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PREFACE
Specially Abled

students at the Secondary level have an option

either to study Science and Mathematics or they have an opportunity
to select from the three subjects –Political Science, Sociology and
Economics. For the X std students who opt Economics, textbooks are
prepared in 2015 with the title, ‘Basic Concepts of Indian economy’.
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In 2016, for the class IX, text books are prepared with the title ‘Basic
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Economic Analysis’ and for for class VIII with the title ‘Basic Concepts
of Economics’, in line with the objectives of NCF-2005. These concepts
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create interest and curiosity among the students.

The textbook comprises of 10 Chapters. Precise and simple
presentation of the topics and concepts inspire the students for self
learning and develop analytical thinking. The activities and exercises at
the end of each chapter give opportunities for the students to participate
in discussions, group work, pair work, debates and other learning
activities.

Karnataka Textbook Society acknowledges the Chairperson
Textbook Preparation committee, who guided and

to

and Members of

helped in the preparation of the textbook, scrutinisers, printers and
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all who helped in the process of getting this textbook done. Karnataka
Textbook Society hopes that the book will be helpful for the students
in developing their personality and hopes the society will get better
citizens for tomorrow.
Nagendra Kumar
Managing Director,
Karnataka Textbook Society,
Bengaluru- 560 085.

Dr. Baraguru Ramachandrappa
Chairperson,
State Textbook Review Committees,
Karnataka Textbook Society,
Bengaluru - 560 085.
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Chairperson Note
“Economics is everywhere, and understanding economics can help
you make better decisions and lead a happier life.”
				

- Tyler Cowen
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Economic concepts, ideas surround us. We often come across the
concepts like utility, consumption, goods, demand, supply, production,
price, market, income, expenditure, savings, investment, inflation,
recession, banks, insurance, infrastructure, etc. These economic
concepts are part of regular and routine life. As the student progress with
the study in economics, they will be able to understand the economic
aspects around them and also analyse the economic issues happening
around them.
Study of Economics is the foundation which enables to open the
door for many careers. The first step to understand economics lies in
understanding the concepts of economics.
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By studying economics, you can develop an analytical approach that
helps you to understand a wide range of issues like what are the basic
economic problems, what are the different sectors of the economy, what
is consumption and utility? How the law of demand is derived? What
are the determinants of demand? If so what is the process of making
available the goods and services called as? What are the determining
factors of supply? Which are the factors of Production? What is the
contribution of each factor of production? What are the features of the
markets? etc.
The present 8th standard Economics textbook makes an attempt
to introduce the basic concepts of Economics. The basic concepts of
economics are simplified and presented in this text book. The text
book has been prepared keeping in mind the need of the students at
this stage.
iii

The present textbook has Ten chapters which gives the fair idea
about the basics of economics, basic economic problems, economic
system, different sectors of an economy, consumption, utility, demand,
supply, production, goods and market.
The differently abled/blind students are sharp and acrid learners. In
order to facilitate their strong urge for learning, this text book is prepared.
The text also includes the pro people and pro society aspirations.
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I request my fellow teacher fraternity friends to follow the following
guidelines without fail, while teaching this text to the students.
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1) In the first paragraph of every chapter the questions has been
raised on the issues that student will understand after studying
that chapter. Hence the teachers before beginning every chapter
ask those questions to the students and try to create ambiance
where in students are curious and enthusiastic to know and learn
about them.
2) Request the teachers and readers of this text to inform the merits
and demerits of the book to the Karnataka textbook committee.
The worthy suggestions will be incorporated while rectifying the
mistakes at the time of revision of this text book. We also welcome
parents and guardians suggestions in this direction.
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3) We also request the teachers to help the students in doing their
project work given under each chapter.
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My Heartfelt thanks to everyone who helped directly and indirectly
to bring out this eighth standard text book “Basic Concepts of the
Economics”.

Dr. S.R. Keshava
Chairperson

Textbook committee
Bengaluru - 560 085.
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Chapter 1

Introduction to Economics
“Political economy or economics is a study of mankind in the ordinary
business life”.
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- Alfred Marshall
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Introduction

Economics is a social science that studies the behavior of human
beings in earning income and using it for improving their welfare. It is
one of the most fascinating subject. It deals with economic problems
of individuals, business units, society and that of the global economy.
It affects the day-to-day life of all people either directly or indirectly.
The basic objective of Economics is to make this world a better place
to live in. Hence the knowledge of Economics is essential for all of us.
If so, what is economics? How do economists define it? What is its

to

area of study? The objective of this chapter is to find answers to these
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questions and know about various issues in Economics.

Meaning of Economics
The word Economics is derived from the Greek words Oikos and

Nomos. ‘Oikos’ means house and ‘Nomos’ means management. Hence
Economics literally refers to management of a household. However,
it is not confined to the study of household management alone. The
meaning and the subject matter of Economics has expanded enormously
over the period of time.
1

Every person is engaged in one or the other activities. The teacher
teaches the students, the farmer ploughs the field, labour works in a
factory and so on. Generally people work to earn money, so that they
can buy things and requirements (goods and services) to satisfy their
wants. Such activities taken up to earn or spend money are called
as economic activities. Economics is concerned with the study of the
economic activities of individuals and that of the economy. Therefore

d

in simple words Economics is the social science that studies economic
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activities.
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While the human wants are numerous and unlimited, the goods
and services available to satisfy these wants are limited. Food, clothing,
housing, electricity, clean air, drinkable water etc. are scarce in many
countries of the world because the resources needed to produce these
are limited. Due to such scarcity, an individual, or a business unit
(called as a firm), a society, or a government has to choose the utilization
of the resources to produce the more important goods and services.
Thus choice necessitates assigning priority or relative importance

to

to the requirements to be fulfilled, hence the goods and services to
be produced. These problems of scarcity and choice are the basic
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economic problems. As mentioned earlier, such choice problems are
studied at various levels in Economics, i.e., at the individual, national
and international levels.

Definitions of Economics
Economics is defined in various ways. It is essential to study those
definitions to understand the nature and scope of the subject. Usually,
these definitions are classified as:
2

I.

Wealth definition

II.

Welfare definition

III.

Scarcity definition

IV. Growth-oriented definition

I. Wealth definition

d

Adam Smith, a Scottish philosopher, wrote a book entitled ‘An
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Enquiry into the Nature and Causes of the Wealth of Nations’ in 1776. It
is popularly known as ‘Wealth of Nations’. Since he laid the foundation
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for a systematic study of the subject, he is considered as the Father of
Economics. Adam Smith defined Economics as a science of wealth. The
central point of this definition is, therefore, creation and accumulation
of wealth. The implications of this definition is material wealth helps to
satisfy human wants and it can be created through human activities
and raising the levels of production of the nation.

The followers of Adam Smith like J.B.Say, F.A.Walker, J.S.Mill,
etc. has endorsed Smith’s views. They also declared Economics to be

to

a science of wealth. Adam Smith and his followers are considered as
classical economists, hence their definition is considered as classical
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definition.

Criticism: The wealth definition was severely criticized by other
economists and social reformers like Carlyle, Ruskin, etc. The
important criticisms leveled against the wealth definition are :

i. If Economics studies only wealth, then it is a mundane and bread
and butter science.
ii. It emphasizes wealth and neglects the welfare of human beings.
3

iii. As per this definition, wealth consists of material goods only; but
services like education, health etc. are also equally important aspects
of wealth
iv. According to this definition the principal motive of humans is to
acquire more wealth for their personal benefit. This presumes
humans to be greedy and the definition neglects the human feelings
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like love, affection etc.
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II. Welfare definition
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This definition was given by Alfred Marshall. In his book Principles
of Economics published in 1890, he defines “Economics is a study
of mankind in the ordinary business of life; it examines that part of
individual and social action which is most closely connected with the
attainment and the use of material requisites of well-being”.
Marshall broadened the scope of Economics by emphasizing welfare
of human beings. The implications of this definition is that well being
of the mankind is measured through their economic welfare which can

to

be attained by the use of material wealth.
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Economists like Edwin Cannan, A.C.Pigou, J.B.Clarke, etc. hold the

same view. They are all considered as neo-classical economists. Hence
their definitions are considered as neo-classical definition.
Criticisms: Lionel Robbins led a frontal attack on this definition. The
major criticisms leveled against welfare definition are:
i. Welfare definition gives attention only on the material welfare but
services are also essential for human welfare.
4

ii. It assumes that all economic activities promote human welfare. But
sale of liquors, cigarettes etc., do not do so.
iii. It ignores actual economic problem of the society, that is, scarce
resources and unlimited wants.

III. Scarcity definition

d

Prof. Lionel Robbins gave scarcity definition of economics. In his
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monumental work, Nature and Significance of Economic Science,
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published in 1931, gave a new dimension to the study of Economics.
According to Robbins, Economics is the science which studies
human behavior as a relationship between ends and scarce means that
have alternative uses.

The implications of this definition is that human wants are unlimited
and the resources to satisfy them are limited and possess alternative
uses. Hence, problem of choice arises as human beings has to choose
from the available resources to satisfy their wants. This is an economic

to

problem and hence, Economics is also called as a science of choice.
Criticisms: Though Robbins definition is considered as more scientific,
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some economists criticize it. The important criticisms are:

i. This definition ignores economic growth and development of the
economy. In modern days growth and development are very crucial.

ii. It does not consider national income and employment of the economy.
iii. The problem of scarcity and allocation of resources may not be very
relevant for rich countries.
5

iv. Today, all economies of the world are facing the problems of poverty,
unemployment, economic inequality, economic fluctuations etc.
This definition ignores all these problems.

IV Growth-oriented definition
Modern economists like J.M.Keynes, Prof. Samuelson, etc. have
given growth-oriented definition of economics.

d

According to Keynes “Economics studies how the level of national
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income and employment in a community are determined”.
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Prof. Samuelson defines “Economics is the study of how men and
society choose with or without the use of money to employ scarce
productive resources which could have alternative uses, to produce
various commodities over time and distribute them for consumption
now and in the future among various people and groups of society”.
The implications of this definition is that Economics is concerned
with the present and future consumption pattern of an economy.
Thus it concentrates on the improvement of resource allocation and
economy.

to

distribution of consumption among various persons and groups in an
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We have discussed the different definitions of Economics. From

these definitions we can conclude the meaning of Economics as follows:
i. Economics studies the wealth or income of nations;
ii. It gives more importance to the welfare of the mankind;
iii. It tries to address the problems of scarcity and choice; and
iv. It concerns about the growth and development of the economy.
6

Scope of Economics
Scope refers to the area or subject matter that is studied. Economics
has its own area of activity or subject matter. The continuous growth
in the subject matter of economics has led to divergent views about the
scope of Economics.
Wants are the basis for all economic activities. People have unlimited

d

wants. These wants are satisfied by the goods and services. So people
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work to earn money to buy the goods and services they require. They
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consume these goods and services and derive satisfaction. Therefore,
in short, want- effort-satisfaction is the subject matter of economics.
In a broader frame work the scope or the subject matter of Economics
includes all the economic activities undertaken at the individual or
societal level. These activities include consumption, production,
exchange, distribution, planning, national income, international trade,
public finance etc. Let us discuss a few of them in brief.

Consumption: Consumption refers to the using of goods and services

to

to satisfy human wants. We all know that the human wants are
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unlimited but the resources to satisfy them are limited. Here economics
studies how individuals earn income by limited resources, buy goods
and services and use them to satisfy their unlimited wants.
Production: Production is a process of transforming raw materials
into finished/usable goods and services which are capable of satisfying
human wants. Production is carried out through combining the factors
of production, namely land, labour, capital and entrepreneurship,
which are scarce. It studies how the scarce resources like land, labour
7

and capital etc. are used in production. Various laws of production,
techniques of minimizing the cost of production etc. are discussed
here. Economics also studies the productive activities of different
sectors of the economy like primary, secondary and tertiary sectors.
Exchange: Exchange refers to the transfer of goods and services from
producers to consumers. It operates through market mechanism
where buyers and sellers transact. Money is used as a medium of

d

exchange. Economics studies the mechanism of exchange, money,
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credit, banking etc. It also studies how the prices of various goods
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and services are determined.

Distribution: The sharing of income earned from factors of production
is called distribution. Land gets rent, labour gets wages, capital gets
interest and entrepreneurship gets profit. Economics studies how
these rewards are determined and distributed among the different
factors of production.

Planning: Planning is the process of thinking about and organizing the
activities required to achieve a desired goal. It involves identification

to

of goals or objectives to be achieved; formulating strategies to achieve
them; mobilizing the necessary resources; and implementing,
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directing and monitoring the implementation of strategies. Resource
mobilization and allocations are the most vital aspects discussed here.
National Income: The total income of all the people of a country
earned during a year is called as national income. Macroeconomics
discusses the problems of determination of national income, methods
of calculation and causes of its fluctuations. Distribution of national
income among the people of a country is also a major issue discussed
in Economics.
8

International trade: Trade between two or more countries is called
international trade or foreign trade. Economics studies the theories
of international trade, the problem of balance payments, trade
agreements etc.
Public finance: Public finance refers to the study of the financial
operations of the government. The government performs various
functions for the welfare of the people and it also provides a frame

d

work to the economic activities of an economy. Economics studies
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the revenue, expenditure, debt and deficit of the government. It also
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studies the fiscal policies of the government and their implications.
Today the economies of the world are facing several problems like
poverty, unemployment, income and regional inequality, economic
fluctuations, degradation of natural resources, etc. Economics studies
these problems and tries to suggest suitable solutions to them. So,
Economics offers policy suggestions to improve the quality of life.

Exercise

I.

Choose the correct answer from the four options given
Adam Smith defined Economics as a science of

.

No
t

1)

to

below.

b) labour

		

b) J.B.Clarke c) Prof. Samuelson d) Both a & b

		

2)

3)
		

a) wealth

c) capital

The neo-classical economists are
a) A.C.Pigou

The basis for all economic activities is
a) capital

b) people

c) wants
9

d) all the above.
.

.
d) none of the above

4)

Use of goods and services to satisfy human wants is called

		

a) consumption

b) production

		

c) expenditure 		

d) all the above

5)

.

Economic activities include
a) planning		

b) production

		

c) consumption

d) all the above

d
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Fill in the blanks.

Economics is the social science that studies

2)

Economics studies problems arising due to scarcity, it is also
called a science of
.

3)

The total income of all the people of a country earned during
a year is called as
.

4)

The process of sharing of income earned from factors of
production is called
.

5)

The study of the financial operations of the government refers
to
.
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1)

to

II.

.
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t

III. Answer the following in one sentence.
1)

What is Economics?

2)

Name the basic economic problems.

3)

What is Production?

4)

What is a National Income?

5)

What is international trade?
10

.

IV.

Answer the following questions in two or three sentences.
1)

What is the scope of economics?

2)

List out the various ways in which economics can be explained.

3)

What is the wealth definition of economics?

4)

What is the meaning of economics in terms of welfare given by

Mention the definition of economics according to Keynes?

Answer the following in an about 8 sentences.
1)
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V.

he

5)

d

Alfred Marshall?

Explain in brief the various classifications of definition of
economics.

Write a brief note on scarcity definition of economics.

3)

Explain in brief the meaning of Economics.

4)

Write a note on planning and distribution activity in economics.

5)

Explain in brief the concept of Public finance.
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2)

Project Work

• List out few Economists and their contribution.
• List out few Indian Economists and their
contribution.

MHMHM
11

Chapter 2

Fundamental Economic Problems
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‘Since scarcity is the basic economic problem, if it does not exist then there is
no reason for my economics course. Devoting time to the study of how people
use limited resources to fulfill unlimited wants and needs should help us to
discover how to best utilize the resources we have at our disposal.’
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						- Kurt Bills

Introduction

Production, consumption, distribution and exchange of goods and
services are the basic economic activities. While performing these
activities, every economy faces some fundamental economic problems.
If so, what are the fundamental economic problems of an economy?
Why these problems arise? After studying this chapter you will be able

to

to answer these questions and also understand the important issues of

No
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fundamental economic problems.

Fundamental Economic Problems
Want is something that is desired. Human wants are unlimited

in number and variety. These wants can be classified as necessities,
comforts and luxuries. Want of food, clothing, shelter, education,
healthcare, drinking water etc. are basic in their nature. They are called
necessary wants. These are the basic needs of man.
12

Use of some commodities may add comfort to man’s livelihood. The
use of easy chair, fan, television, air conditioner, washing machine etc.
may bring comforts to one’s life. Therefore want of these goods is called
comforts.
Very precious and costly gems, jewelry, luxury car, furnished
bungalow etc. are generally used by rich people. Wants for these goods

d

is called luxury wants.
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The resources to satisfy these wants are limited and scarce. The
major resources of the economy are natural resources, skilled labours,
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capital etc. They are the basic inputs used in the production of goods
and services. Compared to unlimited wants, these resources are scarce
in supply or fixed in their quantity. They are not only scarce but they
also have alternative uses. For example, a piece of land can be used for
production of agricultural products. It may also be used for construction
of a factory or houses. At a time the piece of land can be optimally used
for one purpose only. If an economy uses more land for construction of
industries, then its agricultural land will reduce and the agricultural

to

production may decrease. So the economy has to decide whether it has
to produce industrial goods or agricultural goods, consumers goods or

No
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producers goods, necessary goods or luxury goods. It should maintain
a proper balance among the production of different goods and services.
Every economy faces the scarcity of resources. These resources

have alternative uses. But the human wants are unlimited.

Thus,

people cannot have everything they want and must look for the most
affordable alternatives. So the problem of choice arises. Choice making
is the core of an economic problem. Economics is thus described as
science of alternatives.
13

The fundamental economic problems faced by an economy can be
categorized into three types. These are called as ‘what’, ‘how’ and ‘for
whom’ problems. They arise due to scarcity of resources.

What to produce?
The first and the most important problem of an economy is to decide
what goods and services are to be produced and in what quantities.

he
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This is the problem of choice of commodities and their quantities. This
involves the allocation of scarce resources in relation to the composition
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of total output in the economy. The economy has to decide whether it has
to produce capital goods or consumer goods, necessaries, comforts or
luxuries, agricultural goods or industrial goods. If it gives priority to the
production of more consumer goods now, it will have less in the future.
If some goods are produced in larger quantities, some other goods will
have to be produced in smaller quantities. Hence proper balance has
to be maintained between the present and future requirements as well
as the needs of different groups of people in the satisfactory manner.

to

How to produce?
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This problem is related to the choice of techniques. It is a crucial

issue in all the economies. The economy has to decide whether to
use more labour or more machines in production. So the production
techniques are mainly of two types. They are:
i. Labour-intensive technique
ii. Capital-intensive technique
14

The technique which uses more labour in production than capital
is called labour –intensive technique. It generates more employment
opportunities in the economy. The technique which uses more capital
in production than labour is called capital-intensive technique. It rises
the efficiency of production. The choice between these two is crucial.
The problem of choice of technique mainly depends upon the

d

availability of resources within the economy. The economy has to make
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greater use of relatively abundant resources and economies relatively
scarce resources. If labour is in abundance and cheap, it may use
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labour-intensive technique. While in the case of labour shortage and
expensive, capital-intensive technique may be used. For example, In
India labour is abundant and cheap. Moreover, in order to create more
employment opportunities, labour-intensive technique is the right
option.

For whom to produce?

This is the problem of distribution. The produced goods and services

to

are to be distributed among the members of the society. The distribution
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takes place through market.
The producers employ factors of production while producing

different goods and services. The suppliers of factors of production get
income in the form of rent, wages, interest and profit. All these incomes
aggregated together will be the national income. The national income
should be distributed among the people of the economy. If the national
income is equally distributed among the people, it naturally leads to
equal distribution of goods and services.
15

But in the economy there are many groups of people like rich, middle
class and the poor. They require different types of goods and services.
Therefore important questions arise here. For whom are these goods
and services be produced? Who should get how much to consume?
Hence the economy has to maintain proper balance in the distribution
of goods and services among the different groups of people.

d

Other problems : Apart from the above three fundamental problems,
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there are other important issues which every economy has to tackle.
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They are,

The problem of economic efficiency : Economic efficiency is an
economic state in which every resource is optimally allocated to serve
each person in the best way while minimizing waste. Bringing the
efficiency in production and distribution of goods and services is also
one of the major issue. The productive resources are scarce. In the
process of production utmost care must be taken, so that there may
not be any wastage of resources. Produced goods and services must
be distributed among consumers efficiently. Efficiency in production

to

and distribution can bring maximum economic welfare.

No
t

The problem of full employment: The problem of full utilization
of resources is of central importance. The productive resources
like natural resources, labour and capital should be used fully and
efficiently for the development of an economy. The employment of
these resources is a challenging issue in every economy. Maximum
welfare is possible only when allocation of productive resources
between the producers of various commodities, allocation of produced
commodities between various consumers etc. are all optimum.
16

The problem of economic growth
The increase in the capacity to produce goods and services over time
is called economic growth. In other words, the continuous increase of
the national income of an economy is called economic growth. Increased
national income must be stable. It is called as economic stability.

he
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The growth of an economy depends upon the volume of investment.
Higher the volume of investment, higher would be the growth rate of
the economy and vice-versa. When the growth rate of an economy
increases, the per-capita income and the standard of living of the people
will increase. But the achievement of economic growth and economic
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stability are the major problems of the modern economies.

The above problems are common in all economies. But the nature
and degree of these problems vary from one economy to another. Each
economy has to solve these problems in its own way.

Exercise

Choose the correct answer from the four options given
below.
1)

(a) necessities		

(b) comforts

No
t

		

Wants can be classified as ___________.

to

I.

		

2)

(c) luxuries		

(d) all the above

The fundamental economic problems facing an economy can

be categorized into ___________.
		

(a) two types		

(b) three types

		

(c) four types		

(d) five types

17

3)

Human wants are _________.

		

(a) limited		

(b) unlimited

		

(c) unexplained

(d) none of the above

4)

Television is an example of_________.
(a) basic want		

(b) comfort want

		

(c) luxury want

(d) both a & b

The increase in the capacity to produce goods and services
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5)

d
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over time is called _________.
		

(a) economic growth

(b) full employment

		

(c) economic efficiency

(d) none of the above

Fill in the blanks.
1)

Economics is described as a science of _____________.

2)

Human wants are unlimited in number and ___________.

3)

Want is a something that is ________.

4)

Efficiency in production and distribution can bring maximum

to

II.

No
t

__________________.
5)

The technique which uses more labour in production than

capital is called _______________.

III. Answer the following in one sentence.
1)

What is a 'Want'?

2)

Give any two examples of necessary wants.
18

3)

What is luxury want?

4)

List the fundamental economic problems in an economy.

5)

What is meant by economic growth?

IV. Answer the following questions in two or three sentences.

2)

What are comfort goods? List few of them.

3)

Name the various types of production techniques.

4)

List out the problems apart from fundamental problem in an economy.

5)

Explain the problem of full employment in an economy.
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Mention different ways to classify wants.

Answer the following in an about 8 sentences.
Explain in brief the various types of wants.

2)

Explain the meaning of ‘What to Produce’ ?

3)

Discuss the meaning of ‘For whom to produce’.

4)

Explain in brief the various techniques of production.

5)

Write a note on problem of economic growth in an economy.

to

1)

No
t

V.

1)

Project Work

• Make a list of various wants of yourself and your friends
and classify them under various types.
• Make a list of various economic problems in
your district.

MHMHM
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3

Economic System
“If our economic system is to survive, there has to be a better distribution of
wealth…. We can’t have a system where some people live in superfluous,
inordinate wealth, while other live in abject deadening poverty”.
- Martin Luther King

d
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Introduction
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All of us require many goods and services in our daily life. We buy
them from the market without worrying about who produced them, how
they were produced and how they are being distributed. Understanding
of the nature of the economic system helps to answer these questions. If
so, what is economic system? What are the different forms of economic
system? What are the characteristics of different economic systems?
What are the merits and demerits of different economic systems? How
are the decisions taken in different economic systems? The objective
of this chapter is to find answers to these questions and know about

to

various other issues in the economic system.

No
t

Meaning of Economic System
Economic system refers to the mechanism through which economies

allocate and distribute resources as well as trade goods and services.
In other words, economic system refers to the system of production
and exchange of good and services as well as allocation of resources in
an economy. Economic system controls factors of production namely
land, labour, capital, entrepreneurship to distribute the resources and
exchange goods and services. This control of ownership is not the same
20

in all economic systems. Therefore, based on the nature of ownership
and control of factors of production and consequent distribution of
income, the economic systems are classified as capitalistic or market
economic structure, socialistic or planned economic structure, and
mixed economic structure. Let us know about each of these economic
systems in brief.

d

Capitalist Economic System
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The capitalist economic system is the oldest economic system. It
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emerged in the wake of industrial resolution in mid-eighteenth century
in England. The earlier economists advocated ‘laissez-faire’ or giving
complete freedom to individual enterprise with minimum Government
intervention. In the capitalist economic system the factors of production
are owned by the private individuals and are used primarily for earning
profit and accumulating wealth. Since government intervention is the
minimum, these economies are also called as free market economy or
free enterprise economy. The capitalist economic system can be seen in

to

USA, Japan, England, Australia and other developed economies. Major
features of capitalist system are:
Private property: The individuals will have right to acquire and

No
t

i.

hold private property. An individual can acquire property and use
it for the benefit of his own family. There is no restriction on the
ownership of land, machines, mines, factories and to earn profit
and accumulate wealth. After the death of the person the property
or wealth is transferred to the legal heirs. Thus the institution of
private property is sustained over time by the right of inheritance.
21

ii.

Freedom of Private Enterprise: Under this system individuals
have freedom to invest or consume according to their choice. The
individuals have the freedom to invest and establish the industry
of their interest.

iii.

Consumer’s Sovereignty: In capitalist system, consumer is the
king. The entire production pattern is guided by the desires and

Profit Motive or Self Interest: The inspiring force in the capital
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iv.

he

is called the consumer’s sovereignty.

d

demand of the consumers. The freedom enjoyed by the consumer

system is the motive of earning profits and furthering selfinterest. The producers try to maximize output and minimize
costs to increase profits and self-interest leads to hard work and
facilitates to earn maximum income by winning the satisfaction
of their consumers. This results in an efficient working of the
capitalist system.

Competition: With little intervention by the Government, the

to

v.

markets are the major dominant instruments guiding the progress

No
t

of the system. Hence, the producers are forced to compete with
each other to seek consumer patronage and stay in business.
Therefore, competition between firms is one of the prime forces
in capitalistic systems. Markets and prices play important role in
allocation of resources, goods and services, and distribution of
income.

22

vi.

Rich choice in selecting the Goods and Services: The entire
production process is surrounded by consumer needs and wants.
Hence in order to win the consumers to buy their goods and
services producers compete providing them with varieties of goods
and services. Therefore, consumers get rich choice for selecting
the goods and services of their choice.

vii. Efficient use of Resources: The available resources are used

d

efficiently to produce goods and services. There will be either no

he

wastage of resources or wastage of resources will be minimal as
the production is undertaken with the sole interest of earning
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profit. It also means customers get variety of quality goods at
cheaper prices.

viii. Less Burden of Government: The major sectors such as
agriculture, industry and services in capital system are owned by
private individuals. Hence, the Government is less burdened.
ix.

Reward according to ability: In capitalist system everybody is
rewarded according to their ability. Hence, one feels inspired and
encouraged to work. It also leads to increase in national income.
Higher standard of living: Variety of quality goods are available

to

x.

at lesser price to all, including the poor which leads to higher

No
t

standard of living.

Demerits of Capitalism: However, capitalistic system suffers from
some weakness. The important demerits of it are:

i.

Exploitation of labour : The major defect of capitalism is the
exploitation of labour.

Capitalists in their urge to earn more

profits, pay lower wages to labourers and make them to work
more work without providing the necessary facilities at the work
or residential sites.
23

Unequal distribution of Income and Wealth : The capitalists
own the resources and enterprises therefore are rich (haves) and
the labourers (have nots) who are exploited by haves are poor.
Thus there will be unequal distribution of income and wealth.

iii.

Class Struggle : The enterprises and resources are controlled
by capitalists (rich individuals) in the capitalist system. They
earn more profits resulting in increased accumulation of wealth.
This creates two classes (i) rich capitalists (ii) poor and exploited
labourers. When the gap widens, it leads to class struggle.

iv.

Growth will not be inclusive: Producers invest in those areas
where they can earn huge profits. This leads to unbalanced
growth. Though the growth rate will be high it will not include all
the sectors and hence not beneficial to all.
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ii.

Socialistic Economic System

According to Samuelson “Socialism refers to the government
ownership of the means of production, planning by the government
and income redistribution”.

No
t
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The concept of socialistic economic system was introduced by Karl
Marx and Fredric Engel in their monumental work ‘The communist
Manifesto’. The socialistic economic system is also called as planned
economy and command economy. This was in existence in erstwhile
USSR, and North Korean economies. At present Vietnam and Cuba
have socialistic economic system.
Characterises of Socialistic Economic System: The important
characteristics of socialistic economic system are:

i.

Collective ownership : All the means of production and distribution
are owned, controlled and regulated by the Government in the
interest of all the people. The individuals cannot hold private
property beyond certain specified limits.
24

ii.

Central planning : The economic activities of production, exchange
and distribution are decided by a Central Planning Authority. It
allocates resources keeping the national priorities and availability
of resources in mind. Government takes all economic decisions
regarding production, consumption and investment considering
the present and future needs. The planning authorities fix targets
for various sectors and ensure efficient utilization of resources.
Role of Government : In socialistic economic system Government
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iii.
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owns, controls, regulates and distributes all the factors of
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production. It determines what to produce? How to produce?
And for whom to produce?
iv.

Economic and social Equality : In socialistic economic system
there will be no rich (haves) class and poor (have nots). There
will be greater equality of income distribution. Government uses
the surplus income for providing socio-economic infrastructure
such as free education, free health, free insurance and good basic
physical infrastructure to masses.

Maximum Social Welfare : Socialistic economic systems main

to

v.

objective is to provide maximum social welfare to masses. It is

No
t

based on class-less society where there will be neither rich-poor
class nor exploitation of labourers.

Merits of Socialism: The important merits of socialism are:

i.

Greater Economic Efficiency : In socialism since the means
of production are owned and regulated by the government,
the central planning agency prepares plans for efficient use of
resources and maximizing the welfare of people.
25

No Exploitation of Labour : Government owns the means
of production and decides about distribution in favour of all.
Therefore, severe inequality in the distribution of income and class
division as poor and rich are not observed. There is no exploitation
of one class by the other to earn more and more profits.

iii.

Greater Social Welfare : In socialism, the Government aims to
provide the best amenities to all including quality, socio-economic
infrastructure.

iv.

Balanced Economic Development : In socialism, planning is
the key and Government owns control and regulates the means
of production. Hence, Government allocates the resources to all
sectors namely agriculture, industry and services as well as all
the regions resulting in balanced economic development.

v.

Rapid Economic Development : In socialism, Government
plays the crucial role as it own means of production, decides on
economic activities, plans for balanced economic development.
Hence, it leads to rapid economic development.
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ii.

High Handedness of Bureaucracy : In socialism, planning is
implemented by bureaucracy. If some bureaucrats become
dishonest and does not implement the plans properly the entire
economy will suffer. Red tapism, corruption, high handedness of
bureaucrats will hinder growth under socialism.

No
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i.

to

Demerits of Socialism : However, socialism suffers from some
demerits such as:

ii.

Loss of Consumer Sovereignty : In socialism, consumers do not
have the choice or freedom to buy the goods and services of their
interest. They will be compelled to buy only those commodities
made available to them. Even the quantities that a household
should buy are decided by the Government.
26

iii.

Rigid Economy : Socialism economy is often dubbed as rigid
economy as it is not susceptible to change according to the
changing needs.

Mixed Economy System
Mixed economy is economic system which blends the good features
of both capitalistic and socialistic economic systems. Both private and

d

public enterprises operate in mixed economy. Therefore, it is a mix of

he

private enterprise and planning of economic activities for increasing
the public welfare. According to Samuelson “Mixed Economy is that
operate”.
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economy in which both public and private sector co-exist and co-

Mixed economy came to limelight after the great depression of the
1930s. Prof. J.M. Keynes favoured mixed economy. Indian economy is
an example of mixed economic system.

Characteristics of Mixed Economy: The important characteristics
of mixed economy are:
i.

Co-existence of Public and Private Sectors : Mixed economy

to

is characterised by the co-existence of public and private
sector. Generally the industries of strategic importance such

No
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as defence, atomic energy, heavy engineering industries, power
etc. come under the control of public sector whereas consumer
goods industries, micro, small and medium enterprises (MSME),
agriculture etc. will be in private sector.

ii.

Individual Freedom : In mixed economic system, the individuals
will have freedom of occupation and consumption. The consumers
can buy the goods and services of their choice. But at the same
27

time during inflation Government may regulate the prices in public
interest through public distribution and during scarcity may
introduce rationing. Hence, it is said that under mixed economic
system the consumer will not be the king as in capitalist system,
or a slave as in socialistic system.
iii.

Economic Planning : In mixed economy government initiates
economic planning to achieve the overall economic development
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of the country. Public and private sector is expected to grow
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according to predetermined objectives and targets of economic

iv.
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planning.

Role of Government : In mixed economy, the Government
intervenes through public sector in the desired areas. It also
encourages the growth of private investment by developing
suitable infrastructure.

v.

Helps to bring in Economic Equality : In mixed economy,
Government takes many measures to reduce income inequality.
It imposes progressive taxation on income and wealth. It brings
in many poverty alleviation programmes. Government also

to

undertake many social security measures like free medical
aid, widow pension, old age pension, free health and education

No
t

facilities.

vi.

Control on monopoly : In mixed economy, based on public
interest Government takes necessary steps to control monopoly
trade practices in private sector through legislation and other
measures. Government in mixed economies have nationalised
few industries to prevent the monopoly trade practices in private
sector.
28

Merits of Mixed Economic System : The important merits of mixed
economic system are:
i.

Encouragement to private sector along with public sector :
In mixed economy private sector will also get the encouragement
and opportunity to grow along with the public sector.

ii.

Efficient use of Resources : In mixed economy the resources
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are efficiently used by both public and private sector. The
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public sector aims at public welfare while private sector aims at
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maximising profit. Hence both the public and private enterprises
the resources will be efficiently used. Moreover economic planning
helps in optimum utilization of resources, reducing the wastage
of resources.
iii.

Lesser economic and Regional inequalities : In mixed economy
there will be lesser economic and regional inequalities. Government
through progressive taxation and poverty eradication programme
reduces the income inequalities. It also establishes the public
sector enterprises in underdeveloped regions. Hence, there is

Consumer Freedom : In mixed economy, consumer will have

No
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iv.

to

lesser economic and regional inequalities in mixed economies.

adequate choices and they can buy the goods and services of
their choice.

v.

Maximum Welfare : Mixed economy is blend of good features
of public and private sector. The Government provides social
security measures to organised and unorganised workers. The
Government also undertakes free housing, free and universal
primary education, subsidised secondary and higher education
29

and also legislates minimum wages act, factory act, good working
conditions act, etc. Private enterprises through public – private
partnership invests in infrastructure. Hence there will be
maximum welfare to masses in Mixed Economy.
vi.

Economic Planning : Government implements economic planning
in order to attain maximum economic development under mixed

d

economy.
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Demerits of Economic Planning : The important demerits of
economic planning are:

Unstable Economy : The Government in mixed economy tries
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i.

to expand public sector and regulate private sector. The private
sector is always under the threat of nationalisation under specific
situations.
ii.

Delay in Economic Decisions : In mixed economy, the
bureaucracy which controls the public sector, sometimes is
marred with corruption and red tapism. It delays the decision
making process in public sector enterprises.

Lack of Efficiency : In mixed economy, both public and

to

iii.

private sectors suffer due to inefficiency. Public sector suffers

No
t

from inefficiency due to red tapism, corruption and lack of
autonomy whereas the private sector suffer from inefficiency due
to government restrictions in the form of controls, permit and
licences.

iv.

Existence of Rampant Black Money : The existence of permits
and quotas gives room to corruption and black marketing. The
rampant evasion of tax leads to existence of rampant black money.
30

The following table shows the difference between Capitalistic,
Socialistic and Mixed economic systems:
Difference
Ownership of

Private control Public

4

Both private and

control

public

Production
Solution to

Price

Economic

Price Mechanism

Economic

Mechanism

Planning

Problems
Purpose

Profit Motive

Social

and Economic

Planning
Maximum profit

Welfare

and Social
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3

Economy

d

Factors of
2

Socialism

he

1

Capitalism

Mixed

Nature of

Private

Public

Welfare
Both Private

Entrepreneur

Enterprises

Enterprises

Enterprises
and Public

5

Enterprises
Government freedom under

Economic Freedom Complete
freedom

control

Government
control

6

Distribution

Unequal

Equal

Competition

No
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7
8

9

Unequal

to

of Income

Not highly

High degree of Lack of

Low degree of

competition

competition

competition

Consumer’s

Complete

Sovereignty

Sovereignty

Class conflict

High degree of No class

Low degree of

class conflict

conflict

class conflict

Very high

Does not

Relatively low

10 Inducement

No

to work

Sovereignty

exist

31

Limited
Sovereignty

India as a Mixed Economy
India opted for Mixed economy soon after its independence. Both
public and private sector enterprises co-existed in the Indian economy.
From 1951 to 1991 though India was a mixed economy, there was
predominance of public sector over private sector. But from 1991
onwards, with the initiation of economic reforms, private sector has

d

gained prominence.
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Indian Planning Commission was established in 1950 to prepare,
implement and evaluate plans. Under the aegis of it, short term
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(annual), medium term (five year) and perspective (15 to 20 years)
plans have been prepared and implemented since 1950-51. We are in
the midst of the Twelfth Five Year plan right now (2016). The NDA
led Central Government has replaced the Planning Commission with the
National Institution for Transforming India, popularly called as the NITI
Aayog in 2015.

Exercise

I.

Capitalist economic system first emerged in

No
t

1)

to

Choose the correct answer from the four options given
below.

		

2)

a) England

b) USA

.

c) Australia d) Japan

In a capitalist economic system the government intervention

is

.

		

a) minimum		

b) maximum

		

c) equal		

d) none of the above
32

3)

Karl Marx and Fredric Engel introduced the concept of
economic system.

		

a) capitalist		

b) socialist

		

c) mixed economy

d) none of the above

4)

.

Planned economy is the another name of
a) capitalist		

b) socialist

		

c) mixed		

d) none of the above

		

he

a) 1930

b) 1935

c) 1940

d) 1942

Fill in the blanks.
1)

In capitalist system, consumer is the

2)

In capitalist system everybody is rewarded according to their
.

3)

In socialism,all the means of production and distribution are
.
owned by the

4)

economy is often dubbed as rigid economy.

In mixed economy, Government takes many measures to
.
reduce income
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5)

.

to

II.

Mixed economy came to limelight after the great depression of
the
.
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5)
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III. Answer the following in one sentence.
1)

What is an economic system?

2)

Name any two countries which have capitalist economy.

3)

Which type of economy is also known as free market economy?

33

4)

List the countries with socialist economic system.

5)

Expand NITI Aayog.

IV. Answer the following questions in two or three sentences.

2)

Name the various classifications of economic system.

3)

What is meant by maximum social welfare?

4)

What is the role of government in a mixed economy?

5)

How socialism and mixed economy differ on the basis of
economic freedom.
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What is national income?

Answer the following in an about 8 sentences.
Discuss in brief the demerits of economic system.

2)

Discuss the merits of a capitalist economic system.

3)

Explain the features of a socialist economic system.

4)

Write a note on mixed economic system.

5)

Differentiate between socialist and capitalist economic system.

to

1)

No
t

V.

1)

Project Work

• Make a list of Asian countries and mention
the type of economy in them.
• Collect information about the public and
private enterprises in your district.

MHMHM
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Different Sectors of an Economy
“If you are late in doing one thing in agriculture, you are late in all things”
- Cato, 2nd century B.C

d
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“Industrilization produces steel, it produces power. They are the base. Once
you have got the base, it is easy to build”.
				
– Jawaharlal Nehru

Introduction

No
t

to

Goods and services can be classified into two types: (i) food items
and (ii) non-food items. To make food we need food grains, fruits and
vegetables, edible oil etc. These things are produced by farmers in the
rural area. We also use many items such as, clothes, shoes, furniture,
utensils, automobiles, pen, paper, book etc. Apart from these we also
require services such as education, health, banking, finance, insurance,
transportation, marketing, etc. These non-food items are produced by
industries and agencies in towns and cities. Since production of food
grains, non-food items and services take place in different environments
we classify them as different sectors of the economy. The economic
activities are grouped into three important sectors namely, i) primary,
ii) secondary and iii) tertiary sectors. Each of these sectors has its
own features, bundle of related activities, importance and problems.
If so, what are primary, secondary and tertiary sectors? What is the
role and importance of these sectors in the economic development of
Indian economy? What are the problems faced by agricultural sector?
What are the possible remedies to these problems? The objective of this
chapter is to find answers for these questions and explore other issues
related to the different sectors of Indian economy.
35

SECTOR

PRIMARY SECTOR

SECONDARY SECTOR
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TERTIARY SECTOR

Primary sector

The economic activities that make use of the natural resources to
produce goods are the activities under the primary sector. They are
necessary for earning livelihood for the majority of the people. The
primary activities include agriculture (cultivation and livestock), forestry
and logging, fishing and related activities. For instance, nearly 49 per
cent of people were dependent on agriculture and allied sector for their
livelihood in India in 2011. The share of agriculture and allied sectors

to

(including agriculture, livestock, forestry and fishery) was about 15.35
per cent in the national income of India during 2015–16.

No
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Meaning of Agriculture
Agriculture plays a vital role in India`s economic development.

It refers to the practice of cultivating land to produce crops and
raising livestock. Majority of the rural households in India depend on
agriculture as their main means of livelihood. Prof. Arthur Keith states,
‘the discovery of agriculture was the first big step towards a civilized
life’. Further, he states the practice of agriculture made human beings
to lead a settled and civilised life.
36

Agriculture and Economic Development in India
Agriculture is the basic sector in any economy. It has played and
continues to play an important role in economic development of the
country, some are discussed below:
Agriculture is the main source of food items. Agriculture provides
cereals like, rice, ragi, wheat, jowar, maize etc.; pulses like tur,
gram; oilseeds like groundnut, sunflower; cotton, jute sugarcane
and vegetables and fruits for the consumption of people.

ii.

It also provides fodder to the livestock to produce items like milk,
meat, wool, etc.

iii.

Agriculture has provided us the food security. The total food
production in India in 2015-16 was 253.2 million tonnes.

iv.

Agriculture plays a very crucial role in the development of agrobased industries as it provides raw materials to agro-based
industries like food processing, sugar, tea, paper, jute, textiles
etc.

v.

The export of agricultural products earns us foreign exchange.
Agricultural products like cotton, tobacco, cashew, tea and jute
are the main items of agricultural exports.

vi.

Agriculture is a labour intensive occupation and is the largest
single employer in India.

vii.

Agriculture contributes for rural prosperity and development. It
provides the means of income generation to the rural people that
helps in poverty reduction in rural areas.
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i.

viii. Agriculture also supports the growth and development of
secondary and tertiary sectors through increased demand for
goods and services produced by these sectors.
37

Problems of agricultural sector in India
Despite its importance in the economy, agriculture faces many
problems. The growth rate of agricultural sector has been only 2% per
annum between 1960 and 2011 and the rural poverty has continued to
be high implying that agriculture has not generated adequate income.
Increasing number of farmer suicides is a severe manifestation of the
numerous problems plaguing agriculture. The major problems facing

he

i.

d

agriculture are:

Small size of holdings: The average size of holdings cultivated
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by farmers is very low and is continuously declining. Currently,
it is less than 0.5 hectares. It is not possible to adopt modern
cultivation practices profitably on such a small piece of land. Too
many dependents on agriculture and the laws of inheritance are
responsible for such a situation.
ii.

Dependence on rainfall: Even with a huge investment on largescale irrigation projects, not all agriculture is irrigated. As a
result, 60 per cent of cultivation is dependent on rainfall. Rainfall

to

as we know is very much uncertain, irregular and many times
inadequate. Indian agriculture is a ‘gamble in the monsoons’.
Use of old and outdated technology: Small sized holdings and

No
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iii.

lack of moisture

in the soil to cultivate throughout the year

reduces the income earning capacity of the farmers. This limits
their capacity to invest in improvements and better inputs for
obtaining higher yields. Majority of the farmers cannot afford
to buy quality inputs like seeds, organic fertilizers, machines,
electricity etc required for attaining higher yield. This results in
lower agricultural output.
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iv.

Low yields: The yield levels in India are lower than other countries
because of the above reasons. This has resulted in lower food
output and higher malnutrition and hunger in the country.

v.

Seasonal employment and disguised unemployment: The
people do not get continuous and year round employment in
agricultural activities due to its dependence on rainfall. They get
employment for some months only. Further, since all the family
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members work on the same small piece of land, not all of them
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are fully employed in the sense, more people do the work which
can be done by few of them. This is a situation of disguised

vi.
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unemployment.

Lack of proper and efficient marketing system: The marketing
system for farm products does not ensure good prices. On the
other hand, the large number of local traders and intermediaries
exploit farmers compelling them to sell their produce at a lower
price. This reduces their income.

vii.

Ignorance and lack of information: Majority of the farmers
are illiterate or semi-literate. They are not in a position to

to

access the latest information about the inputs and their prices
as well as marketing aspects. Although there is a wide publicity

No
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of such information, the farmers are unable to use it for their
benefit. Majority of the marginal and small farmers are unaware
of various beneficial schemes implemented by the government for
their well-being.

viii. Indebtedness: Due to low income but rising costs, the farmers
are compelled to borrow from many agencies. The major source is
the local moneylenders and traders who charge high interest rates
39

and many times buy farmers’ produce at lower prices. Banks and
financial institutions are established but they also cater mainly
to larger farmers leaving lot of small farmers at the mercy of
moneylenders. This has increased the debt burden of the farmers,
which many a time, is passed on to generations ultimately forcing
the farmer to sell his land.
Declining fertility: In the irrigated regions, chemical fertilizers

d

ix.
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and pesticides are used in excess of requirements, which has
reduced the fertility of the soil. The wrong cultivation and irrigation
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practices have increased soil erosion everywhere leading to lower
yield and threatening the sustenance of yields in the future.

Remedies

Some of the important remedies to the problems in Indian agricultural
sector are:
i.

Co-operative farming and consolidation of land holdings can
resolve the problem of fragmented and uneconomic land holdings.
Implementation

of

to

ii.

crop

management

strategies

like

crop

diversification, crop rotation, use of better farm inputs etc. would

No
t

reduce variability in farm yields.

iii.

Promoting research in improved variety of crops, other inputs and
cultivation practices in respect of all crops can help in overcoming
the technology constraint faced by the farmers.

iv.

Encouraging testing of soils for identifying the specific problems
and suggesting the farmers about fertilizers and nutrients to be
used can improve the fertility of the soil and the yield levels.
40

v.

Promoting the use of alternative irrigation methods like drip
irrigation, sprinkler irrigation, rainwater harvesting will solve
water problem in agriculture.

vi.

Strengthening the regulated markets with storage, grading and
standardisation facilities can help the farmers to bypass the
intermediaries and get higher prices for their produce.
Strengthening and extending the minimum support prices to all

d

vii.

he

crops for ensuring better returns to the farmers.

viii. Strengthening farmer’s co-operative credit societies for giving
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loans to the farmers at subsidised rates of interest is necessary.
These societies can also help in dissemination of information and
providing other support services to the farmers.
ix.

The bank credits are available through specialised banks like
NABARD and Regional Rural Banks to the needy farmers. It helps
them to make permanent improvements in land like digging bore
wells, fencing, and purchase of land, agricultural implements,
tools and machines. The information of many such schemes

to

should be widely publicised.
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Secondary sector

The sector that produces non-food items is called as secondary

sector. Since it involves conversion of primary raw materials into other
forms through manufacturing, it is referred to as the secondary sector.
Because industries engage in manufacturing, it is usually called as
the industrial sector. It includes manufacturing, electricity, gas, water
supply, and construction and also involves manufacturing of nonfood items like textiles, books, pens, computers, furniture, electronic
appliances, construction of houses, roads, bridges etc.
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Meaning of Industry
A production unit that converts raw materials into finished products
is termed as industry. It provides the durables like textiles, shoes,
books, computers, glass, iron and steel, automobiles etc.

Classification

d

The industries are classified based on investment and ownership.
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Based on the size of investment, industries are classified into: i) Micro,
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Small and Medium Industries (MSME) and ii) Large scale industries,

Micro, Small and Medium Industries (MSME)

The MSMED Act, 2006 defines the Micro, Small and Medium
Enterprises based on the investment in plant and machinery for those
engaged in (i) manufacturing or production, processing or preservation
of goods and (ii) in providing or rendering of Services. The guidelines
with regard to investment in plant and machinery or equipment as

to

defined in the MSMED Act, 2006 are:
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Manufacturing Enterprises: The units are defined as:
a. Micro enterprise:

where investment in plant and machinery

does not exceed Rs.25 Lakh

b. Small enterprise: where the investment in plant and machinery
is between Rs.25 Lakh and Rs.5 Crore
c. Medium enterprise: where the investment in plant and machinery
is between Rs.5 Crore and Rs.10 Crore.
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Large Scale Industries:
Industries that employ a large amount of capital and more number
of labourers in each unit are the large-scale industries. For example,
iron and steel industry, automobiles, cement, etc.

Public and Private Enterprises
Based on ownership, the industries are classified as public and

he

i.

d

private enterprises:

Public enterprises: The public enterprises are the industries
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owned and managed by the Government. For example, Bharat
Heavy Electricals Limited, Coal India Limited, GAIL (India) Limited,
Indian Oil Corporation Limited, NTPC Limited, Oil & Natural Gas
Corporation Limited, Steel Authority of India Limited, Hindustan
Aeronautics Limited.
ii.

Private enterprises: The private enterprises are the industries
owned and managed by private individuals or group of individuals.

Importance of Industrial Sector in Economic Development

to

The industrial sector is a crucial and an important sector for a
developing economy like India. It can contribute to sustained higher

No
t

economic growth and development. The role and importance of industrial
sector in the economic development are:
i.

Development of industrial sector supports the growth and
development of primary sector by modernisation of agriculture
and allied activities. Industrial sector provides tractors, tillers,
harvesters, pump-sets, fertilizers, electricity for increasing the
productivity in the agriculture. It also provides modern implements
for dairy farming, poultry, fishing, forestry etc.
43

ii.

Industrial sector provides employment to nearly 24.3% of total
population. This is one of the major factor contributing to the
poverty alleviation and unemployment reduction.

iii.

The industrial sector contributes to nearly 24% of share in the
national income.

iv.

The income is relatively high in industrial sector, when compared

d

to agricultural sector. This helps for higher savings and capital

he

formation, which can be reinvested for further industrial expansion
and development.

The auxiliary units are the small units of production that produce
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v.

and supply spare parts required by the larger industries. The
growth of industries helps in the development of auxiliary units
thereby expanding the employment opportunities.
vi.

The establishment of industries in urban areas leads to the growth
of cities and towns.

vii.

The industrial growth facilitates the development of transport and
communication, schools, hospitals, banks and other essential

to

infrastructural services.
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viii. Industrial sector produces variety of durable goods that are
exported to other nations and helps the economy to earn foreign
exchange. India exports textiles, gem-jewellery, engineering goods,
chemicals, leather products and handicrafts. The industrial sector
contributes 64% share in the total exports.
ix.

The growth of industries always promotes research and
development. It helps in the innovation of new products and
methods of production. The development of research, inventions
44

and innovations help the nation to progress and become
competitive.
x.

The industrial sector facilitates the development of modern outlook,
better attitudes and sociable culture among its participants
leading to better social relations among them.

Problems of industrial sector in India

he
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Industrial sector faces some problems, few of which are there right
from the beginning and others are of recent origin. The major problems
of industry in India are:
Infrastructural constraints are hindering the progress of Industrial
sector.

ii.

Industrial development in India has remained concentrated in few
cities and few states. This has resulted in the regional disparities.

iii.

There is an under-utilisation of industrial capacity due to shortage
of raw material, labour problem, power crisis, lack of working
capital and lack of skilled work force.

iv.

Lack of financial and administrative autonomy in public sector
enterprises is hindering their progress.

v.

Increase in the number of sick industries has hampered the
industrial growth and has contributed to the rise in unemployment.
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i.

Remedies

The important remedies to solve some of the problems in Indian
industrial sector are:
i.

The government has taken steps to develop infrastructure by
allocating funds to improve telecommunication, power, ports,
road network and railways with the help of private sector. This
will bring coordination between different sectors.
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ii.

The government has liberalised the industrial policy by giving
incentives to industries for setting up plants in backward areas
and liberalising licensing policies.

iii.

Measures taken by Planning commission to remove regional
imbalances are: (i) transfer of financial resources to backward
states (ii) special area development program for backward areas

In order to give the financial autonomy to public sector enterprises

he

iv.

d

(iii) measures to encourage private sector in backward areas.

the Maharatna, Navaratna and Mini ratna status is conferred by

v.
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the Government to select enterprises.

The reforms introduced in New Industrial Policy 1991 by the
government towards public sector units includes (a) reduce
number of industries and support potentially viable units
(b) bring down government equity to encourage public participation
(c) shutting down units which cannot be revived (d) an improvement
of performance system to reduce government interference and

vi.

to

increase employees’ accountability.

The government has set up Board for Industrial and Financial
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Reconstruction (BIFR) and

Industrial Reconstruction Bank of

India to provide technical help, professional counselling and
improve management to the sick units.

Tertiary sector
A rapid and sustained economic development needs different types
of services that are provided by the tertiary sector. It is also known as
Service sector.
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Meaning of Tertiary sector
The sector that provides various essential services is called as tertiary
sector. Services sector includes trade, repair, hotels and restaurants,
transport, storage, communication, broadcasting, financial, real estate
and professional services, public administration, defence and other
services. Thus, the service sector includes a wide array of services

d

from the simple services of a barber, carpenter and plumber to highly
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sophisticated services of telecommunications, satellite mapping and

©
K
be T
B
re S
pu
bl
is

computer software.

The MSMED Act, 2006 defines the Micro, Small and Medium service
enterprises based on the investment as:

a. Micro enterprise: where the investment in equipment does not
exceed Rs.10 Lakh;

b. Small enterprise: where the investment in equipment is between
Rs.10 Lakh and Rs.2 Crore; and

to

c. Medium enterprise: where the investment in equipment is

No
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between Rs.2 Crore and Rs.5 Crore.

Role and importance of tertiary sector in Economic Development
i.

The services sector contributes 59.93% to India’s GDP in 2013-14.
It has relatively larger share in income generation compared to
the primary and secondary sector. It is also the sector with the
highest growth in income.
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ii.

The services sector provides employment for nearly 25.3% of
the total working population in the country. They get higher
remuneration and benefits compared to the agricultural and
industrial workers.

iii.

The sector plays an important role in reduction of poverty and
unemployment.

iv.

The service sector also contributes for a larger share in exports.

d

Software items, personal services, accounting, tourism occupy a

he

prominent place in India`s trade, which fetch foreign exchange to

v.

©
K
be T
B
re S
pu
bl
is

the nation.

The Indian services sector is the favourite destination for the
investors from various countries of the world. India has fetched
US$ 16.4 billion, out of which 53% was attracted by services in
2014-2015. Information technology, banking, insurance, tourism
and telecommunications are the favourite fields for the foreign
investors.

vi.

The tertiary sector is an ever-changing sector with a high degree
of competition. Hence, to maintain the productivity and profits,

to

the firms in this sector give priority to research and innovation.
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Problems of service sector in India
Service sector faces few problems, which are prevailing from a long

time and few are newly emerged ones. The important problems of service
sector in India are:
i.

Poor infrastructural facilities namely power shortage, poor quality
of roads, traffic congestion, poor communication network, etc.
both in rural and urban areas has affected the development of the
service sector.
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ii.

India has a high potential for tourism. However, lack of facilities
and maintenance of the tourist places has hampered the growth
of tourism in India.

iii.

Competition from other low cost countries like Philippines,
Romania etc. to the Indian BPO and IT service sector has increased
thereby affecting India’s prospects of higher export earnings.
There is a shortage of skilled labour that affects the growth and

d

iv.

he

efficiency of the sector.
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Remedies

Remedies to solve some of the problems of Indian service sector are:
i.

In the recent years, the government has taken steps to allow
private partners in the development of transport, communication,
banking and insurance sectors. This has boosted the growth of
service sector significantly.

ii.

Efforts are also initiated to increase the number of higher and
professional educational institutions for producing skilled work

Government has taken several steps for the development of
tourism. National Policy on tourism has been framed to promote
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iii.

to

force for the growing service sector.

tourism. The policy recognises the roles of Central and State
governments, public sector undertakings and the private sector in
the development of tourism. The need for involvement of Panchayat
Raj institutions, local bodies, non-governmental organisations
and the local youth in the creation of tourism facilities has also
been recognised.
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Recognizing the importance of the BPO's, the Government of
India has introduced various policy concessions and initiatives
to accelerate the growth of the IT-enabled outsourcing market.
Setting up of IT parks is a significant step in this regard. The
Government has accepted the recommendations of NASSCOM
and removed certain procedural bottlenecks that were hampering
the growth of the Indian call centre industry. The Government of
India has allowed total income tax exemption on the export of IT
enabled outsourcing services. Initiatives to provide good telecom
facilities, training employees with the requires skills, setting up
new service lines, improve operating processes at lower costs are
taken up.

v.

The government has focused on services led growth of the economy
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iv.

that helps all the sectors to grow through interdependence.

Exercise

I.

Choose the correct answer from the four option given
below.
1)

The total food production in India in 2015-16 was __________

a) 150

No
t

		

to

million tonnes.

2)

b) 230.2

c) 250.2

d) 253.2

The bank credit to the needy farmers is made available through
specialised banks like Regional Rural Banks and __________.

		

3)
		

a) SBI

b) IDBI

c) NABARD d) none of the above

The industries can be classified based on investment and ________.
a) ownership

b) employees c) location
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d) none of the above

4)

A micro enterprise is an enterprise where the investment in
equipment does not exceed_________.

		

a) Rs. 10 lakh		

b) Rs. 20 lakh

		

c) Rs. 30 lakh		

d) Rs. 40 lakh

		

a) 65%

b) 50%

c) 45%

d) 20%

he

Fill in the blanks.

Agriculture refers to the practice of cultivating soil, producing
of crops and __________.

2)

Agriculture is ________ intensive occupation.

3)

Based on the investments industries can be grouped into
mainly ______ groups.

4)

A medium enterprise is an enterprise where the investment
in equipment is more than Rs. 2 crore but does not exceed
________.

5)

The sector that provides the various essential services is
termed as __________.
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1)

to

II.

The services sector contributes nearly _____ of share in the
national income.

d

5)

No
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III. Answer the following in one sentence.
1)

Name the three sectors of economy.

2)

What is primary sector?

3)

What is secondary sector?

4)

What is tertiary sector?

5)

What is a private enterprise?
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List the activities under primary sector.

2)

List few pulses and cereals produced by agriculture.

3)

What is an industry?

4)

List few services provided by the service sector.

5)

What is MSMED Act, 2006?

d

1)

he

V.

Answer the following questions in two or three sentences.

Answer the following in an about 8 sentences.
1)

Write a brief note on the role and contribution of primary
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IV.

sector towards the economic development.
2)

Discuss any four problems in the agricultural sector in India.

3)

Explain in brief the various problems in the secondary sector.

4)

Write a note on Public sector units.

5)

Write a brief note on the role and contribution of tertiary sector

No
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to

towards the economic development.

Project Work

• Make a list of the various agriculture produces in
your village/district.

• Make a list of public sector units in India.

• List out the various types of services provided by plumber,
barber, teacher and doctor.

MHMHM
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Chapter

5

Consumption
“Consumption is the sole end and purpose of all production and the interest
of the producer ought to be attended to, only so far as it may be necessary
for promoting that of the consumer”.
					
- Adam Smith
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Introduction
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The primary sector produces food items, the secondary sector
produces durables like toothbrush, books, pens, computers, furniture,
TV, etc. and the tertiary or the service sector provides health, education,
banking, hotels, telecommunication services etc. These goods and
services are essential for a decent living. People consume these
goods and services to satisfy their wants. If so, what do you mean by
wants? What are their features? What are the types of wants? What is
consumption? What are the types of consumption? The objective of this
chapter is to find answers for these questions and other issues related
to the consumption.

Meaning of Wants

No
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to

In simple terms, human wants refer to their desires. They take birth
along with an individual and follow it till death. During the course of an
individual’s life, no sooner one's want is satisfied, another crops up and
this goes on. That is why, it is said that human wants are considered
to be endless and unlimited. You have read in the first chapter that the
resources to satisfy these wants are limited as a result of which the
problems of scarcity and choice emerge. This is the crux of the subject
matter of Economics. Prof. Seligman points out that, "the starting point
of all economic activities is the existence of human wants". He means
to say that, these endless wants form the origin for all the economic
activities like, consumption, production, distribution and exchange.
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Characteristics of Human Wants
There are some unique characteristics of human wants. Some of the
important ones are:
i.

Wants are endless: Human wants are unlimited in nature. If one
want is satisfied, the other arises. Wants begin with one’s birth
and ends with the death of the person.

ii.

Wants are satiable : Though people have endless wants; it is easy

d

to satisfy one want at a time. People cannot satisfy their want of
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consuming food or taking a nap at the same time. They can either

iii.
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have food or sleep. Hence, a single want is satiable easily.
Wants recur : Few wants are recurring. They are repetitive in
nature. Though the hunger is satisfied in the morning, again
it re-occurs in the afternoon. All basic human urges like food,
clothing, recreation, etc., are recurring in nature.
iv.

Wants are relative : Except the basic wants, the other wants
differ from individual to individual and from one place to the
other. Few people want to possess wooden furniture; few others
may wish to have foam furniture. People in cold regions wear

to

woolen clothes where as people in hotter regions prefer to wear
cotton clothes.

Wants are competitive : Human wants are unlimited and

No
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v.

resources to satisfy these wants are limited. So, with the given
limited resources it is difficult to satisfy all wants. This leads to a
competition among wants. Therefore, an individual should choose
to satisfy the most important want. For example, if a student has
ten rupees to spend, the student can choose to buy a pen or an
ice-cream. If both the goods cost ten rupees each, the student has
to choose and prioritize between buying a pen or an ice-cream.
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vi.

Wants are complimentary in nature : Satisfaction of few wants
needs the usage of two or more goods together. This is called
complimentary nature of wants. An individual’s want of a car is
always associated with a want for petrol or diesel.

vii.

Wants become habits : A want regularly satisfied can become a
habit. A person`s desire of coloring and sketching constantly, can
turn into a hobby of painting.

d

viii. Wants are satisfied in alternate ways : A want can be satisfied

he

in a different ways. A want of travel to a distant place can be
satisfied by using a means of public transport like a train or a
ix.
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private transport like a car.

Wants differ in the intensity :

All wants are not equally

important. Few are more important and others are less important.
Thus, every want has its own intensity. Want for necessaries like
food, water, clothing and shelter is more intense than the want
for luxuries like jewels, automobiles etc.
x.

Wants are determined by income : The nature of human wants
is highly influenced by the income of a person. Generally, a rich

to

person has luxurious wants while, a poor person has want for
necessaries. For example, a rich person wants villas to dwell

No
t

while; a poor person would crave for a small hut to live in.
xi.

Wants are influenced by advertisement: Advertisements
are made more attractive in order to catch the attention of the
consumers and influence their wants. Therefore, advertisements
influence people's choice of goods and services. To satisfy their
wants, people would desire to use variety of goods and services
as advertised in media. For example, seeing the advertisements, a
person would desire to use and experiment with different brands
of detergents or soaps.
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xii.

Wants are influenced by customs and conventions: Human
wants are also influenced by customs and conventions of the
people. For example, the food items, jewellery, style of clothing
are influenced by the customs and conventions followed by the
people of a particular society.

Classification of human wants

d

The human wants are varied in nature. The endless human wants

he

can be broadly classified into three categories namely: i) Necessaries ii)

i.
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Comforts iii) Luxuries

Necessaries: The wants, the satisfaction of which is essential to
the existence of human life, are termed as necessaries. A person
cannot live without these wants. They are important for living
and enhancing our capabilities. Necessaries are further classified
into two groups namely: A) Necessaries of life B) Necessaries of
efficiency.

A)

Necessaries of life are those wants which are essential to lead

to

our life. Want for food; clothing and shelter are included in this
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group.
B)

Necessaries of efficiency are those wants which are important
for improving our skills and competencies. These goods increase
the capabilities of an individual. For example, books, pens,
tables, chairs, desks, computers, smart boards etc, are essential
to increase the efficiency of a student. These goods are termed as
necessaries of efficiency.

56

ii.

Comforts: Those wants which make life simpler and easier are
called as comforts. Want for goods like furniture, mixer, grinders,
fans, air-coolers, washing- machines, refrigerators, etc are few
examples of comforts.

iii.

Luxuries: Luxuries are those wants which are not important to
lead life but, enhance the status of an individual. Luxury goods

d

add lavishness to life. They augment the standard of living.

he

Luxuries can be further grouped into three sub groups namely:
A) Defense luxuries B) Harmful luxuries C) Harmless luxuries
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Consumption

We use various goods and services to satisfy our wants. Generally,
using the goods and services to satisfy our wants is termed as
consumption. Consumption forms the base for all other economic
activities. The process of consumption determines the demand,
production, market size, employment level, income, standard of living
of the people, and many other economic variables in the economy.
Hence the consumer and consumer’s consumption plays a key role in

to

determining the magnitude and direction of the economic activities of

No
t

an economy.

Meaning of Consumption
Any good or service used by us in our daily life will have certain

capacity to satisfy our wants. This capacity of a good or a service to
satisfy human wants is termed as utility. When certain good or service is
used by a person, the utility present in that particular good or service is
destroyed. This process of destroying the utility present in a commodity
is called as consumption.
57

According to Prof. A.L.Meyers, “Consumption is the direct and final
use of goods and services to satisfy wants of human beings”. People
consume various goods to satisfy their wants. This activity of using the
goods and services for the satisfaction of human wants is termed as
consumption.
It should be noted that, mere destruction of the utility present in a
commodity is not consumption. The destruction of utility should lead

d

to the satisfaction of human wants. For example, when a teacher writes

he

on blackboard using a piece of chalk, the utility present in the piece of
chalk is destroyed and the want of writing on the black board to teach
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is satisfied. This is considered as consumption. Instead, if the piece of
chalk is powdered, then also the utility present in it will get destroyed.
But, this is not considered as consumption.

Classification of consumption

Depending on the goods consumed, the consumption can be classified
into two different types. They are as namely: i) Direct consumption
ii) Indirect consumption

Direct consumption refers to the act of consuming final goods and

to

i.

services. It means the use of ready-made goods for the immediate

No
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satisfaction of wants. The consumption of commodities like milk,
fruits, vegetables, readymade clothes, TV, chair, table, etc is called
as direct consumption. In direct consumption goods are readily
available for consumption.

ii.

Indirect consumption refers to the act of using intermediate goods.
Intermediate goods are those goods which are used as inputs
to produce the final goods. For example, land, water, fertilizers,
seeds, tractors are used for in agriculture for cultivating food
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items. These goods are called intermediate goods. These goods
are not consumed directly instead, they are used to produce the
goods which are meant for final consumption. Hence, using such
intermediate goods is called as indirect consumption.

Exercise

1.

d

Choose the correct answer from the four options given
below.
Human wants are ________.

he

I.

a) limited		

b) unlimited

		

c) countable		

d) very few

2.
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The nexus between unlimited wants and limited resources
paves the way for the problem of scarcity and _______

		

a) choice		

b) resources

		

c) market		

d) consumption

3.

According to ________ the starting point of all economic activities
is human wants.
a) Adam Smith		

		

c) Prof. Seligman

d) J. B. Say

A want regularly satisfied becomes_______
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4.

b) J. M. Keynes

to

		

		

a) advertisement

b) income

		

c) habit		

d) taste

5.

The process of destroying the utility present in a commodity is
called as _______

		

a) necessaries		

b) utility

		

c) consumption

d) none
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II.

Fill in the blanks.
1.

The want for goods which are essential to the existence of life
is called as _________.

2.

________ makes life easier.

3.

Destruction of utility to satisfy human wants is termed as

The goods used as inputs to produce the final goods is called
as _______.
An urge for food is a _______ want.
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5.

he

4.

d

______

III. Answer the following in one sentence.
What are human wants?

2.

Give two examples for necessaries of life.

3.

What is consumption?

4.

Name the four economic activities.

5.

Give example for complimentary nature of wants.

to

1.

No
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IV. Answer the following questions in two or three sentences.
1.

Why does the problem of choice arise?

2.

What are comforts?

3.

Mention different types of luxuries.

4.

How wants differ in the intensity?

5.

What is indirect consumption?
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Answer the following in about eight sentences.
Explain the characteristics of human wants.

2.

Discuss the classification of human wants.

3.

Explain the different types of consumption.

4.

Write a note on consumption.

5.

Write a brief note on Wants.

d

1.
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V.

Project Work

• List out the wants of your family members and prioritize
them based on the resources to satisfy them.

• List out the various types of goods at your residence and

No
t

to

classify them under 1) Necessaries 2) Comforts 3) Luxuries.

MHMHM
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Chapter

6

Utility

he

d

“My principal work now lies in tracing out the exact nature and conditions
of utility. It seems strange indeed that economists have not bestowed more
minute attention on a subject which doubtless furnishes the true key to the
problems of economics”
			
- William Stanley Jevons
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Introduction

Wants are the desires that naturally arise and people consume
different commodities to satisfy their wants. However, all goods and
services cannot satisfy human wants. This implies that, people choose
only those goods and services which they feel would satisfy their wants.
Since a good satisfies the wants, an individual feels the good useful,
hence is willing to pay price for it. This usefulness of a good in satisfying
the want is an important issue. If so, what is usefulness of good in
satisfying the want, called in economics?

What are the features of

utility? What are the different forms of utility? The objective of this

to

chapter is to find answers to these questions and other issues related

No
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to the utility.

Meaning of Utility
The term utility was initially used by Prof. K.E. Boulding. The utility

analysis was developed by various eminent economists like W.S.Jevons,
Leon Walras and Carl Menger during the 19th century. Later, it was
developed and used by Alfred Marshal, R.G.D. Allen, J. R. Hicks,
Paul. A. Samuelson and others to describe the consumer behavior in
the market.
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The term utility literally means usefulness. The capacity of a good
or service to satisfy human wants is termed as utility. It is the want
satisfying power of a commodity, hence is also called as the ‘value-inuse’. Therefore, utility is the basis for the consumption choices of the
people. People buy a good or a service only if it has utility for them.
Utility is measured in terms of imaginary units called as Utils or utility
derived from different commodities (consumption acts) is ranked based

d

on the satisfying power.
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Features of utility
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The want satisfying power of a good or a service displays very unique
features as explained below:
i.

Utility is related to wants: As learnt before, utility is the power
in a good or service to satisfy the human wants. Satisfaction of
human wants is associated with the destruction of utility in a
good or a service. Without the destruction of utility, wants cannot
be satisfied. Hence, utility is related to wants.

ii.

Utility is different from usefulness: Utility literally means

to

usefulness but both these terms differ in their application in
Economics. All goods and services may have utility but all goods

No
t

and services may not be useful for everyone. For example, piano
has utility in it. It is useful for a musician but not useful for a
person who does not know music.

iii.

Utility is different from satisfaction: Utility and satisfaction
are the two aspects of consumption. Utility is the starting point
of consumption and intrinsic to every commodity but satisfaction
is the end point of consumption and a psychological feeling for
having consumed the good or service. For example, food items
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have utility but whether you are satisfied with the food and
how much are you satisfied from eating the food, only you can
experience and express.
iv.

Utility may or may not be a pleasure: Goods and services
possess utility in them, but the utility derived from them may
or may not be pleasurable. For example, medicine has utility in

Utility is relative: Like wants, utility also differs from one person
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v.

he

therefore, not a pleasurable act.

d

it, but many a time taking medicine is compelled or forced and,

to another, from one place to another and from one time period to
another. For example, few people find utility in tea, while few in
milk; people in tropical regions find utility in cotton clothes, but
people in colder region find utility in woolen clothes. Similarly, the
utility of an air conditioner is more during summer than during
winter.
vi.

Utility is psychological: Utility is a psychological experience. It

to

is related to one’s mind. It depends on a person’s introspection
and opinion. For example, a painter finds utility in canvas and
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t

colours while a person who does not know painting do not find
any utility in it.

vii.

Utility is universal: Utility exists in all kinds of goods and
services. Goods can be harmful or harmless. Utility is present in
all kinds of goods. Food, clothes, books are harmless goods; while
cigarette, narcotic drugs, liquor etc are harmful goods. But all
these goods possess utility in them.
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viii. Utility has no moral implication: Morality and ethics are not
applicable to utility. A good may be superior or inferior, good or
bad. A person cannot judge on the nature of the good or a service.
If a good or service cater to human wants, it is said to have utility.
ix.

Utility depends on the intensity of wants: Wants have different
intensity depending on their usage. Utility also differs with
intensity of wants. The intensity of consuming food is high when

d

we are hungry. Thus, utility derived from food during hunger is
x.

he

higher than otherwise.

Utility and measurement: Few economists like Alfred Marshal
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demonstrates that utility can be measured in numbers to compare
the utility derived from two goods or the services. Economists
like R. G. D. Allen and J. R. Hicks state that, utilities cannot
be numerically measured but instead, it can only be compared
through ranking or ordering based on priority expressed by the
consumer.

Forms of utility

There are five different forms of utility. They are as follows:
Form utility : It refers to creating or adding utility to a commodity

to

i.

by changing the shape or form of the commodity. For example,

No
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utility is added to sugarcane when it is crushed and processed to
make sugar.

ii.

Place utility : Different goods and services have different utility at

different places. It refers to the utility derived due to transferring
a commodity from one place to another. It refers to transfer of
goods from the place where they are less useful to the place where
they are more useful. For example, cotton has higher utility in a
spinning mill than on the farm.
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iii. Time utility: It refers to creating utility by making goods and
services available at the time they are required for consumption.
Timely availability of the commodities increases the utility of a
commodity. For example, utility is created when fruits are stored
and made available during the non-growing season.
iv. Ownership utility: It refers to creating utility by changing the

d

ownership of the goods from one person to the other. A computer

he

derives utility when it is owned by a computer professional than

v.
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otherwise. This utility is also called as possession utility.

Service utility: It refers to the utility derived by using various
services to satisfy human wants. The utility is created by the services
of farmers, teachers, lawyers, doctors, accountants, beauticians,
plumbers, carpenters etc.

Exercise

I.

Choose the correct answer from the four options given

Utility is the starting point of _________

No
t

1.

to

below.

		

a) distribution

b) production

		

c) exchange 		

d) consumption

2.

Utility differing from one person to another is called as _______

		

a) intensive 		

b) relative

		

c) destructive 		

d) constructive

66

3.

Utility is the capacity of a good to satisfy _________.

			

a) power		

b) capacity

			

c) human wants

d) buying

4.

_____ and ______ are not applicable to utility.
a) Morality and ethics

b) Psychology and physiology

			

c) Willingness and capacity

d) Demand and supply

Utility derived from teachers and lawyers is ____________ utility.

he

5.

d

			

a) ownership		

b) service

			

c) form		

d) none

II.

©
K
be T
B
re S
pu
bl
is

			

Fill in the blanks.
1.

The term utility was initially used by _________.

2.

Utility is measured in terms of ________.

3.

______ plays important role in determining consumer`s choice
in the market.

Utility is also called as ________ by the economists.

5.

Utility and satisfaction are the two aspects of __________.

to

4.

No
t

III. Answer the following in one sentence.
1.

What is utility?

2.

How is utility measured?

3.

Give two examples for form utility.

4.

Mention few economists who developed the concept utility.

5.

What is meant by ‘value-in-use’?
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IV. Answer the following questions in two or three sentences.

2.

List few examples to explain ‘utility is relative’.

3.

List the five forms of utility.

4.

What is time utility?

5.

Give the meaning of ownership utility with an example.

he

d

Why is utility different from usefulness?
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Answer the following in about eight sentences.
1.

Discuss the meaning of utility.

2.

Explain the features of utility.

3.

Discuss the various forms of utility.

4.

Differentiate between time and place utility.

5.

How is utility related to wants but different from satisfaction.

to

V.

1.

Project Work

No
t

• List out the items that you have come across
under five different forms of utility.

• List the features of the utilities identified
in the above question.

MHMHM
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Chapter 7

Demand
“Demand and supply are the opposite extremes of the beam, whence depend
the scales of dearness and cheapness; the price is the point of equilibrium,
where the momentum of the one ceases, and that of the other begins”.
							- J. B. Say

he

d

Introduction

Demand is one of the basic concepts of economics. Most of the
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economic activities depend upon demand. It stimulates investment,
employment, output, price level, income level etc. Effective demand can
promote the growth and development of an economy. Do you know,
what is demand? How the law of demand is derived? What are the
determinants of demand? After studying this chapter, you will be able
to answer these questions and also understand the concept of demand.

Meaning of Demand

to

In the general parlance demand is equated with desire. The willingness
to have something can be referred as desire. The willingness alone does

No
t

not bring demand. For example, you may desire to eat a chocolate. But,
if you do not have the ability to buy the chocolate, the desire is not
getting translated into demand. Hence, in Economics demand refers
to desire backed by ability to pay and willingness to pay. Therefore,
in economics the demand refers to fulfilling of the following three
conditions simultaneously, viz., i) desire for a commodity; ii) ability to
pay for it and iii) willingness to pay for it.
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Goods and services are demanded because they have utility. There
is a direct relationship between utility and demand i.e. higher the
utility; higher would be the demand and vice-versa. If there is no utility
there will be no demand for that good. So, the utility is the base for
demand. Further demand refers to a particular price and a particular
time, because demand differs with price and time. Therefore, demand
can be defined as the quantity of a good that a consumer purchases

d

in a market at a particular price, at a particular time. For example, an
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individual purchases 3 kgs of apple for a week, at the price of Rs.100
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per kg. So we can say that the demand of the individual for apple is 3 kgs

Demand Function

The quantity of demand for a commodity depends on the price of the
commodity, income of the consumer, prices of related commodities,
tastes and preferences of the consumer etc. These factors are called
the determinants of demand. If any one of these factors changes,
the quantity of demand will also change. Therefore, the functional
relationship between the quantity of demand and its determinants

to

is called demand function. In other words, the quantity of demand

No
t

depends upon the determinants of demand.

Demand Function
The function is a mathematical concept. It is a symbolic statement

of functional relationship between the dependent and independent
variables. Independent variable is one which changes by itself. The
variable which changes depending upon the changes of independent
variable is called dependent variable.
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In the demand function, the quantity of demand for a commodity
is a dependent variable. The determinants of demand are independent
variables. Hence the demand function can be expressed symbolically
as: Qd = f (P, Pr, Y, T . . . . ). Here, Qd = Quantity of demand;
P = Price of the good; Pr = Price of related goods; Y = Income of the
consumer; and T = Taste and preferences of the consumer

d

Here, the price of a commodity is the main determinant of the

he

demand. Hence, the demand function can be simplified as: Qd = f (P)
It is read as ‘Qd is the function of P’. Here P and Qd are the
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variables. The quantity of demand (Qd) depends upon the price(P)
of the commodity. So, P is the independent variable and Qd is the
dependent variable.

Demand Schedule

The demand schedule explains the functional relationship between
price and quantity variations. It is a tabular representation of a
commodity that is purchased by a consumer at various prices in a

to

given period of time. Suppose a consumer wants to purchase onion
in the market. The following table shows the demand schedule of the

No
t

consumer purchases of onion at different prices.
Individual demand schedule

Price of onion per Kg. (in Rupees)

Demand for onion (in Kgs.)

4

12

6

10

8

8

10

6

12

4
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The above individual demand schedule shows the price and the
quantity of onion demanded by the individual consumer. When the
price of onion is Rs.4 per kg, the quantity demanded is 12 kgs. If the
price increases to Rs.6, the quantity demanded decreases to 10 kgs.
When the price of onion increases to Rs.8, 10 and 12, the quantity
demanded would be 8, 6 and 4 kgs respectively. It shows that the
consumer buy more, when price is low and buy less when price is high.

d

In other words, when price of the good increases, the demand for the
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good decreases, where as when price of the good decreases, demand for
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the good increases. Therefore, there is an inverse relationship between
the price and the quantity of good demanded. Here we must ignore the
influence of all other determinants of demand on the purchase made
by the consumer.

Law of Demand

The law of demand explains the relationship between the price
of a commodity and it’s quantity of demand. It states that demand
varies inversely with price. If the price of onion falls, the demand for it

to

will increase and vice-versa. The law of demand indicates the inverse

No
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relationship between price and quantity demanded. So the law of
demand states that “other things remaining constant, when the price
of good decreases, the demand for it increases and when the price
increases the demand for the good decreases”. In other words, more of
a good is demanded at a lower price and less at a higher price.
The law of demand is based on the condition that ‘other things remain
unchanged’. Here we have to assume that the prices of related goods,
the consumer’s income, his tastes and preferences etc. are constant.
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The law of demand can be explained with the help of a demand
curve. The graphical representation of the demand schedule is called
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d

the demand curve.

to

In the above diagram, we have measured the price of onion along
the ‘oy’ axis and the quantity demanded for onion along the ‘ox’ axis.

No
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‘DD’ curve is the demand curve. The demand curve slopes downward
from left to right, because of inverse relationship between the price and
the quantity demanded.

Factors determining demand
The quantity of demand is determined by number of factors. Such
factors are called determinants of demand. They are,
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i.

Price of the good : Price is the most important determinant factor
of demand. When the price of a good rises, demand for it falls and
when the price falls, demand rises.

ii.

Income of the consumer: The income of a consumer is another
important factor that determines demand. The demand for a good
depends on consumer’s income. Generally, demand rises with

Prices of related goods: Demand changes due to changes in

he

iii.

d

increasing income and vice-versa.

the prices of substitute and complementary goods. Example,
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demand for tea increases because of increase in the price of coffee.
Similarly, demand for bike increases because of decrease in the
price of petrol.
iv.

Tastes

and

preferences: Consumer’s tastes, preferences,

customs, habits, fashions etc, affect demand in the market. For
example, if people prefer a particular brand of toothpaste, then
its demand will increase.

Population: When the size of population increases, the demand

to

v.

for goods and services also increase and vice-versa.
Distribution of income: The equal distribution of income and

No
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vi.

wealth among all the people would lead to an increase in demand
for goods and services. Because, the purchasing power of all the
people increases and therefore, their demand also increase.

vii.

Advertisement: Advertisement is an important factor today that
affects demand. It plays a major role in altering the consumer’s
demand.
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viii. Taxation policy: Government’s taxation policy can curb the
demand or stimulate the demand for certain goods. Higher the
taxes, lower would be the demand and vice-versa
Climatic condition: Climatic condition also stimulates demand

ix.

for certain goods. There will be greater demand for goods like
tender coconut, ragi malt, butter milk etc., during summer.
Similarly, beverages like coffee, tea etc., are more demanded

he

d

during the winter.
x.

Credit facility: If the banks provide easy credit facilities to the
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consumers, then they want to buy more goods and service. So the
credit facility also affect the quantity of demand.

Thus, the quantity of demand is determined by so many factors.
Even traditions, social and political factors also influence demand.

Exercise

I.

Choose the correct answer from the four options given
1)

to

below.

The willingness to have something can be referred as

No
t

___________.
		

a) desire		

b) curiosity

		

c) condition		

d) none of the above

2)

The functional relationship between price and quantity
variations is explained by _________.

		

a) demand		

b) demand schedule

		

c) utility		

d) none of the above
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3)

If the price of onion falls, the demand for it will ________.

		

a) decrease		

b) not change

		

c) increase		

d) none of the above

4)

If the income of the consumer increases, his demand for
goods______.
a) increase		

b) not change

		

c) decrease		

d) none of the above

Demand schedule represents demand in a ___________ form.
a) tabular		

		

c) pictorial		

d) none of the above

Fill in the blanks.
1)

Goods and services are demanded because they have_________.

2)

The law of demand is based on the condition that _________.

3)

These factors that determine demand are called as _______.

4)

Higher the taxes, the demand for goods will be_______.

5)

When the price of petrol decreases, the demand for bike

to

II.

b) graphical
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he

5)

d

		

No
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__________.

III.

Answer the following in one sentence.

1)

What is a desire?

2)

What creates demand for goods and services?

3)

What is the relationship between price and quantity demanded?

4)

Give an example to show effect of climate change on demand.

5)

How does population affect demand?
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Name the conditions that fulfill demand.

2)

Explain demand function.

3)

What is a demand schedule?

4)

What is the relationship between utility and demand?

5)

How does credit facility affect demand?

he

d

1)

Answer the following in an about 8 sentences.
1)

Explain the conditions that determine demand.

2)

Explain the meaning of demand with the help of an example.

3)

Explain graphically the ‘Law of Demand’.

4)

Write a brief note on demand schedule.

5)

Mention the various factors affecting demand.

to

V.

Answer the following questions in two or three sentences.
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IV.

Project Work

No
t

• Make a list of goods for which you have
willingness to buy.
• Collect information and write about some goods whose
demand has changed due to change in tastes of the
people in your district.

MHMHM
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Chapter

8

Supply
“Supply creates its own demand “ – J B. Say
“Supply always comes on the heels of Demand” – Robert Collier

d

Introduction
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The goods and services demanded by the consumers need to be
made available for their consumption. This act of providing goods and
services consists of producing them and selling them. Since production
and selling involve costs, the goods and services will be available at
specific prices which the producer or seller expects in return. If so what
is the process of making available the goods and services called as?
What are the determining factors of supply? What is a supply function?
What is a supply schedule? What is the law of supply? The objective
of this chapter is to find answers for these questions and know about
supply.

Meaning of Supply

No
t

to

Supply is a fundamental concept that describes the total quantity of
a specific good or service that is available to consumers in the market.
The producers produce goods and services according to the consumer’s
demand. They produce the goods and services to offer the same for sale
in the market at a particular price. Therefore, supply of a commodity
is the quantity of the commodity that a seller offers for sale at
a given price at a given time. It refers to the quantity of goods a
producer is willing to sell at a given price at a given point of time.

Supply Function
The relationship between the quantity supplied and its
determining factors is termed as supply function. The producers
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before opting to produce a good should identify and understand different
factors which influence the quantity they could sell. The supply function
helps the producers to identify the factors affecting the quantity that
they could sell and accordingly adjust their activity.

Supply Function
Symbolically the supply function can be expressed as below:

Qs = Quantity supplied
P = Price of the good supplied

he

Where,

d

Qs = f (P, Pr, C, Tc, T…)
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Pr = Price of the related goods like substitutes or
complimentary goods

C = Cost of producing the good (cost of inputs used in
production)

Tc = Transportation cost

T = Technology used to produce the good

However, at any given point of time, it is convenient to assume
that the quantity supplied of a good is to a larger extent determined
by the price of the good. Thus, it is usually expressed as:

Where,

to

Qs = f (P)

Qs = Quantity supplied
= functional relationship

No
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f

P = price of the good supplied

Hence, the supply function is defined as the mathematical
relationship between quantity supplied and its price. The equation
is read as quantity supplied is the function of price.
In the given equation, Qs = f (P), the quantity supplied changes
due to the change in the price of a good in the market. Therefore, Qs
is called as dependent variable and the price is called as independent
variable.
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Supply Schedule
The supply schedule refers to the tabular representation of the
quantity supplied in the market. The supply schedule is also helpful in
explaining the relationship between quantity supplied and the price of
a product.

Individual supply schedule

he

i.
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There are two types of supply schedules, namely:

i.
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ii. Market supply schedule

Individual supply schedule : It represents the supply schedule
of a single producer/seller. It refers to the various quantities of a
good supplied by an individual producer or seller at various prices
at a given point of time.

ii.

Market supply schedule : It represents the supply schedule of
all the producers/sellers in the market. It is an aggregated supply
schedule obtained by adding up all the individual supply schedules

to

of the sellers in the market.

No
t

Law of Supply

The supply schedule discussed earlier indicates that quantity

supplied of a good is positive and direct related to its price. This is
explained as the law of supply. The law states that: Other things
remaining the same, quantity supplied of a commodity is a direct
function of its price. That is, with increase in price, the quantity supplied
increases and with decrease in prices, the quantity supplied decreases.
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The law of Supply can be demonstrated by the following supply
schedule:
Price of Oranges per Kg

Quantity supplied of
Oranges (in Kgs.)

1

10

2

15

3

20

4

25

5

he

5
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(in Rupees)

The above supply schedule shows that, as the price per kg of Oranges
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increases from Rs.5 to Rs.25 the quantity supplied by the seller also
increases from 1 kg to 5 kgs. This schedule demonstrates the positive
relationship between the price and the quantity supplied as stated by
the law of supply.

Graphical representation – Supply curve:

The supply curve is the graphical representation of the supply

No
t

to

schedule. It is derived by plotting the supply curve on the graph.
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In the above graph, the quantity supplied is measured on the
horizontal axis and the price is measured on vertical axis. As the price
increases, the quantity supplied also increases. The line joining the
various points give us the supply curve. The supply curve always slopes
upward from left to right, indicating the positive relationship between

Exceptions to the law of supply

d

the price of the good and the quantity supplied.
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There are few exceptions to the law of supply. Few of them are listed below:
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i. During natural calamities in spite of increasing prices, the quantity
supplied cannot be increased.

ii. Supply of the rare articles cannot be increased.

iii. The law cannot be applied to the supply of labour. Labourers
cannot work extensively just because of increase in wages.

Factors determining supply

to

The supply of a good or a service is determined by various factors.
Such factors are called determinants of supply. The quantity supplied

No
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changes with the changes in these factors. Let us understand them
briefly.
i.

Price of the good : The main factor that determines the supply of

goods and services is its price. The producer would be encouraged
to supply more quantity of goods when the prices are higher.
Therefore, price of a good and quantity of its supply are positively
related.
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ii.

Price of related goods : The prices of other related goods also
affect the supply of a good or a service. Let us suppose that a
farmer produces two goods wheat and rice with the help of given
resources. If the price of rice increases, it will be more profitable
for the farmer to produce more of rice. The farmer will divert his
resources from production of wheat to production of rice. As
a result the supply of rice will increase and that of wheat will

d

decrease. On the other hand, a fall in price of rice will result in

Cost of production : The seller considers the cost of producing
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iii.

he

decrease in supply of rice and an increase in supply of wheat.

a good before considering the quantity supplied. If there is
an increase in cost of production, that is, prices of factors of
production in terms of rent, wages, interest and profits, the
quantity supplied of that good will decline. Any decrease in cost
of production increases the profit margin and more of that good
will be produced and supplied.
iv.

Transportation cost : If the cost of transporting the raw materials

to

is high, it will push up the production cost, which will in turn

No
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reduce production and the quantity supplied.
v.

Technology : The supply of a good also depends on the kind
of technology used to produce the good. Employment of capital
intensive and advanced technology can help the producer to
produce and supply larger quantities of goods in short span of
time. If the labour intensive technology is used to produce the
good, it might take a longer span of time to supply the good.
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vi.

Climatic condition : The normal weather conditions and absence
of any natural calamities like flood, drought, famines etc., would
facilitate an increase in quantity supplied.

vii.

Population size : The population size determines the market for
a good. If the size of the population is larger, then the producer

he

then the quantity supplied would be less.

d

can increase the supply of a good. If the population is smaller,

viii. Government policies : The government policies like tax holidays,
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subsidies to the producers would encourage them to produce and
sell more quantities of the goods in the market.
ix.

Business objectives : The business objectives also play an
important role in determining the supply quantity of the good. If
the producer`s objective is to earn super-normal profits, then he
would supply less quantity of the goods to sell them at a higher
price. If the producer aims at market capturing, then they would

Business conditions : The business conditions in the economy
would also play a decisive role in determining the supply of goods

No
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x.

to

supply more quantity of the goods even at a lower price.

and services. If the economy is undergoing a downturn, the
supply would be less, if the economy is experiencing an upturn,
the supply of goods and services would be higher.
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Exercise
I.

Choose the correct answer from the four options given
below.
1.

Supply implies the flow of ______ and ______ in the market.
a) goods and services

b) wants and demand

		

c) demand and supply

d) price and supply

Supply schedule of a single seller is called as __________

he

2.

d

		

a) market schedule

b) individual schedule

		

c) price schedule

d) demand schedule

3.
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There is a _________ relationship between price and quantity supply.

		

a) no		

b) negative

		

c) zero		

d) positive

4.

The supply curve slopes ________ from left to right.
a) downward		

		

c) straight		

d) vertical

An increase in transportation cost leads to _______ in supply

No
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5.

b) upward

to

		

of a good.

		

a) increase		

b) decrease

		

c) no changes		

d) expansion
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II.

Fill in the blanks.
1.

_________ is the main factor which affects the supply.

2.

Rare articles are _______ to the law of supply.

3.

If an economy is experiencing a downturn, the quantity
supplied will be _____

of goods at a ______ price.

If ___________ technology is used to produce the good, it might
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5.

d

To capture the market, a producer shall supply ______ quantity

he

4.

take a longer span of time to supply the good.

III. Answer the following in one sentence.
What is supply?

2.

Write the meaning of supply schedule.

3.

Mention different types of supply schedule.

4.

What happens to the quantity supplied of rice if the price of

to

1.

rice increases in the market?
Mention the effect of price on the supply of goods.

No
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5.

IV. Answer the following questions in two or three sentences.
1.

What is supply function?

2.

State the law of supply.

3.

Give the meaning of supply curve.
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List the exceptions to the Law of Supply.

5.

How do government policies affect supply of a good?

Answer the following in about eight sentences.
Explain the law of supply.

2.

Discuss the factors determining supply.

3.

Draw a supply curve with the help of an imaginary supply

d

1.

he

V.

4.

schedule.

Highlight the role of technology in determining the supply.

5.

Business conditions do affect supply. Explain.
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4.

Project Work

to

• Go to the nearby market(at least thrice with a gap
of seven days) and identify the selected commodities
price at different intervals and its impact on
supply of that commodity
• Collect information and write about some goods
whose supply has changed due to change in

No
t

tastes of the people in your district.

MHMHM
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Chapter

9

Production

d

“Production and consumption are the nipples of modern society. Thus
suckled, humanity grows in strength and beauty; rising standard of living
all modern conveniences, distractions of all kinds, culture of all the comfort
of your dreams.
- Raoul Vaneigem

he

Introduction
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Production as a word means ‘to create’. Human beings require
various types of goods to satisfy their needs. These products can be
produced with the help of various inputs or factors of production.
These factors come together to create outputs that have utility to users
or consumers. The consumption of these outputs satisfies various
human needs. Thus, economic well-being is promoted in the production
process. Hence, there is a close relationship between production and
economic well-being of the economy. If so what is production? Which
are the factors of Production? What is the contribution of each factor

to

of production? The objective of this chapter is to find answers to these
questions and know about various other issues related to production.

No
t

Meaning of Production
Production is a process that transforms inputs into valuable output.

It means the creation of utilities. Mankind is provided with many
kinds of resources like land, labour, capital and organization. These
resources are called as factors of production. These factors are used in
various proportions in production for their optimum use. The process
of transforming these factors into valuable outputs is called production.
The outputs produced can be a good (physical product) or a service.
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These goods and services contribute towards the utility of the
consumers and make their life enjoyable. A classic example for this is
a farmer producing wheat. To produce wheat the farmer uses inputs
like soil, seeds, tools, water along with the labour services and the final
output has utility for the consumers.
Production is also value addition which enhances the utility of the

d

products for the consumers. Accordingly different types of utility can
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be created or added in the process of production. The various types of

i.
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utilities are:

Form Utility: If the physical form of a commodity is changed, its
utility may increase. For example, the utility of cotton increases,
when it is converted into clothes.

ii.

Place Utility: If a commodity is transported from one place to
another, its utility will increase. For example, sand at river bank
is not so useful but when it is shifted to a construction site its
utility increases.

Time Utility: If the commodity is stored for future usage, its

to

iii.

No
t

utility will increase. For example, during rainy season water is
stored in the reservoirs, so that it can be used throughout the
year.

iv.

Possession Utility: The transaction between a buyer and a seller
which leads to transfer of ownership creates possession utility.
For example, gold in the showroom is not as useful as with the
person who buys it.
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Factors of Production
As already mentioned, production is carried out by using the
four factors of production, viz., (I) Land (II) Labour (III) Capital and

I. Land
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Production

he

Factors of

d

(IV) Organization. They are discussed in detail below.

Land is an essential factor of production. It is the physical place
where any economic activity can take place. Land includes both
renewable and non-renewable natural physical resources. Renewable

to

resources include agricultural land, forest, solar energy, water, etc.
Whereas non-renewable resources include earth minerals and metal

No
t

ores, coal, petroleum, natural gas, etc.

Characteristics of Land
The important characteristics of land are:

i.

Land is free gift of nature to mankind: Land is free gift given by
nature. Man can work and improve the fertility of land but cannot
produce or create land.
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ii.

Land is a primary factor of production: Land is an inevitable
factor for any kind of production. For example, whereas a farmer
uses land to produce crops, an industrialist builds the factory on
the land.

iii.

Supply of land is fixed: Availability of land is fixed as the size of
the earth cannot be changed.

d

Land is also immobile: Land is immobile in nature. Land cannot
be shifted from one place to another.

Land is passive by nature: Land does not produce by itself. It
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v.

he

iv.

depends upon other factors of production labour, capital and
organization to become productive.
vi.

Land is of various qualities: Fertility of land varies from place to
place. Some lands yield relatively more than other land, because
of their higher fertility and vice-versa.

vii. Value of Land differs: Value of land is high if it is fertile, its

to

location is near the market place, raw material, infrastructure

No
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facilities and vice-versa.
viii. Land can be used for various activities: Land can be used for
multiple uses, it can be used to grow crops, construct a factory,
school, roads, hospital, park or playground.
ix.

Land is not perishable: No one can destroy land. It is durable
and indestructible. However, land quality could reduce due to
improper use of it.
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x.

Land is characterized by indirect demand: Demand for land will
always be indirect. For instance the increased demand for cloth
will in-turn bring more demand to produce cotton and hence more
land to grow cotton.

Importance of Land: Land is the most fundamental resource for any
economic activity. Land is the source of all material wealth. Hence,

d

land becomes the primary factor in any production process no matter
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what kind or form it may be.
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The economic prosperity of a country depends upon its richness
in the availability of natural resources. For example, a country having
good quality and quantity of soil, climate, and rainfall is always rich in
agricultural wealth. Agricultural products are the essential means for
human survival and also form the basis of trade and industry.
Industry requires minerals from earth, water and energy from
waterfalls and agricultural produces for their production. Similarly, trade
of a country depend upon the raw materials available, semi-finished

to

goods and the finished goods produced. Thus, ‘Land’ is necessary input
in all types of production process i.e. agriculture, trade, industry and

No
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service. The importance of land is therefore too much in all the aspects
of human life.

II. Labour

Labour is that factor of production which uses the

mental and

physical energy of human beings for monetary benefits. Labour
transforms raw or natural resources into usable goods and services that
have monetary value and it helps the human efforts to acquire income.
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Labour includes a coal miner, a factory worker, a doctor, a teacher, an
engineer, etc. In Economics, labour refers to that work which is used
for earning income. Therefore, labour does not include any work done
for self-entertainment or for their own passion like doing gardening in
their own house or painting as a hobby.

i.

he

The important characteristics of labour are:

d

Characteristics of Labour

Labour is Perishable: Labour is highly perishable. It cannot be
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stored or postponed for next day. If a person sits idle for a day,
his labour of that day is lost forever, it cannot be used the next
day.
ii.

Labour cannot be separated from the labourer : Labourers
accompany their skills with themselves to the place where they
sell their labour. For instance, surgeons physically go to the
operation theater with their skills to operate a patient.
Labour is less mobile: Labourers are reluctant to change

to

iii.

places frequently due to difference in social factors (language,

No
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customs, traditions, etc.) geographical factors (climate, weather,
environment, etc.) and due to difficulties of migration between
regions and countries.

iv.

Labour possesses weak bargaining power: Labourers have a
very weak bargaining power, because they are generally poor and
their labour cannot be stored. Since these labourers generally do
not have reserves to fall upon they are ready to sell their labour
at wage rates offered by the employer.
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v.

Labourer is not a machine: A labourer is a human being who has
feelings, emotions and gets tired. The productivity of a motivated
labourer increases many times while a passive labourer will not be
attracted towards work. So, it is important to provide all facilities
to the labourers, so that their efficiency increases.

vi.

Efficiency of labour is not similar: Labourer’s differ in their

d

level of skills, knowledge, experience, morale, etc. Thus, their

vii.
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be increased by providing training.

he

efficiency and production levels also vary. Efficiency of labour can

Labour is a means as well as the end of production: Labour
not only contributes in the production but also utilizes the end
products to satisfy his wants.

viii. Labour requirement cannot be calculated: It is difficult to
estimate the exact units of labour that is required to perform a
particular work. Labour therefore is an immeasurable factor of

to

production.

No
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Factors determining Labour Efficiency
Many factors determine labour. The important among them are:

(i) Personal Qualities (ii) Working conditions (iii) Social and Political
factors
i.

Personal Qualities
a) Education level: Education level and technical skill know-how
helps to increase the efficiency of the labour.
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b) Personal Qualities: Personal qualities like physique, mental
ability, intelligence and willingness to learn and work affect the
efficiency of the labour directly.
c) Climatic conditions: Cool climate is more conducive for hard
work than the hot climate.
ii. Working Conditions

d

a) Organization and equipment: A well-organized working place
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along with latest and modern machinery and equipment helps to
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improve labour efficiency.

b) Working environment: Good lighting, ventilation, sanitary
arrangements and recreation facilities improve the labour
efficiency.

c) Working hours: Appropriate working hours with sufficient breaks
in between increases the efficiency of the labour.

d) Fair wages: Payment of appropriate wages and on time encourages
people to work and stay longer at the work place.

to

iii. Social and Political factors

No
t

a) Welfare activities: Welfare activities like provision of housing,
transport, educational facilities for children, hospital, insurance
benefits and social security schemes improve labour efficiency.

b) Social and religious attitude: Caste system, conservative attitude
towards working women also affects the efficiency of labour.
c) Political stability: A stable political environment of the country
also enhances the efficiency of the labour.
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III. Capital
Wealth is anything that has value i.e. it possesses attributes of
utility, scarcity and marketability and the part of it which is used for
production is called Capital. Capital like other factors of production
is not the primary factor of production. Capital is used by labour to
modify other factors of production and together produce goods and
services for satisfaction of human desires. Capital helps to yield income

d

and also helps in the production of further wealth. For instance, buying
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machinery, setting up factories, investment in business, buying land
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for farming, etc. is capital.

The important characteristics of capital are :
i.

Capital is an important factor of production: Capital helps
to procure raw material, equipment’s and tools that help in
production. It also helps to feed food, buy clothes, imparting wages
to the workers to keep them motivated to work. Thus, capital
helps in speeding up and increasing the amount of productivity.

ii.

Capital is man-made: Capital is a secondary factor of production

to

which is produced as a result of production done by human

No
t

labour.
iii.

Capital is passive in nature: Capital cannot produce by itself. It

requires labour combined with land to work upon it in order to do
production.

iv.

Supply of Capital is elastic: Supply of capital depends upon
the amount of capital formation. When savings and investments
are high, more capital is created which leads to increase in the
supply of capital.
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v.

Capital is mobile: Capital can be transported from one place to
another place very easily.

vi.

Capital is durable: Capital does not perish like labour hence has
a long life.

vii.

Capital helps to yield income: Capital can help to earn income

The important types of capital are :

Fixed capital: It refers to durable goods like machinery, tools,
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i.

he

further production and investment.

d

if the owner of the capital utilizes it wisely and diverts it towards

means of transport, plant and building which are used in
production for years. The money invested in such capital goods is
fixed for a long period.
ii.

Circulating capital: It is the money capital used to purchase raw
materials like seeds, manure. The cost of this capital is recovered
after selling the produced goods.

Sunk capital: Capital used to buy goods which have a specific

to

iii.

use only is called Sunk capital. For example, a textile weaving

No
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machine can be used only in textile mill.

iv.

Floating capital: Capital goods which are capable of being used in
different ways are called floating capital. For instance electricity,
fuel, can be used for different purposes.

v.

Working Capital: Working capital is the capital which the producer
always keeps in hand so that the production process functions
without any hindrance. It is also called as liquid capital.
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vi.

Real capital : Tangible capital goods other than money such
as machinery, plant building, raw materials and tools are real
capital.

vii.

Private capital: Capital owned by an individual is called private
capital like private hospital, school.

viii. Public capital: Capital assets provided and managed by the

Human Capital: Human capital is the capital that includes
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ix.

he

canals, buildings, etc, are called public capital

d

government like Indian railways, factories, power houses, roads,

education, knowledge, skills, individual human talent of the
employees. It also includes employee’s behavioral habits as well
as the energy levels of their physical and mental health.
x.

Social capital: Social capital is a form of economic and cultural
capital in which social networks are central and represent the
social and cultural values. Social networks are used to foster
economic ties in the society.

In modern economy, capital has a very important place amongst

No
t

i.

to

Importance of capital

all the factors of production. The economic development of any
country depends not only on the land and labour available but
also on the amount of capital available. Without capital it is
difficult to blend other factors of production such as land, labour
and organization. Even organizations cannot be established in
the absence of capital. So, capital plays a very pivotal role in the
production process.
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ii.

A country which is rich in land and labour resources often
remains under-developed if it lacks capital. Abundant supply of
capital gives boost to production. Increase in production helps to
initiate more economic activities which results in the generation
of employment opportunities.

iii.

Improvement in employment status helps to reduce poverty in the

d

country and also improves the standard of living of the people.
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Thus, capital helps in the growth of the economy.
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IV. Organization

Organization is a factor of production which plays the role of
aggregation and coordination of all other factors of production. A
properly planned and implemented production process helps in the
smooth and successful production activity. This task of organization
is carried out by the entrepreneur. Entrepreneur is the person who
initiates the work, gears it up and supervises it, so that the required
output is achieved. Entrepreneur also bears the risk of uncertainty as
the factors bought for production today will only be sold as output in

to

the future. Entrepreneur also acts as an innovator and infuses new
ideas in the production process and business. Entrepreneur makes

No
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sure that all the factors work harmoniously.

The important characteristics of an organisation are:
i.

Initiator : The first step towards organization is to decide what
product to produce? Which process to use for production? How
much quantity to produce? For whom is the product being offered
for sale? And what are the sources of funds? By addressing these
issues, the entrepreneur prepares a plan to achieve the goal.
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ii.

Organizer : To materialize his plan the entrepreneur starts
procuring all raw materials including other factors of production
such as land, labor and capital. Organizing should result in
maximum output at minimum cost and using the available
resources effectively.

iii.

Supervisor and controller : Supervision refers to monitoring.

d

During the production process, the entrepreneur ensures that the

he

process is heading in right direction; right people are in the right
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place and all the factors of production as well the departments
are working toward achieving the expected output. He also keeps
a control on any deviations caused due to changes in market,
government policies, etc. which can hamper the process.
iv.

Expanding business : The entrepreneur always seeks for an
opportunity to expand his business. They keep on exploring
new markets continuously to capture the market in the highly
competitive world.

Decision Maker : The entrepreneur is expected to take right and

to

v.

No
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prompt decisions. Hasty and delayed decisions may increase cost
of project and affect the profits.

vi.

Negotiation

skills

and

professional

attitude

:

As

the

entrepreneur deals with different people like consumers, workers,
government officials, etc., the entrepreneur should possess good
communication and negotiation skills. They should also be
professional in their approach and behavior.
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vii.

Risk-taker and uncertainty bearing : The production of a product
always takes place in anticipation of demand for the product in the
future. Risks like change in tastes, fashions, government policies,
etc. are always associated with these decisions. The entrepreneur
should be capable of handling these situations.

viii. Innovator : The entrepreneur should be an innovator. Entrepreneur

d

should be proactive in using new methods of production, new

he

sources of raw material, modern technologies of production, etc.
in the production process.

Revenue and income Distributor : The entrepreneur has a
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ix.

major task to distribute income or revenues to all the factors of
production like rent to the landlord, interest on capital borrowed,
wages to the workers, etc. Entrepreneur should follow a feasible
model to distribute the same.
x.

Government Rules and Regulations : The entrepreneur
must make sure that they adhere to all government rules and

to

regulations. Entrepreneur should also follow the tax procedure
applicable and other rules and regulations in the country where

No
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business is located.

Importance of Organization (Enterprise):
Production processes are mostly complicated and get influenced with

any change in technology or new innovations. Hence, it is necessary
that all the factors of production are well organized and the process is
properly planned and executed. Entrepreneur is the person who plays
the role of an organizer.
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Exercise
I.

Choose the correct answer from the four options given
below.

a) land

2)

		

b) active

c) passive

d) none of the above

Labour is_________.
a) perishable

4)

d) all the above.

Land by nature is _________.
a) neutral

3)

c) capital
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b) labour

d

		

Factors of production include___________.

he

1)

b) less mobile c) a machine

d) both a & b

Capital used to buy goods which have a specific use only is
called ______ capital.

		

a) sunk

5)

d) working

Entrepreneur is the person who plays the role of ___________
a) organizer

b) innovator

c) risk taker d) all the above

Fill in the blanks.
1)

Production means creation of __________.

2)

Land is free gift given to us by ______.

3)

If a commodity is transported from one place to another it is

No
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II.

c) real

to

		

b) fixed

called as_______ utility.
4)

Labour cannot be separated from the _________.

5)

Indian Railways is an example of ________ capital.
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III. Answer the following in one sentence.
2)

Give an example of form utility.

3)

What is meant by land?

4)

What is meant by labour?

5)

What is meant by capital?

What are the different kinds of utilities.

2)

Write about the four factors of production.

3)

Explain any two characteristics of capital.

4)

What is fixed capital?

5)

What is an organization?
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1)

d

Answer the following questions in two or three sentences.

Answer the following in an about 8 sentences.
1)

Explain the various types of utilities?

2)

Discuss any four characteristics of land.

3)

Write a note on the various factors affecting labour.

4)

Explain in brief the various characteristics of an organisation.

5)

Explain any four types of capital.

No
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V.

What is Production?

to

IV.

1)

Project Work

• List out the labour efficiency of ten people of your
neighborhood based on the personal qualities
and working conditions
• Collect information and write about the various
types of production units in your district.

MHMHM
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Chapter 10

Goods and Markets
‘A market is simply the network of dealing in any factor or product between
buyers and sellers.’
- Cairncross

d

Introduction

he

Goods and markets play an important role in human well-being. We
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use many goods in our homes such as food, clothes, furniture, books,
games, television, etc. We buy these and other goods required by us
from the market. The quantity of goods that a country can produce
and sell or market plays an important role in its economic prosperity.
Therefore we need to understand as to what goods are? What are the
various types of goods? What are the characteristics of various types of
goods? What is a market? What are the various types of market? What
are the features of these markets? This chapter tries to answer these
questions and discuss various other issues about goods and markets.

to

Meaning of Goods

No
t

Human beings require different types of goods to satisfy their needs.
Goods are physical objects that we can see and touch. They satisfy
the human wants through provision of utility. For instance, an electric
fan makes our life comfortable in summer; or an umbrella protects
us from rains. Goods need to be produced using resources like, land,
labour, capital and organization. These produced goods are offered in
the markets where they are bought, sold and traded. Different quantity
and quality of goods are essential for better quality of human life. Hence,
goods become the source for beginning of all economic activities.
104

Types of Goods:
We know that we use different types of goods and it is not possible to
study them individually. Therefore, in order to understand them properly
we have to classify them in some broad groups. This classification which
can be done in many ways helps us in understanding the importance of
different goods. The most common classifications are:

he

ii. Consumer goods and Producer goods
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i. Free goods and Economic goods
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iii. Single use goods and Durable use goods
iv. Intermediate goods and Final goods
v. Public goods and Private goods

i. Free Goods and Economic goods:

Any good that is available in such an abundant quantity so that
we do not pay any price for it, is called a free good. For example, you
need not pay anything to take a kilo of sand in desert, but the same

to

sand is sold at a price in your city. Thus, a free good is that which has
utility but no price is to be paid for the same. Free goods are free gifts of

No
t

nature. Their availability is higher than their requirement. That is their
supply exceeds demand.
On the other hand, economic goods are those whose availability is

lesser than their requirement. Their demand exceeds the supply and
because of this scarcity they are priced. They may be free gifts of nature
like water, sand, wood, etc., and man made goods like books, pens,
soaps, clothes, etc.
105

ii. Consumer Goods and Producer Goods:
Goods that we use for satisfaction of our wants directly are
consumer goods. For example, goods like bread, book, pen, etc., are
consumer goods. On the other hand, producer goods are those goods
that are used in the production of other goods that are consumed by
us. Therefore, they satisfy our wants indirectly. Examples of such goods
are: machinery, tools, equipment and raw materials. Thus, for a farmer

he

fruits that he grows are consumer goods.
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tractor, seeds, fertilizers are producer goods but wheat, vegetables and
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iii. Single Use Goods and Durable Use Goods:

Single use goods are those that could be used only once, they are
finished in a single use. Single use goods may be further classified as
consumer and producer goods. Let us consider the example of our daily
consumption. When we eat bread, it is not available for consumption
next time. Similarly, a note book is available for use till it is full; it
cannot be used for writing further. Similarly, producer goods like coal,
diesel, sugar cane when used in the production, are not available for
further use. These are purchased every time they are required by us.

to

Durable use goods are those that can be used again and again for a
long period of time. They can also be divided into consumer and producer

No
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goods. Goods like clothes, television, computers, furniture, motor bike,
etc. are durable consumer goods that are not purchased every time
they are used. Durable producer goods are those that are used in
production again and again. For example, all machinery, equipment,
tractors, implements, etc. However, repeated use of these goods leads
to their wear and tear which require maintenance or depreciation. In
the case of student, note book is a single use good, a text book is a
durable use good.
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iv. Intermediate and Final Goods:
Goods are also classified as intermediate and final goods. Final goods
are those that are meant for final use; while intermediates are those
that are used in the production of these final goods. Thus, while wheat
flour is an intermediary, bread is a final good. Coal as an intermediate
good is used to produce electricity which itself is another intermediate
good. Thus intermediate goods are raw materials or other produced

d

goods that further go into the process of production.
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v. Public and Private Goods:

Public goods are provided without exception to all members
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of a society, either by the government or by a private individual or
organization. These goods can be consumed by all individuals in a
society. Public goods are characterized by joint consumption. Further,
consumption of these goods by one does not reduce their availability to
others. Such goods are called as public goods. For example, the street
lights can be consumed by anybody and consumption by one person
does not reduce the quantity of the light available for the others. Other
examples of public goods include the air, public parks, radio broadcast,
national defense, etc.

to

Private goods, on the other hand, are those goods that are belong to
an individual and he/she alone is entitled to its consumption because

No
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he/she alone owns it and hence prevents others from consuming it.
Unlike public goods, use of a private good by one reduces its availability
to others. For example, when you buy a note book from a shop, the
quantity available for others declines and only you can use your
note book. Majority of the goods consumed in the market economy
are private goods. Since these goods are privately owned, they help in
increasing the consumption satisfaction levels. Some private goods are
food, clothing, house or assets, vehicle. Thus private good is ‘mine’ but
public good is ‘ours’.
107

Markets
Markets are part of everyone’s lives. People go to markets to either
to buy or sell or do both. In common parlance, markets refer to a place
where buyers and sellers meet. But in Economics, “market refers to the
arrangement in a given area whereby buyers and sellers come in contact
with each other directly or indirectly, to buy or sells goods.” A market is

d

an arrangement for transaction between buyers and sellers. It need not

he

necessarily be a physical place nor require face to face contact. Thus,
if you order for a pair of shoes online, it is also considered as a market.
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Any mechanism for buyers to buy and sellers to sell can be called as
market. Further, market in economics refers to a larger area which can
be a city, region nation or even the world.

Features of a Market
i.

Buyers and sellers: The presence of buyers and sellers is essential
in the market. Their presence can be physical or virtual.

to

ii. Commodity: There exists a commodity to transact in the market.
Different markets exist for different commodities. Like, there are

No
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separate markets for clothes, grains, jewellry, etc.

iii. Place/Mechanism: There exists a place or mechanism through
which buyers and sellers of a product transact and finalize the
deals. The mechanism can be direct physical interaction or
transaction over phone or internet.
iv. A price: There should be a price for the commodity that is bought
and sold in the market.
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Types of Market
Markets are classified based on (i) Place and (ii) Competition. Let us
discuss about each of these classifications.
Classification based on Place or Geographical Area : On the basis of
Place, the market is classified as follows:
i. Local Market - Local market are limited to a specific place. The

d

buyers and the sellers share a very close relationship in this
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market. Generally goods like flowers, milk, daily household items
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are bought and sold here.

ii. Regional Market - Regional markets refers to markets that are
spread over wider area. The area may include certain cities, parts
of states, or entire state. Market for food grains is an example of a
regional market.

iii. National Market - National market refers to area spread all over
the country. Hence, the demand and supply of the goods and
services are spread throughout the country. Market for goods

to

such as Jute, Tea is an example of national market.
iv. International Market - International market operates in more
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than one country. In this market the demand and supply of goods
and services cross the boundary of a country. Market for goods
like coffee, gold, silver is an example of a international market.

Classification based on nature of competition
On the basis of competition, the market is classified as perfectly
competitive and imperfectly competitive markets. Let us explain each
of them briefly.
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Perfectly Competitive Market: A market is said to be perfectly
competitive market if the following conditions are satisfied:
i.

There is a large number of buyers and sellers so that each one
forms a very small component of the total market and they cannot
individually influence prices, total demand or total supply.

he

industry hence they are price takers.

d

Therefore, none of the firms are large enough to influence the

ii. All firms sell homogeneous products. Because of the homogeneity
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of the product and inability of a single seller or buyer to influence
the price, a single price prevails in the market at which everyone
has to sell or buy.

iii. There are no barriers to entry and exit.

iv. Buyers have complete information about the products being sold
and the prices charged by each firm.

The concept of perfectly competitive market can be understood with

to

the help of agricultural goods market. Assume in a vegetable market

No
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there are many sellers and buyers of potatoes. An individual goes to
market to buy a kg. of potato. The individual goes to seller A and enquires
the price who states it as Rs. 30, the individual goes to seller B who also
states the same price. Similarly, the individual goes to sellers C and D
who also quote Rs. 30 per kg. The prices of all the sellers are same for
the demanded quantity. The market thus shows the characteristics of
a perfect competition.
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Imperfectly competitive markets – Imperfectly competitive market
refers to situation where one or more of conditions of perfect competition
are violated. Obviously, it is the most common type of market structure
that exists. Thus, in these markets the conditions are:
i.

Number of sellers may be one, few or many

ii. The goods sold are heterogeneous (dissimilar) in nature

he

goods or services they produce

d

iii. Firms have a considerable amount of control over the prices of
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iv. They influence the consumer behavior through advertisement
and sales promotion
v.

In an imperfect market structure there are barriers to entry or exit

vi. In this market there are some buyers or sellers or both who are
not aware of the prices at which transactions takes place.
Examples of imperfect markets are telecommunications, automobiles,
soaps, cosmetics, etc. The various forms of imperfect competition are:
Monopoly : Monopoly is a market structure that is characterized

to

I.

by a single seller, selling a unique product in the market. ‘Mono’
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means single and ‘poly’ is to sell. In a monopoly market, the seller
faces no competition, as the seller is the sole seller of goods with
no close substitute. The seller enjoys power as a price maker for
his goods. The entry is restricted due to high costs or other factors
like government license, ownership of resources, copyright and
patent. For, instance government control over railways in India is
an example of monopoly.
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II.

Oligopoly : Oligopoly is a market structure in which there are
few sellers or producers controlling the bulk of the market for
that good. ‘Oligo’ means few. The products marketed are either
homogeneous or differentiated. There are barriers to entry for
other sellers. Being limited in number any change in price and
output by one individual firm influences the profits and output of
the rival firms. Major soft drink firms, airlines, milk firms, steel,

d

cement and auto manufacturers are some example of an oligopoly

Monopolistic Competition : Monopolistic market structure is
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III.

he

market.

characterized by many sellers. The goods sold in this market are
similar but slightly different in their features. The competition
among firms in this market depends both on price and other
factors of the goods. There exists free entry and exit of the
producers. Along with product differentiation, the sellers take to
aggressive advertisement for increasing their market sales. The
examples of this form of market are mobiles, cosmetics, detergents,

Monopsony : The term ‘sony’ means to buy. Hence, monopsony

No
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IV.

to

toothpastes, restaurants, etc.

refers to a market where there is one buyer and many sellers. It
is a market similar to monopoly except that a large buyer controls
a large proportion of the market. A few example of monopsony
include (i) Supermarkets have monopsony power in buying
vegetables or fruits from the farmers; (ii) Indian Railways is the
sole buyer of coaches and wagons manufactured in India; (iii)
Government employs nurses or police.
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Exercise
Choose the correct answer from the four options given
below.
1)

Goods that we use for satisfaction of our wants directly are
____ goods.

		

a) durable		

b) free

		

c) consumer		

d) private

2)

Public goods may also give rise to the problem of ________.

d

I.

a) paid rider		

b) free rider

		

c) restricted rider

d) none of the above
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3)

he

		

Markets comprises of ______.

		

a) buyers and sellers

b) commodity

		

c) place		

d) all of the above

4)

Market where there is one buyer and many sellers is called
as___________ market.

		

a) monopoly		

b) oligopoly

		

c) monopsony 		

d) monopolistic

A market where all firms sell homogeneous products is called
as________ market.

to

5)

a) imperfect		

b) monopoly

		

c) perfectly competitive

d) none of the above

No
t

		

II.

Fill in the blanks.

1)

Free goods are free gifts of _____.

2)

Local market are limited to _____ place.

3)

_________ is transacted in the market.

4)

Oligo means ____ .

5)

There are no barriers to entry and exit in ________ market.
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III. Answer the following in one sentence.
1)

What are goods?

2)

Give two examples of durable use goods.

3)

What are intermediate goods?

4)

What are final goods?

5)

Give an example for monopoly market.

Mention the role of goods in human life.

2)

Differentiate between free goods and economic goods.

3)

Mention the various features of a market.

4)

Differentiate between local and regional market.

5)

What is an oligopoly market?
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1)

Answer the following in an about 8 sentences.
Discuss various types of goods.

2)

Write a note on public and private goods.

3)

Explain the various markets classified on the basis of place.

4)

What are markets? Explain the perfectly competitive market
structure.

to

1)

No
t

V.

d

IV. Answer the following questions in two or three sentences.

5)

Write a note on imperfect market structure.

Project Work

• Make a list of public and private goods you
use on day-to-day basis.
• Collect information and write about the various types
of markets in your district.
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