M1 and M2 are together called Narrow Money.
M3 and M4 are together called Broad Money
M1 is the most liguid money
M4 is the Least liquid money.

M3 is referred to as aggregate monetary
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CHAPTER 4

INCOME DETERMINATION

QUYAIMo MM @ 66 @

EX- ante & EX- post

@R MV (O 1Mo WLIBMONR0

@RV (O Mo (Ex-ante)

TUOYIMOMIOD | 2106ER3E0S GRMY@ ™ @alj@deno). (o Ioles o
(@R 8604 |3) D81(6B8826M 10). 630) UBHo MMIE OjIMI @ f)eme]do

200 | 6830D 6 21QY200 &Y l@eam mu)alla{laeym,.
WL @ @00 (Ex-post)

TUOQITVIMUDD 1> 21EBRGOS WLOIB® AYEL{A6M I, CVISHIO) & |.o]

@)1 @26M gNm).
Two Sector Model

alle@euel G ®3 -

MMIE Qjeumo @ e caalaldhud Ad(@MDBB0)- NIBaN & CAaGILI;o,

(MUODAIMEBRE Jo.

AD = C+]
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@RIVY(@ | HQDODo ¢.2138Mo (AD)= @RIV 1M 62206 Hale@INo (C) +

@M @ (T ledHalo (1) or AD = C +I (0@ 02@mo 6-alei0fla) @yeliadem)
G@rrugtmﬂ{m QAQ2MMo HalCGIWo (C)

2M6OBE0S (UOAdMo (Y) ©aleedN(C)omlam mmds, (S)onlemm®yo
@Rod &N, Y=C+S @om@lo ©~leedto (C) cumadm(Y)ownlem

waendem. enCu Mew @ em@ermbadan . eMIEN ©alG@IU) WMo
l.e.,
C =1f{Y)

UAOMo dS)EMIdUD, O lCBINo B:S)MM,). alf)(MIM Qaleed QBRLMAOT
AURYDIM UBRLMOIIEMBONID &)OMIIW 1B 1860, AUDIM CUdRLMASIN O 6©)
@20 MMIIB{AIW | MG |S)aMy.

C=C+cY

enufles
C = @RM3(® IO 601200 Oa I¢EIWo
C = qIONOD (§2656MAMT) HalEEIWNo
¢ = MPC (1200 ©ale@IW) (alUeM®)
Y = CU@)@AdMo

VIOV (B326FI6MAMY) HalC@IWNo

CLQADMo B |0 BREYEMIPIEE ~fJQLY0 &M §alGEINADEM (C>0)

eN ().
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Paradox of Thrift

Eﬂ{mm_:i m}m']m(@ ale@owoiredmoe (TVMUDB m’]mng

le@IWIBIMV0o)

&) TUMIE mjmnunmﬂmal af)2)0 BREHE0SW Yo MVMUIAB [0 cudru]ap
MG QjOIMNEYES OO  MUMIBJo OWMGH®Y. anla] qMIDEJo
SH)OWHEWD  AIQARDOMEWD  @YSYe.  ENMIEM  Alml @O e

alle@>woiedmve.

MPS U@y leeym; (MPC @&0m@mmy) ead0o GadB8Mo dhyOMM) - GrW ld

(~1B2Mo - )00 BT IIBMo - @O0 (LBYAIMo - )T HADMMo MUMIIE o.
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@OELIIWO 5
NOUENBOA N : BB ODNL6BRE)0
MWD BBo

THE GOVERNMENT: FUNCTIONS AND SCOPE

mmsnﬂmmng’lmn'g WA 6eB3 U3

(h flne@on HE@MNUI0 : NAUEMBOHRANT H)aldD) UMY HOUS (B0 2]

(N@OELIM.
(2) A E6M HBOMUJ0: UDAIMDD M al)MBON®mEEM@6NT LIdH Jo.

(3 VIO 1@ 1B @EM BBDBUY0 :210(dh B aBQHOI02f 10103
mlOm 1860

naledeannd eni2n1ed np1S £ 68303

B0) OO 18  (U@aHo mmmﬁmmnﬁ]m’g (O eH®m  cu@moIMOo

(@M@ £)al LI B0 DUFEHNIBSEIN (AITRICUM@IEN) 60,

AUEOGSB)6S QUBWlHHd6emMo

UPIAIM CREOHDENS
()0QUMY) (UEYAIMo

mmmﬁmmn@]mn’g @MY |HUB HHW 1B6)HEWI NI M BHUE D6MRIHE)) HEWI

£)al QYOO (UDIAIMMAIEN) EDD).

M 1O | U@IDIMo, M@ ICQm®D UEIAIMo.
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(b) DIEILIM CUEIBIMoO

mmmﬁmmn@mn@ @MY 1HU8 SHHWafl86)HEWI  NIDWIMEUE  DEN30HE))

HHGWI )12l NUBIAIMo.

6aleln] dWdreemo

e)aleln @Reamen:
(a) OCUMY) e)alelnl

@MY U8 MUAH 1HHRWI UMV BlOWBHEGRI  6)al QIO
)2l BINUY B UD.

(b) MIRILIM 2lRIN]

@O 18:08 (V3 1H0)HEWI NAEMBORNFIO B IO SDOE:UT BINWBEIBHEWI

&alQIM SalLlOl].
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Chapter 6

Open economy Macro Economics

@O0 MVMIAE QIIOINN

MuN)eI MU 1 LRIV (Do

Balance of Pavment BOP ((GI0S () Ua‘]ﬂﬂg o)

B0) UdaHo &0) MI2ic WY GRIDGMNAIW] MSOMIW  BAUBLo
@RGAUDLNNDIW afEI0 LMD I B0Sal19S)d8)6)SWIo MAINAIW GO6Y.

BOP @)&)S (alWIMAIW 2 @OH)DEINTS)dHUB

(1) HONE @OHOVENS - OWMEBRBIEISWI0, BGTVNIMEBRE) ISW)o
OBHAINNNAIW]T NIMLOS  HEMBNHUE,  (SOTD mmmmn@gmauﬂl

EUMWOS M BN BHE)0.

2) &}oallQwd @RHOVENE - EONMIBII(S (NOMVIB08I-3B02! B:98!
NUIQ B, BROMIADIHIS BILIWM MEHHIGEBRUS af)(M 10 DUBISIOT] .

Balance Of Trade BOT (190100 U210x0)

300)] ((02jo &M laHo WlnY GRISHNIDIW]T MSOMI®  BLUWY
SO WIHSWIo BLUDI DNLNAM 1WIANSW)o (UMM,
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Chapter 6

Open Economy Macro Economics

Balance of Pavment - BOP

It 1s the systematic record of all the financial transaction made between a country and

rest of the world.

Balance of Pavment Accounts

BOP has two main accounts
(1) Current Account
(2) Capital Account
(1) Current Account
It includes:
Trade in goods,
Trade in Services
Transfer Payments
(2) Capital Account

It records all international transactions of assets.
It includes: -
Investment, External Borrowings & External Assistance

Balance of Trade (BOT)

It 1s the difference between the Value of visible exports and Imports of a Country.

aflzweesdl nelaf)0o 1el0 aleIoQ TS 66




