P e

@8N College Saral Adhyayan Mala J

~ APPLIED ECONOMICS

' B.Com. Second Year : Elective Subject

iy _>nno-..&=u to New Syllabus and
o _ ‘mun.:-,nsmon Pattern for Annual System
- .o Long, m—.e-.ﬂ <@..e. Short and Objective Types Questions

&

: Prof. Shripal Saklecha
R “ " Ex Head of Depariment .
2t 2o - PMB. Gujarati Commerce College, Indore

&
Neelam Nahar
Ex. Lecture MKHSS. Gis College -

@

Publishers

g Satish Printers and Publishers "

Educational Publishers
209/1, M.G. Road (Khajuri Bazar), INDORE (M.P.)




SYLLABUS : APPLIED ECONOMICS |

B.Com. 1I Year : Elective - Marks 100 (30 + .NT

H

UNITI o Historical Background of Applied Economics, Concept of
>.ﬁv.__m@ mno_.wogmom, Scope, Nature. and Importance, Its
Limitations, Difference between Micro and Macro Economics.

National Income - Conce i w
| ( pt, Gross National Product,
Net Zmao:m.._ Product and Gross Domestic Product,
Net Domestic Product, Methods of Measurement of National
Income and problem related to that. i

2

CZHH II o _:no:._m. w:.n. consumption relationship - Principlés of
Determination of Income classical and Keynes's Theory,
Solution of short term and long term consumption funétion,
consumption function in Indian economy. V

- UNITIII @ Value of Money, Concept and determinants of valie of
money, Quantity theory of money, Theory of Fisher and
Cambridge, Theory of demand and supply of money ._,mmoQ
of money. Theory of liquidity of money, Keynes's money
Income theory. ‘ 1

UNIT IV e Concept of economic development and economic mzmvei? .

economic development, Determining factors, mno:oamw and

non-economic factors affect economic growth classical and !

modern theories of economic development, stages of

economic development of Keynes and Rostow
/ ow, strategy of
balanced and inbalanced development. wc

UNIT V e Changes in the value of money - Money Inflation, Z,Odmc ,

deflation, inflation and narrative i i

. tion, : inflation demand. driven
H:M.H_mn.o:. cost growth inflation, stagflation effect of money
nflation and Money deflation in the Indian economy.

¥t Publishers : Satish Printers & Publishers,
209/1 M.G. Road (Khajuri Bazar),
INDORE (M.P) 452 002, ® : (0731) 4072447, 6266844267

m»« : © Author - 5‘ Also Available in
Hindi Medium

% New Edition""

¥ 75 ,%,.@bﬁ%:“.;h,.. arngg Quﬁd&mﬂnf
# Price:%1200nly % P _

\
|

Printers : Ajit Printers

APPLIED ECONOMICS - B.Com. II Year : Elective

—==CONTENTS =
Q. No. Chapter Page No.
UNIT -1 1. Economics :
Background and Concept 1-10

O Long Answer Type Question .
1.  Discuss the historical background of economics and mention

its various definitions. 1
2. Examine critically the definitions of Economics given by
Marshall’s and Robbins and compare them. 4

O Short Answer Type Questions
3.  'Economics is the Science of Wealth', explain the statement

and critically examine the definitions relating to wealth. 7
4. Make difference between definitions of Marshal and Robbins. 8
Q Very Short Answer Type Questions :
5. What do you mean by Economics ? 9
6. 'Economics is the science of wantlessness' comment the

definition given by prof. J K. Mehta. : ! 9
7.  Classify the definitions of economics. = 10
Q Objective Type Questions 10

2. Scope and Nature of Economics 11-16.

0O Long Answer Type Question : .
8.  Discuss the nature of economics. Is economics a Science oran

art or both. o 11
Q Short Answer Type Questions _
9.  Discuss the subject matter of Economics and its divisions. 13
10. "Economics is a positive science as well as normative science”

Comment. : ‘ 15
Q Very Short Answer Type Questions _ :
11. Discuss the scope of Economics, : 15
12. Discuss the views of different economist regarding subject matter

of economics. 16
O Objective Type Questions 16

2. m,mammomnnm of Economics

O Long Answer Type Question : ,
13. Discuss the practical significance of Economic study. 17

17-21



Q Short Answer Type Questions

14. Discuss theoretical advantages of Economic study.

15. Explain importance of study of Economics for Consumer.

16. Give the significance o*. Economics study to the Industrialists
and businessmen.

QO Very Short Answer Type Questions

17. Forwhich sections study of economics is useful.

18. Discuss the need of Economics study for social workers.

19. Whyis essential the knowledge of economics for finance E_Emﬁmw

QO Objective Type Questions

4. Difference between Mic¢ro and’

Macro Economics - 2235 |

QO Long Answer Type Question

20. Distinguish between Micro and Macro Economics. They are
: two complementary to each other rather than being the alternate
methods of study. Discuss.

21. Explain the concept, nrmnmnnmnmunm and scope om Micro
: Economics.
22. Discuss the concept by Macro moo:oa_nm ? U_mncm.. the nature
and subject matter of Macro Economics.,
Q Short Answer Type Questions
23. Distinguish between Micro Economics and Macro Economics.

. 24. Explain the Inter-dependence of Micro and Macro Economics.

25. Explain the dependence of Macro Economics on Micro
Economics. .

QO Very Short Answer Type Questions
26. What do you mean by Micro Economics ?
27. What do you understand by Macro Economics ?
28. Which are principles or theories included in micro economics.
"29. Show the characteristics of Macro Economics.
' 30. Discuss the scope of Macro Economics,
31. Micro Economics is depends on unreal wmmcsvno:m Explain.
O Objective Type Questions

5. National Income : Concept

19
19 .}

20 |

20
21 3
21 .
21 §

<

w
—

g

,ﬁ'

Gross, Net and Domestic product 36-46

0O Long Answer Type Question

32. Whatis National Income ? In this connection, %ncmm the views .

of Marshall, Pigou and Fisher,

36

33. Discuss the various concept of meouﬂ_ Income and describe

its components.
O Short Answer Type O:s-:o.-u
34. Explain the concepts of National Income.

35. Discuss the importance of computation of National Income of L

a country.

36. Discuss briefly concept of Gross National T.on_:& AOZS and
Net National Product (NNP).

QO Very Short Answer Type Questions

37. What do you mean by National Income ?

38. What is meant by Consumer moomm ?

. 39. What is meant by intermediate moomm ?

40. What do you Bmm:gmnm_moo&c

41. What do you mean by Capital goods ?

42. What are the components of GDP ? :
43. What do you mean by Gross Domestic Products (G.D.P) ?
a O_&unme« Type Questions

6. Methods of Measurement of

§££££££& B R B @

. National Income - 47-56

' O Long Answer Type Question

44. Describe the various methods of measurement of Zmuo:m_
Income.

O Short Answer Type Dﬂ@uﬂo-ﬂ

45.  Explain briefly the income method of computation of National
Income.

46. Explain the Expenditure Method of Oo_.:n:_uwos of National
Income.

M 47, Explain Product or Value added Method of Valuation of

National Income.

48. Discuss the importance of Calculation National Income

in India.

49. Mention the difficulties regarding calculating National Fno:ﬁ
in India.

Q Very Short Answer Type Questions

$0. Explain Income Method of National Income calculation.

51. Write a note on Expenditure' Method of National Income
‘calculation.

Q Objective Type Questions

47

G g a'g‘ﬂ's_%



UNIT - Il

7. Income - 00:0..-5—.&0: Relationship 57-62

QO Long Answer Type Question

52. Explain the Keynesian Psychological Law of Consumption.
Discuss the Keynesian Law of Income Consumption
Relationship. .

Q Short Answer Type Questions .

53. What are Short and long period consumption function.

54. Write anote on Average Propensity and Marginal Propensity
to consume. ‘ .

Q Very Short Answer Type Questions

55. Mention main propositions of Keynes's Psychological Law of

, Consumption. .

56. Mention the assumptions of Psychological theory of Keynes.

QO Objective Type Questions

[

8. Principles of Income Determination 63-70 8§

O Long Answer Type Question
57. Critically. explaint the classical theory of Income and

employment.
’ Or

Explain J.B. Say's Law of Market.' What are the chief criticisms

of new economics against this law ? .
Discuss in brief the Keynesian Theory of Employment.
Or

"The logical starting point of employment is the principle of
Effective Demand." Discuss.
O Short Answer Type Questions :
59. Discuss the assumption of Classical theory of Income and

- Employment. ,

60. Mention the main points of Keynesian Theory of Employment.

QO Very Short Answer Type Questions
61. Explain briefly J.B. Say's Law of Market.
62. Explain effective demand.

O Objective Type Questions

28

69
69
70

4

9. Consumption Function : Solution of Short
and Long term Consumption Function

O Long Answer Type Question .
63. What is meant by Consumption Function? m.mxﬂ_mz: the Em.o_.m
of consumption function. Discuss its importance an
determinants.
. O
(a) Explain the consumption function. Give examples.
(b) Describe the determinants of consumption function.
What do you understand by propensity to consume?
Discuss its determinants.
64. Reconcile short and long period consumption function by way
0O Short Answer Type Questions
65. Explain Consumption function with the help of Table (Schedule)
and grapm.

Discuss the Marginal propensity to consumer.
Discuss the Permanent Income Hypothesis or Theory.

Critically examine Dusenbernry’s Relative Income. Hypothesis

66.
67.

68.

O Very Short Answer Type Questions
69. Give the Meaning of Consumption Function. .

70. Mentiont the determinants of the consumption function.

71. Mention the properties or technical attributes of consumption
function. ;

0 Objective Type Questions

10. Consumption Function in

Indian Economy

QO Long Answer Type Question

72 Write a note on ‘Consumption Function’ in Indian economy.
Or

Give your views in regard to operation of Consumption Function

in India. .

Q Short Answer Type Questions

73.  Give the Suggestions to Increase the propensity to consume in
India. :

a OEsozen..—.cﬁu Questions

of relative income hypothesis and Permanant income hypothesis.

regarding Short period and Long period Consumption function.

71-83

71

74

RN

B8 B

QR



UNIT - III

o

11. Monetary Theories 88.9
Q Long Answer Type Question . 3

74. What do you understand by value of Money? Explain the
Demand and Supply theory of money.

Or

13. Modern Llquidity Theory
of Money

O Long Answer .—S.n. Question
84. Explain the modem liquidity theory of money.
Or
What do you mean by Liquidity of Money ? Dmmnudm :n_:n_@

100-106

Q Short Answer Type Questions

: 100
- “Money is only one of the many economic things. Its value s, theory of money. ; £ th
therefore, determined primarily by exactly the same two factors . Explain the Cambridge or Cash Balance Equation of the
as we determine the value of money as any other thing, namely Quantity Theory of Money. ,
the conditions of demand for it and the quantity of it available.” Or . .
Drocues Or Examine the Cambridge Equation of the Quantity Theory of
o Equation ?
(a) What do you mean by demand of money. Money. Is itan improv manaw”oﬁ_. Febers L
* (b) Mention the factors affecting the supply of money. 88 | " ; ) - ,
= 75. Critically examine the State Theory of Money Value F examine Critically the Cambridge version of the Quantity Theory 102
Determination. _ : RS - 90 of Money. .
O Short Answer Type Questions ' O Short Answer Type Questions .
76. What do you mean by Demand of Money mention factors 86. Explain the Cambridge Equation in brief. 104
mmmngm a1 O VeryShort Answer Type Questions : :
77. Explain the term 'Supply of Money. %2 1 87. Give Classification of money on the basi s of liquidity. 105
. 78. Explain clearly the Value of Money and Price Level. 2. 88. Explain views of Liquidity Theory of Money. 105
O Objective Type Questions . = ‘§- QO Objective Type Questions 106
12. Quantity Theory of Money 9499 14. Keynes Theory of ,
O Long Answer Type Question Money and Price 107-111

79. Critically examine the Quantity Theory of Money. -0 Long Answer Type Question

Critically examin ision in respect . . 89. Discuss the Income Theory of Money as propounded by Keynes.
of Money. = Pehectiisionn GO @.ﬂ,rmoe ‘ " In what respects is it superior to Fisher's Quantity Theory of
Or ' Money ? Or ;

(a) What do you understand by Quantity Theory of Money g -
(b) _ummg. ibe 5@ assumptions of Quantity Theory of Money.
(c) Give the criticism of Quantity Theory of Money.

Discuss Keyns Savings Investment Theory. . 107
Q Short Answer Type Questions .

i} 90. Explainthe mabmmon of savings Investment theory of keynes. -~ 109 *
1 91.  Why Keyne's Income theory is better than Quantity Theory of

-

80. Z&:ao: the assumptions of Fisher’s Quantity Theory of Money. 97 1 “Money,. ; 110
sL.- Zm:u_ on E.._ v five criticism of Quantity Theory of Money. %8 § Q VeryShort Answer Type Questions .
M_N Cnmwmcmm the Defi N—. .—.ﬂ-vo Questions o8 § 92. Givethe meaning of Keynes' Income theory of money. 110
83, Explain th ik Ocm:m@ of theory of money. § 93. Givethe equationof Keynens's Income theory. . 111

- n the Equation of Quantity Theory of Money 28 qo 111
O Objective Type Questions 29 8 jective Type Questions o : . ;

\



ONIT- IV

15. Concept of Economic Development

s o 4
e e e 1 R A

Development.

and Economic Growth : O Objective Type Questions 133
. and Determining mﬂo»ou.m 112-124F 17. Rostow's Stages of
QO Long Answer Type Question Economic Growth 134-141
94. ”_ﬁb the .no:nwg of Economic Development. What are its O Long Answer Type Question s
ic ingredients ? : M 107. What are the various stages of economic growth according to
Or ; | Prof. Rostow ?
What do you understand by "Economic Development’ ? Explain ; : Or
the characteristics of Economic Development. 1128 What is a take off stage ? What are the pre conditions to achieve _
95. What do you mean by economic development ? Discuss the g the take off stage ? Has India achieved this stage ? 134
factors affecting economic development. ! 108. Describe the main characteristics and essential conditions ofthe
96. Discuss the factors inhibiting economic development. 118} take off stage. L 137
QO Short Answer Type Questions ; i O Short Answer Type Questions
97. Discuss the importance and disadvantages of economic 109. Explain fully the stage of take off as given by Rostow. Has
development. India reached the stage of take off ? India and Take off Stage 139
98. Discuss the defects of economic growth. 110. Discuss the essential conditions for obtaining take off stage. 140
Q Very Short Answer Type Questions Q Very Short Answer Type Questions :
99. Distinguish between Economic Development and Economic 111. Give seriel number of Rostow’s Stages of economic growth. 141
Growth. . @ Objective Type Questions . 141
100. Mention characteristics of economic development. :
0O Objective Type Questions 18. Strategy of Balanced and :
16. Classical and Modern Theories of | 'Un-Balanced Development 142-150
Economic Devel opment 125-1331 QO Long Answer Type Question . .
O Long Answer Type Question g 112, m..xv_m.m: comparatively the concept of “Balanced Growth’ and
101. Critically examine 'sTh . ~ “Unbalanced Growth’ with reference to economic growth or
Adam mQ eory of Economic Growth. development. Or
. ; . .W lain the views of “Balanced Growth’ and “Unbalanced
Discuss th: . . =l Exp
102. Criticall e mamn Fm.»c..ﬁ w* Economic Theory of Adam Smith. 125 Growth’ as modern approaches to Economic Growth. 142
. y examine Ricardo's Theory of Economic Growth : Q Short A T
O Short Answer Type Question; . ort Answer Type Questions
estions :
103. Point out the main feature 113. What do you mean by Balance Growth ? Discuss advantages
economic growth, res of mnrc:..vmﬁmmm: theory of and disadvantages of Balanced growth. 145
Or : ¢ | 114. Discuss the merits and demerits of inbalanced development. 147
Critically examine the Schumpeterian T, e | Q Very Short Answer Type Questions
e , |
m—.&zn.“_ ) g ory of economic 1298 115. Compare planned and unplanned economy. Why is a planned
104. Critically examine the Qo:%—.r model of Karl Mar | u economy considered superior to free enterprise economy ? NMN
: _ ' : . 6. Discuss the thought of prof. Narksey on balanced development.
Discuss the main poi , ] p v
po S_M.O* the gm_.xmg .:._moe of mﬁosoa_n . 150

 Q OEnn:caHSuo Questions

O Very Short Answer Type Questions i,
105. Mention main elements of Adam Smith’s development theory. 133
106. Give any five names of economic development theory. 133



UNIT -V

19. Changes In ﬁ_._o Value of Money :
Inflation, Deflation

Q Long Answer Type Question :
117. What do you understand by "Inflation' and "Deflation' ?
Distinguish between them. .
Or
"Inflation is unjust and deflation is inexpedient. Of the two,
perhaps deflation is the worse'. Discuss.
Or
What do you understand by "Inflation' and "Deflation' ?- :
Compare them. - . 151 §
118. What do you mean by Inflation ? Point out its causes and :
effects. How can it be controlled ? .
‘ . Or
What is Inflation ? Under what circumstances, does inflation
become justfiable and to what extent ?
119. What is deflation ? What are it, causes ? How does it affect the
+ different classes of society ? How can it be checked ?
120. Discuss the effects of Inflation and Deflation on various classes
of society:
Q Short Answer Type Questions
121. Write short notes on "Reflation’ and "Disinflation’.
122. Distingush between demand- ull i o
inflation. Why is it difficult to wmﬂmﬁhﬂﬂﬂomo”wmrw MM_MWW .w_..
Or

151168

e e A

o

g &

p—t
[2)
; - ’
R e o i N,

Write short notes. on -

(a). Demand-Pull Inflation, and (b) Cost-Push Inflation.
123. What do you mean by Inflation ? Discuss character of inflation
. in India.
124. What do you mean by Stagflation ? Under what circumstances
. does stagflation come into existence.
Q Very Short Answer Type Questions
125: Make difference between distinflation and deflation
126. Distinguish between : . '
(a) Inflation and Reflation (b) Deflatie,
O Objective Type Questions
O Chart : Revision of the subject

162 |
]
166 §
167 4

~ 167-168 |
169-172

n and Disinflation.

oA 1G ; S.CHIARIVA - Applieq Economicy 2022.23 9P mamimrss

Concept and Background of Applied Economics
ics

Nature, Scope importance of Econom

U_pnn..”bno vﬂ”!ana Micro and Macro Economics

C of National Income .
2“.310—“3 National Income and Gross Domestic Product

Measurement of National Income

1
ECONOMICS : BACKGROUND
AND CONCEPT

m_Long Question-Answer .
g Discuss the historical background of economics an

mention its various definitions.
! ! 9
Discuss the following-
(a) Background of economics in the reference of Koutilya.
(b) . Science of Wealth.
(c) Science of material welfare
(d) Science of Scarce means

A HISTORICAL BACKGROUND OF ECONOMICS

: In modern time Mr. Adam smith is known as father of economics,

How ever the thoughts and theories Ecvocbmm..n_ by H.:&mn mum_mu.m:ﬁ mm”owwm
regarding economic activities are important in this connection.

- reference name of Koutilya' known as 'Chanakya’ the Chief adviser of

Samrat Chandra Gupta Maurya is important. moca._cm Eﬂ_ oM E.MMMM
thinker, he propounded many important theory Ewma_nm.wmv i mmw_&_ ce-
sas well as economics. He propounded some important gui ﬁﬂﬁ” re B om
“public finance connecting to revenue of the state. He wrote tha aru m._,:m
state should impose tax on public considering the »war_m capacity. H
state should follow the rule of justice as well mcmmn_mn”: ch%w”r J M
administrate and public welfare after Chanakya many ._: an w
expressed their view in this regard in the light of their political concepts.

QO DEFINITIONS OF ECONOMICS ) ) . ists. At
Economics has been defined differently by n_‘_m.mm..m:” mno:o:_.n_._.m .
one time there seemed to be almost as many definitions om.ﬁrm S _M.,,u zwm
there were economists. Few writers on economics were mmcmmmma o th "
definitions of their predecessors. They all found it necessary to frame their

[11]
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own definitions. But the situation at present is not so confusing. A |

MM:Mm:mcm on the definition is emerging amongst the economists. In order |
il e w.&_m .:.v understand the various definitions given by different /|
nomists it is necessary to know the subject matter of economics. j.e, §

human economic activities

Q n;mm_m_n.bu._oz OF DEFINITIONS OF ECONOMICS i
learm mxmmv.:mm in mind 5..m .m:E.mQ matter of economics, it is necessary to
] :MMM W the ..._mm:&on.m of the subject put forward by various
e S . or the mm..rm of simplicity and logical exposition, the various
e s of economics developed during the course of history can be |

assified in the following categories.

.ﬂ.._mmm definitions are classified into following four categories :

I Emmh.g, definitions.

II. ‘Material welfare’ definitions. A .

Im. .momnnm@ of means’ definitions. f

IV. ‘Development and growth oriented * definitions.
. These definitions are discussed below :

I. WEALTH DEFINITIONS

Classical economists have defined Economics as the sci ..
ence of |
waﬂﬁm”uﬁﬂa m-Mm»-. for example, considered his work to be “An enquiry
e re Wﬂ: cause of the wealth of nations”. Adam Smith defined
o »ommM. :mcwm..EB and cause of wealth of nations, where by it -
= —...WOmmmP En_rm”:.u el the people and the sovereign. Similarly according -
B_m;mm. .H _5= erica, “Economics is that body of knowledge which
L o wealth”. .u..m. Mill looked on Economics as ‘the practical |
Mwmnn.__wmmm N%anﬂ%cm”ﬂ .w:n_ distribution of wealth’. Thus it is clear that |
ey mists laid stress on wealth in defining economics. ) m
Adam Smith’s definition of economics as a sci A g
it a dismal science. ,People started thinking EMM Mﬂ”ﬂﬂ%&m&ﬁaﬂmm ;
science of bread and butter, and a ‘gospel of mammon’ G._.n._:mas_.»: %

mgmg.m&&msmmo:ommno . . . ‘
the subject _.Jw_ﬁm a Bgnmmdmm_mﬂ. e ‘___6 Carlyle and Ruskin held that |

Il. WELFARE DEFINITIONS

Dr. Marshall gave economi : 1B
sciences. Marshall laid emphasis _MM ”..m””mﬁ NMMHMM ..w_mﬂnm w_.ﬂco:m?mo&m_.
regarded as the source of human welfare. Dy, M are. Wealth was)
economics in the followingwords : + Marshall has defined }

~ “Economics is a study of mankind ‘
it examines that part of individual and o
connected with the attainment and with ¢

g
.

P A A e

[

in the ordinary business of
cial action which is most closel

he use of the material requisites 3

Economics : Background and Concept/3

of well being. Thus, it is on the one side, a study of wealth, and on the
other, and more important side, a part of the study of man.”

According to Prof. A.C. Pigou, “Economic welfare is the subject
matter of economic science, economic welfare being that part of social
welfare that can be brought directly or indirectly into relation with the

" measuring rod of money.”

Thus in brief, according to Prof. Marshall, Cannan and Pigou,
economics is the study of material welfare of mankind.

QO CRITICISM OF MATERIAL WELFARE DEFINITION

Material welfare definition has been sharply criticised by Robbins.
Points of criticism of material welfare Robbins has criticised the distinction
between material and non-material things as drawn by Marshall and other
‘material welfare’ economists. Marshall also restricted the scope of
economics to the production and consumption of material goods only.
According to Robbins it is not proper fo relate economics to ‘welfare.
Humnan welfare is a subjective concept which varies from person to person
and place to place. _

" Conclusion : Even though Marshall’s definition is an improvement
over the wealth definitions of economics, on logical grounds it is not free
from criticism.

Hil. SCARCITY DEFINITION

It was Prof. Robbins who explained the weaknesses in Marshall’s
definition of economics. In defining economics he has completely ignored
the emphasis on ‘wealth’ or material welfare. He has defined economics in
terms of unlimited nature of human wants and limited resources with
alternative uses. His definition is given below :

O CRITICISM:
Robbins definition focuses too much stress on the phenomenon of

scarcity. However, at present the focus has shifted to the question, as to
how to overcome this problem of scarcity. Therefore the focus is shifting to
economics of development and growth. Modern economics is growth

oriented rather than scarcity oriented.
Indian economist Dr. Mehta defined economics as a science of

Wantless theory.

IV. GROWTH DEFINITIONS .

The economists are not content with analysing the problems arising
out of scarcity. Economics is increasingly being look up on to suggest how
the means can be further increased to assure maximum satisfaction of
wants for a good living. It is in this light that Prof. Samuelson has
propounded what has come to.be known as the growth oriented definition
of Economics.
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“Economics is the study of how man and society choose, withoyg
the use of money, to employ scarce productive resources which could hayg
alternative uses, to produce various commodities ever time and distribyg
them for consumption now and in the future among various people anq
groups of society.” |
0O WHICH DEFINITION IS BETTER? :

A question which now arises in the mind of a student of economics'
is that which of the definitions is the best. It is a very tough job to give a
conclusion which is universally acceptable. However, a detailed analysis of
the various definitions can lead us to derive our own opinion on this issue,

The definition of economics given by Adam Smith suffered from
many defects as it stressed much on wealth.

After Smith, Marshall made a bold attempt to give a better
definition of the subject. He laid emphasis on man and gave only
secondary place to wealth.

Robbins gave a more scientific and analytical definition. His
definition is ‘recognised as universally applicable because it has made
economics a science which studies human behaviour as a relationsh
between ends and scarce means which have altemative uses. Howev

Marshal's definition is better than all because he presented economics as
tool for human welfare. })

Q.2. Examine critically the definitions of Economics given
: Marshall’s and Robbins and compare them. :

. Definitions given by Dr. Marshall and Prof. Robbins are mo
important among the various definitions of economics. Dr. Marshall an
his followers stated that economics is the subject of material welfare while.|
according to Prof. Robbins it is science of scarce means, Analysis of bof o
thoughts is as under- ‘ A T

|
o
|

MARSHALL'S DEFINITION

According to him, “Economics i
ordinary business of life. It g_no-nu wﬂ”ﬁﬂﬂ%ﬂmﬁﬂ.ﬂr—:ﬂhﬂ :-,a
social action which is most closely connected with »ﬂ ividual and
and with the use of material requisites of wel| being e attainm
01 CHARACTERISTICS OF MARSHALL'S DEFINITION

The definition given by Marshall has
The salient features of the ‘material welfarp
discussed below : L E

the mo=o§:m main fea
definition’ of economics

Economics : Background and Concept/5

(1) Marshall shifted the emphasis from wealth to human beings
and human welfare. It is concerned with man’s ordinary
business of life. It is related to his wealth getting and wealth
using activities.

(2) Marshall laid greater emphasis on economics being a social
science. .

(3) It is related to only those economic activities that promote
material welfare. Non-economic activities are excluded from
the study of economics.

(4) Economics is a social science. It is a study of men as they live
and move and think in the ordinary business of life.

O CRITICISM OF MARSHALL'S DEFINITION .

Marshall’s definition was quite popular until it was attacked by
Prof. Robbins in his book ‘An Essay on the Nature and Significance of
Economic Science’. The main criticisms are :

1. Study of all types of Human economic activity- Marshall’s
definition restricted economics to the study of man in the ordinary business
of life.

2. Restricts the scope of Economics-Marshall’s definition has

limited the scope of Economics to the study of material goods only which
promote material welfare. ,

3. A narrow view of economic activities- The definition thinks
of economic activities as conceming material goods, and increasing the
welfare of man. This is an extremely narrow view. )

4. Economics as pure science- The definition based on material
welfare tends to show that economics is a social science. In Robbins' view
this idea is wrong. Economics is not a social science. ‘

5. The definition is not analytical- This definition is only
classificatory in nature. It does not tell us the central problem of
economics. .

6. Impractical- The classification of human activities into
economic appears to be illusory and impracticable.

7. Welfare is relative term- Welfare is a matter of individual’s
own consideration and it cannot be the subject-matter of scientific enquiry.
There are many things and activities which do not promote human
welfare, .

© ROBBIN'S DEFINITION

Prof. Robbins criticised Marshall for his normative view of
economics. He gave his own definition which he called an analytical
definition. According to him, “Economics is the science which
studies human behaviour as a relationship between ends and
scarce means which have alternative uses.”
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Q MAIN FEATURES OF ROBBIN’S DEFINITION .
The definition of Robbins brings home the following conditions |
Important elements of this definition are given below :
(1) Human wants are unlimited. ,

(2) Means to satisfy the human wants are scarce. It should b,
remembered here that the term ‘scarce’ has been used ip 5
relative and not in an absolute sense.

(3) Scarce resources have alternative uses. Therefore, we are
always faced with the problem of choice as to the use of the
resources.

(4) There is a hierarchy of wants. In other words according to
Robbins wants differ in intensity and urgency. We try to first of
all mmmm,@ our more urgent wants. As a result of this difference’
in intensity of wants we are able to decide as to which wants’
are to be satisfied first. m

(5) We are faced with the choice of using the limited means to'
satisfy this want or that. Much of man’s economic activity is
moving around the problem of scarcity or choice.

O CRITICISM OF ROBBINS' DEFINITION

The definition given by Robbins is logical and scientific. But it has:
been criticised by some economists on different grounds. :

1. Scarcity is not the only cause of economic problems-'
According to prof. Robbins, scarcity of resources is the basic cause of
economic problems. However, economic problems arise not only under
conditions of scarcity but also under conditions of abundance. :

positive science but also as a normative science

3. Impractical definition- Byt aJ|

: : e practical airs are’
interested in a science only if it can help to solve r..__BmESm»__.__.,.mo Muuﬂﬂ_gm i
4. Self contradictory- The scarce means ar % _k i

6. Narrow scope- The ‘S '™ el ¥
restricted in scope m.u.._ a social study like moo:MHm_M_mo,... as too nal
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7. Artificial separation of Economist’s personality- mog””m
wants the analyst to refrain from commenting on ends m.:n_ means. In _n
practical life, the economist is supposed to give his verdict on economic
matters. .

8. Macro analysis ignored- Robbins' no:oo_un.o:. of wnono:.m.nm is
essentially a micro analysis which is concerned with individual behaviour.
But economics is not concerned with individual ends m_osm.. Our economic
problems are related to social rather than individual behaviour.

fined by many Economists, but these two

Th ics is de
ough economics are of the view that it

definitions seems more suitable, The economists !
does not matter which definition we take when we are studying economics.
From the real science point of view, Prof. Marshall's definition seems
better. His definition is simple and proper as Marshall has considered
economics as a science of welfare. .

SHORT ANSWER TYPE QUESTIONS

'Economics is the Science of Wealth', explain the statement.
and critically examine the definitions relating to wealth.

SCIENCE OF WEALTH

. Adam Smith, who is generally regarded as the Father of Economics,
defined economics as a science of wealth in the first systematic treatment
of economics in the form of a book which was rightly entitted “An
Enquiry into the Nature and Causes of the Wealth of Nations.”

Q.3.

Q WEALTH DEFINITIONS

Wealth has always assumed a significant role to control and
regulate economic activity. But with the development of trade, industry
and commerce, the role of wealth has become more dominant. >mm_.=.
Smith, J.B. Say, FA. Walker and other contemporary economists had .
defined economics as that part of knowledge which relates to wealth.

Adam Smith defined moo:.oamn_m as “a science which studies the
Nature and causes of the wealth of nations.”

J.B. Say wrote that “Political economy makes known the nature
of EQ&H—J.S

4.S. Mill defined Political Economy as the “science which traces
the laws of such of the phenomena of society as arise from the combined
©Perations of mankind for the production of wealth.”

Y
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Thus, all the classical economists worked upon economics as 5 -
science of wealth. To them only thing important was wealth. The term
‘wealth’ was interpreted in a very narmrow sense to mean riches o |
abundance of money, and the economist as such was expected to suggest ||
ways and means of increasing the wealth of society. i

Q n:)gﬁ-.m’_m..—._nm OF WEALTH DEFINITIONS “
The main points of the wealth based definitions are as under- |

1. Economics is the study of wealth only. It deals with
consumption, production, exchange and distribution. .

N,. Only such material commodities constitute wealth as’ are
scarce and useful. Non-material goods like services and free
goods like air and water are not wealth.

3. Economics studies the causes of wealth changes which means
economic development. To increase wealth, production of
~ material goods will have to be stepped up.

0 CRITICISM OF THE WEALTH DEFINITION

Adam Smith’s definition was severely criticised by social reforme s |
and writers like Carlyle Ruskin and Maurice. Ruskin called' Economics' a |
Bastard Science. In Carlyle’s view, economics was. a  dismal science: _
because it encouraged money-making. : R

O.h.AZE—S&R@nﬂ.—gg»&no:ﬁnms—:o.-o&g&r&
Robbins. ; e

- COMPARISON BETWEEN MARSHALL AND ROBBINS DEFINITIONS.
- - § i : n,ﬁ
The main differences between the definitions given by Robbins and'fl
Marshall are as under : : 33
1. Distinction between economic and non-economic
activities- According to Marshall Economics studies only economic
activities. As against this, Robbins' believes all those economic activities to i
be the subject matter of economics wherever the problem of valuation or
mgn.nme arises. 4 :
g 2. Social and human science- According to { hi
i . ng to M his
followers economics s a social science. It studjes ﬂoﬂs&mw%nw% ﬂ:&
beings. In Robbin’s view economics is a human science conicarned
economic activities of all men, whether ordinary or extra-ordir y
everyone faces the economic problem. e e
3. Normative and positive science- Marshall's defiaition el

made economics a'normative science, He talked of human welfare

was committed to the problem-solving nature of economics. Ro

A
and |
|

|

1
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wanted economics to be a positive science. He wanted an economist to be

neutral towards ends. .

4. Classificatory and analytical definitions- Marshall’s
definition is classificatory in nature because it put economics as a subject
as it is separated from other social sciences. He delimited the subject
matter of economics to material activities leading to material welfare.
While Robbins gave an analytical definition which was centred on the
basic economic problem of scarcity.

5. Practical and theoretical view- Marshalls definition is nearer
reality and more useful for economic policies. Robbins' definition is of an
abstract nature and, therefore, removed away from reality.

6. Difference regarding man and his welfare- In Marshall’s
definition emphasis is on man in sharp contrast to the emphasis on the
economic problem in Robbins' definition. Marshall's definition has a
human element while Robbins' definition being scientific lacks the human
touch.

7. Applicability to different economies- Marshall’s definition is
relevant only for a monetary capitalist economy where individual choice is
free and market-oriented. Robbins' definition is relevant for all economies
whether primitive or advanced.

Thus these definitions are completely different from one another.

VERY SHORT ANSWER TYPE QUESTIONS

Q.5. What do you mean by Economics ?

MEANING OF ECONOMICS

Economics is a social science which studies human behaviour which
aims at allocating scarce resources to satisfy the unlimited wants in such a
way that consumers can maximise their satisfaction, producers can
maximise their profit and society can maximise social welfare.

Economics is defined as a study that discusses how society tries to
solve human problems of unlimited wants and scarce resources.

Economics is related to economic activities. The ways adopted to

-organise econormic activities from social angle are called economic systems

or economy. .

'Economics is the science of wantlessness' comment the
definition given by prof. J.K. Mehta.
Reknowned economist of Allahabad University prof. J.K. Mehta
defined the economics in a different way in the light of Indian philosophy.
According to him 'Economics is a science which studies- human behaviour

Q.6.

B to restrict unlimited wants due to scare sources. He propounded want

lessness theory.
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7. :Classi
e UMmga:EMmMmEM definitions of economics.
3 of e ics gi i ol
classified in the mo__osiom...m,m%”mmmﬁ: by different economist may p,

M MM”M“no of wealth ~ Adam-smith, waker, JB say Mill etc,
. mn-n.-na of Ircmmnn_ welfare - Marshall, Pigue canon etc,
3 MG_.H.MQ of scarcity of means - Robbins, Lerner, Friedman,
£s e of want lessness - Dr. J.K. Mehta.

- Science of Growth - Samuelson, Robbinson. *

INTR :
ODUCTION AND DEFINITIONS OF ECONOMICS : OTQ

Q Mu-oaun Correct Option-
- Oldest economist of India was -

. (a) Manu
(b) Kotiliya
. Mwu “ch_-u_um# (d) Bhavbhuti
rding to Adamsmith economics is scien
fa) Wealth - (b) Wi = e
(c) Data | s

(d) All of above
3. Welfare definitions is given by-

(a) Marshal
a e Mww Mn_ﬂwssm
. The economi
wealth — e Uu—o-.-me human welfare rather th
(a) Samuleson
i (c) JK. Mehta - MW Mm”w:m_
R
5 Nﬂvﬂmﬂuﬁ%—oﬂm is choice definition .“uumen b
ikl n by—
 (c) Robbinson Mww wowga _
6. Science of wantlessness: ehta
(a) Robbins - o mﬁﬂwﬁ. is given b
(c).Peque ehta : i
7.° Name of Adamsmith's book %& Samuelson
.. (a) Science of wealth : ?uvo = ,
(c) Wealth of Nations world's Economy

_>=..__E b(2)a(3)a@)b(®)b (g .@ﬁ&ﬁ Economics

Economics is Science and Art both

2

'SCOPE AND NATURE OF ECONOMICS

social science, so it is a science and
be explained as below —

1. ECONOMICS AS A SCIENCE
experiments and obse

generalisation, principles,
establishes a casual, relations

" title ‘science’ ? Physics, Chemistry, Botany,

ong Question-Answer
Discuss the nature of economics. Is economics a Science or
an art or both. ,
NATURE OF ECONOMICS
OR
IS ECONOMICS A SCIENCE OR AN ART ? )

Nature of economics is differ from natural sciences, Economics is a
an art both. Nature of economics can

Science is a systematised body of knowledge depending on
rvations or we can also say, it is a body of
theories or laws which traces out, finds out, or
hip between cause and effect. Economics is,
a science, because it is an orderly study of
hange, distribution and public revenue. A
llow from a particular cause in economics

in this sense, is certainly
consumption, production, exc
definite result is expected to fo
like all other sciences.

Economics is a social science. Does economics deserve the name or

etc., are easily recognised as

science. Science is derived from the Latin word ‘Scientia’ which merely

means know ledge. But the modemn meaning of science has a restricted
connotation Characteristics of a science are :
(1) Selection and classification of relevant material,

(2) The using of these as a basis for generalisation.

In this sense, economics is a science. The fundamental facts of

economics are observations from everyday life. .
In its scientific aspect economics is strictly a positive science. It
nwhat is reality like" ? As a positive science it
y are. But normative issues in public policy such as

[11]

answers the question
considers things as the
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..E:m»o:mr:og._on..irw,ﬁo:mr:omao:m,.»..m_mo_.mnﬁnmano:osmo
analysis. L g

Economics is a positive science which shows relationship between
economic causes and outcomes and all the economic laws are based oy,
these relationships. Along with it economics is also a negative science, as

besides .ﬁm=.5m the status quo it also suggest ways and means to improve
the circumstances.

Social and human science- According to Marshall and his

followers economics is a social science. It studies normal social _.Eq_ﬁ.w
beings. In Robbin's view economics is a human science concerned with 9@

economic activities of all men, whether ordinary or extra-ordinary, since:
everyone faces the economic problem. ..._
Normative and prositive science— Marshall's definition clearly made
economics a normmative science. He talked of human welfare and was
committed to the problem-solving nature of economics. Robbins' wanted

economics to be a positive science. He wanted an economist to be netural |

towards ends.

Economics then is a science, but a social rather than a physical
science. It aims at offering explanations of 'What is' and opens up the |
possibility of forecasting and even controlling what the economic future |
will be. It 'is also a perspective discipline aimed at illuminating other |

possible states of the world.

Economics is one of the social sciences. As is the case with other |
social sciences, economics too is concerned with tnderstanding how [

; . of people in society. They |
analyze how people are motivated by the production, distribution and [

society works. Economists study the behaviour

consumption of material, wealth and services,

1l. ECONOMICS AS AN ART

Art is the practical application of scientific principles or it is a way - .”u.
of doing any work in an efficient way. Hence, economics is also an art as [

in economics we nhot only study abo
what should it be but also abg
.economic condition.

Dr. Marshall tells that Economics js
science. It is also an art. It is one among

the social scj

1. A Study of Mankin s
activities of man. Zg ﬁm-moaww many
the study of economic activities. whic

welafre of man.

types of activities, but economics is
h are concerned with the material

N N

out what is the economic condition and |
ut the resources for achieving ideal |

a social science. It is not a pure ¢

g~ Economcis studies only the moo:&:mn

m,oova and Nature of Economics /13 .

2. Ordinary business of life- Every man works mostly to eam
wealth and spends his eaming to get the maximum enjoyment out om .w.._n
other words it includes the income earning and 535@. mvg&:m activities
of the human beings. So it studies only the material activities of an
ordinary man. -

3. Material activities of well being- There may be others, viz.,
political, social and religious activities of human beings. But these
activities are not amenable to quantitative measurements through the
measuring rod of money. Therefore, Marshall restricted the scope of
economics to the study of only those economic activities which can have a
money measure. :

. O Conclusion : Thus, Prof. Marshall is of the opinion that,
"Economics is not only a science but also an art, because with the study of

- economic activities of human beings, it also keeps human welfare in

mind." . ;
Marshall's definition based 'onmaterial welfare tends to show that
economics is a social science. In Robbins' view this idea is wrong.
Economics is not a social science simply because it studies human beings.
It may at best be called a human science. It is a pure science because it
has universally applicable _wcc%

SHORT ANSWER TYPE QUESTIONS

Q.9. Discuss the subject matter of Economics and its divisions.

SUBJECT MATTER OF ECONOMICS

Thought it may be difficult to agree upon a. satisfactory, concise
definition of Economics, its subject matter is generally beyond dispute.

All the economists agree that needs of human beings are unlimited,
and to satisfy these needs economic effort is essential. These economic
efforts lead to economic activities. As a result of these activities, a human
being is able to procure the desired commodity and consume them to
achieve satisfaction.

DIVISION OF ECONOMICS
On the basis of various human economic activities, Economics has
been broadly divided into the following five main divisions :
1. Consumption — Wants Utility, Law of utilities, demand etc.

2. Production - Factors of Production, ‘division of Labour,
efficionly of Labour, theories of population, production scale
and laws. _
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3. Exchange - Market, price determination etc.

4. Distribution Rent, wages, interest, profit. . :

5. Public Finance - Revenue and expenditure of Governme
public dept, Budget etc.

- A man has a limited amount of money or material ‘wea
income and time; but his wants are unlimited and of varying importan
So he must spend his money and time in the way that he maxi
satisfaction. This constitutes the subject matter of Economics.

The subject matter of Economics, according tot. he _uw&m.
approach, is consumption (ie., the satisfaction of human  wan
production (i.e, producing things with the help of factors of productio

division of what has been produced among the members of the m&:ﬁx

The subject matter, as given in the above para, is now Eman_mn.@
constituting only one branch of Economics namely, Price Theory,
called Micro-economics. Modem approach to the subject matter

economics considers the social national income as well as individu
income. \.

.:JW is one way of dealing with the subject matter of economic
Another is to look at the focal point of economics which is income.

studies many complex economic institutions. In mﬁﬁ.m of all these
central interest is always social income, that is, the o:ﬁ& of useful

and services. It is so because it is with social income that man mmgﬁ
wants.

So, the subject matter of Economics is man m:mr_m behaviour ot
action in relation to social rather than individual' life.” The ao
peculiarities of temper and character do not form mﬁmc_&&vmao
The steadiest motive to ordinary business: woik is' the desire for. pa

It (pay) is money or the material reward for work, It is. the.
around which economic science clusters, This is o 1L el

or material wealth is regarded as the main
notalso the main subject matter of the
because it is the one convenient means of
large scale.

$0, not because mc
aim of human effort.
study of economnics. |

measuring human motive
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Q.10. "Economics is a positive science as well as normative
science" Comment.
POSITIVE AND NORMATIVE ECONOMICS
In positive economic analysis, we study how the different
mechanisms function and in normative economics, we try to understand

whether these mechanisms are desirable or not. Hence, the concept of
positive economics is concemed with 'what is' and a normative science

with 'what ought to be'.

No.. Positive Economics Normative Economics

1. | It deals with issues related to past, |It deals with opinions of .
present and future. economists related to economic

issues.

2. |1t is based upon facts and can be (It gives value judgements and
verified with actual data. cannot be verified with actual

: data.

3. | Itdoes not involve value judgements |It involves value judgements.
Ex.: There is ﬁ&EmE of unemploy- |Ex.: Indian Government should
ment due to population explosion |take steps to increase employ-
in India. ment opportunities.

Economics is a positive science- Marshallian definition is
criticised for its normative character. In Robbin!s view economics is entirely
neutral between ends, as every positive science is. The study of ends is
outside its scope. An economist does not study the nature of norms.

VERY SHORT ANSWER TYPE QUESTIONS

Q.11. Discuss the scope of Economics.
Scope mean sthe range of study or action. So under the scope of

economics, we need to consider the range of the study of economics. The
range of economics include -

(1) The m:E@n.n matter of economics, human economic activities i.e.
consumption, production, exchange distribution public financial.

(2) Economics as'a social science Art: Economics as a positive or a
normative science. lt is also an art.
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Q-12. Discuss the views of different economist regarding subjecq

Mmatter of economics.

Hmo:wﬂ\” saw that the traditional central nucleus of economics S&.
nucleus | uman behaviour in a group. Modem economists examine this’
in the context of scarcity. We also noted that economics 2 o}

mehgﬂm»m mMMMﬁ%:@ is only a little over two centuries old. Since economists

sclince, b I U_M%Snmn_cnm to wm.smﬂ_w& economic facts, economics s ,

o . a positive science concerned with what it is and 5
Ve science dealing with what ought to be.

i moMMo.MMM”mW mo not completely agree on the scope of economics,
e mm " omics is Em__.&c about 'means', while society or the head of
e Mnmn_@ the ‘ends'. But others feel that economist i not
i an o...mmmzﬂ of a policy maker but worldly philosoph,

er who helps to give direction to society. o

_.:mm:mm“w:ﬂ“:ﬁ is merely concerned with the process of using scarce
- chieve chosen ends but it is not the function of economics as
© promote one of these ends above the others, E

SCOPE AND NATURE OF ECONOMICS : oTQ
Q Choose Correct Option - : S
1. Subject matter division of ooeueﬂ:oo. nu.

(a) 2 :
S )4 : MMWM s
& B8 ﬂoouo-s.n..:u. % i
- (a) Science~: e Sa
(). ; (b)At
(c)-Both : R
3 M Z (d) None of above
* heesiingts ?—-ﬁ——.@&l&.ﬂ_on_ i
(2) Posiive Scionce 117" i T 00
- (c) At ative
Y 3 < }: /. l i Q oy
2y 4. According to Robbins ....x::..ﬁ...v Zmiﬂ_, Scien
. (¢) Normative Science ) Social Science %

() Physical Scienc

\yﬂzﬂa being has to face economic problems in every field of his

activity. The study of economics gives him the right direction.
...

SIGNIFICANCE OF ECONOMICS

.r!rcnm Question-Answer
Q.13. Discuss the practical significance of Economic study.

Or
What are the practical advantages of Economic study in life ?

SIGNIFICANCE OF ECONOMIC STUDY

There are two objects of the study of a subject. Firstly, to gain
knowledge, and secondly to gain advantage in practical life. Keeping this
in view, Marshall has remarked that “The first object of the study of
economics is to gain knowledge, and the second object is demonstration of
a path in practical life.” Prof. Pigou has characterised economics as a

subject giving knowledge and fruitful results.
PRACTICAL ADVANTAGES

Practical advantages are significant by the study of economics to all
sections of society as the present age is an age of economics.

The following are the practical advantages of economic study :

(1) To consumers or house holders- Consumers or house
holders get much help from the study of economics. It is necessary to gain
knowledge about economic laws in order to obtain maximum utility from
limited income. House holders leam from economic study to make
budgets and spend accordingly. They consume essential articles and avoid
use of those harmful.

(2) To Industrialists and businessmen- There is a chain of
information in the field of industry and trade, data of which are collected
and compiled and policies are decided. The main object of a businessman
is to maximise profits. Economic study is essential to gain this object.

(3) To Social Reformers- In the present day economy, major
economic problems are found in the society. Besides theft, murder, loot,
dacoity, there are several problems due to which there is struggle in the
soclety. Social reformers can suggest solutions after studying them in detail

by economic study.

[171]
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P ?.S To Politicians- There is close relation between politics a1
nomics. In majority of cases, political problems involve ecop mﬁ
problems. Therefore, politicians should gain knowledge about eco i
problems so that they can solve them easily. Nomic

(5) To Students- For students, economic study is nec
MVBMMH_O? A student should possess higher knowledge of mMMMMM—Mn”.
Scnroom:a a cm.:rm_.. accountant or manager of a firm. We see economigs

. In_various fields like statistics, business administratig,
;vwnfuw. Government concems, industrial sectors, marketing mﬂs_
.wnoc_”un_:wwmﬁm _.wm..M MM@: for students to take up a profession. That s c._:“.

it come a popular subject in schools, colleges ang

(6) To a Finance Minister- A Finance Minister havi :

. of economics can easily prepare the budget. By ::vo&M_MM mMMo,wc _m.&m
taxes, he makes several sources praiseworthy and forecasts mxﬁm:&h& %
wmﬁmnm».m branch of economics is revenue in which income and e mum. ;
is studied which gives direction to the Finance Ministe e
ey r to prepare a

@) .—.a.ﬁo-.rﬂ.n. The labour class can make its position

from economics study. Many a time, workers have no knowl Mo: b

collective .Uwammm_..mnw due to which they are cheated by their _Jm 4

They are ignorant about Government laws passed in their Fm:ﬁ :

can be .mnn:musﬁm& with welfare plans only when they :muwcmr.._

A T their hel 2
production at a mifimum cost. Basides i, _sgwr%mw Mwwohwwmm_._
price determination is essen

esse|

producer/manufacturer. ED

industries.
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(10) To Administrators- The study of economics is not less
administrators. The responsibility of implementation of plans

significant to .
and policies lies on the shoulders of administrators. With the help of
economic study, they can obtain a detailed knowledge of economic
policies. ;

Thus, the study of economics is significant more or less to every
section of society. This is the reason why this subject is gaining popularity

day by day.

SHORT ANSWER TYPE QUESTIONS

Q.14. Discuss theoretical advantages of Economic study.
THEORETICAL ADVANTAGES
‘The theoretical advantages of the study of economics are as follows :
(1) Increase in Knowledge- the study of economics helps in
increasing knowledge of a human being. Views are broadened and they
become good citizens. The study of economics enables us to know about
economic laws and problems. .
(2) Mental Development- With an increase in knowledge, there is
mental developmerit as well. Two methods are used in the study of
economics one is the deductive and the other is the inductive method. The
deductive method increases our power of logic. Whereas the inductive
method increases survey and analysing power.
(3) Genuine economic laws- The main objects of genuine
economic laws are - .
(2) Economic laws help to contribute significant role in giving
description of the causes and effects of different events.
(b) Economic laws help in giving forecasts in results consequent on

changes in economic elements.
(c) A solid structure can be built up with the help of economic laws.

Q.15. Explain _-.Eolﬂ..-nn of study of Economics for Consumer.
| CONSUMERS OR HOUSE HOLDERS ,

The following are the particular advantages of economic study —

(1) Consumers or house holders get much help from the study of
economics. It is necessary to gain knowledge about economic
laws in order to obtain maximum utility from limited income.

House holders leam from economic study to make budgets and
spend accordingly. They consume essential articles and avoid

use of those harmful.

@)
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(3) Economics helps individual consumers and producers to ta,
decisions in their respective areas. ;
(4) Economics studies individual so it gives a comprehensive pictyr,
of the whole economy. .
Q.16. Give the significance of Economics study to the
Industrialists and businessmen.
IMPORTANCE FOR INDUSTRIALISTS AND BUSINESSMEN

There is a chain of information in the field of industry and trade,

&mnm of which are collected and compiled and policies are decided. The
main object of a businessman is to maximise profits. Economic study is
essential to gain this object. .

1. Analysis of financing problems ~ Economics provides:
solutios to various financial problems of businessmen and industries.

‘2. Helpful in analysis of business cycles - It helps to know the
5._._”.53 of business cycles on the whole economy.

.w.. Helpful in growth of business - economics helps inf
ormulating principles and theories of business and industries operations
providing a basis for study.

4. Importance of allocation of resources — It helps to value

and allocate the production resources.

: 5. Helpful in price .-Rm?n_nuza..,:.nouu -:Micro nn.o.aoaﬁ .
helps to determine price of factors and products too. .0

4

VERY SHORT ANSWER TYPE QUESTIONS . -

Q.17. Nm%_w M__._.u. sections study of economics is useful..
. ctical advantages are signifi ; g
sections of society as the vgﬁw%nmﬁu wm_nu_mow:%w_wwwﬂh. .

-The following are the practical advantages ow 80 e
(1) To consumers or house holders : 4
(2) To Industrialists and businessmen
(3) To Social Reformers AR
(4) To Politicians :
1A5) To Studentss: ¢y i ieives
- ~(6) To aFinance Minister
{Ferty (7) ToWortkers | /41 i Zigibin iV
*(8) To Producers and Manufachurery -
© 7 (10)To Administrators

B Ty
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Discuss the need of Economics study for social workers.
SOCIAL REFORMERS

In the present day economy, major economic problems are found in
the society. w@mmamm theft, murder, loot, dacoity, there are several problems
due to which there is struggle in thesociety. Social reformers can suggest -
solutions after studying them in detail by economic study. .

Q18-

' Q.19. Why is annutn_ the knowledge of economics for finance

minister. : :
Public finance is a part of economics, it helps to finance minister as

under — , \
1. Helpful in understanding functioning of an economy-
Every economy faces lots of economic problems like - poverty, full
employment etc. Economics analyse these problems and suggested
solutions for the name. |
" 2. Helpful in economic planning- Economics provides all the
required information which is necessary to prepare plans. .
3. Helpful in measuring growth- The Government can measure
the growth of an economy with the help of macro economic study.

IMPORTANCE OF ECONOMICS : OTQ

O Choose Correct Option -

1. Utility study of economics may be dividend in the following
heads- - .
(a) Theoretical advantages (b) Practical advantges

(c) Both above (a) and (b) (d) Many advantages

2. Improvement of knowledge is economics study-
(a) Theoretical-advantages (b) Practical advantages
‘(c) Educational advantage (@ Mental advantages -

3. Utility of study of anonoﬁ-ow for -
(a) Consumer (b) Producer
~ (c) Finance minister (d) All of above
Ans. (1) ¢ (2) a (3) c. |
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- Micro and Macro economics are closely related with each othey,
vet there is fundamental difference between them, ’

4

DIFFERENCE BETWEEN MICRO ANp
MACRO ECONOMICS

Thus, in brief, Macro Economics is the branch of economic
h covers the study of an overall economic structure,

¥ analysis whic
§ |ike big totals and averages, their trends and mutual relations. The
# main instrument of Macro Economics is the analysis of national income.

O_m.-._zn._._oz BETWEEN MICRO-ECONOMICS AND MACRO ECONOMICS
The micro economics differs from macro economics in the following

respects—

® Long A : Basis of g
Q.20 & ?mﬁm-. Type Question me. difference Micro-Economics Macro-Economics
.20. N“mmnu:.ur between Micro and Macro Economics. They _
n_-a complementary to each other rather than bein =_ 1. | Meaning |Itis that branch of economic | It is that branch of economic
ernate methods of study. Discuss. g . science which studies indi- | science which studies aggre-
Or vidual economic variables like| gate economic variables like
Th individual demand, supply, | 2ggregate demand, aggregate
mﬂM”-&o-”_MMﬂW—Mﬁ—.“o avﬂ““_zo- between Micro and Macy price, etc. supply, general price level etc.
educated mm.c - ==nn..—n absolutely vital and you are really half 2. | Scope It has a narrow scope—an It has a wide scope— national
the other.” (S erstand the one while being ignorant of : individual market etc. and international markets etc.
- (Samualson). Discuss. . : L .
Or : 3. Evolution | It is evolved earier than macro It is evolved after the
€Conomics. publication of Keynes' book
(a) Explain the interde : A
pend General Theory of Employ-
Macro Economics, ence of Micro Economics and i _ ment, interest and Money."
(b) Distinguish between Micro and M 4. | Subject |Individual demand, individual | Aggregate demand, aggregate
Micro Econcariiés and Ma, acro Economics. matter supply, individual income, supply, national income,
of thie study of economic anal cro Economics are the important method individual consumption, economic growth, monetary
whereas Macro economics mEc&m Micro Economics studies an individud individual investment etc. | policy, general price level,
between the two methods, | dies the aggregate. Before we distin ‘| are studied in micro public revenue, public
athod. © t is essential to know the meaning of economices. expenditure etc. are studied in
_ g macro economics.
QO Meaning of Micro Economics 5. | Purpose | Itaims at analysing the It aims at analysing the
Micro * Economi _ of study | behaviour of an individual behaviour of aggregates.
concemed with the Wo.ﬂ n_v...m s ._u.ua.:mr of economic analysis ‘W] _ | economic unit. ‘
an individual persan ora an individual unit, An individual unit m: 6. | Theories |Theory of demand, theory of | Theory of national income,
maximum satisfaction, h particular firm. How an in dividual ay production theory of price theory of employment, theory
of a thing is determi _a oW a firm'can maximise W inofs pero determination etc. form part | of money, theory of general
ned, are studied under Mic mnova o i dconimmae picgeod oz, o piel
QO Meaning of Macro Economi bt macro—economics.
Macro Econonij ce e 7. |Importance | It is important in analysing | It is important in analysing
& gates. It m_..cnm_.:nm is concemeq with bj . individual problems and the national and international
nmﬁ.dn m. | es . total income, toty] g totals and the individual policy formation. | problems and policy
mﬂ:mm price level and tota] employment :mﬂ&:@. total cons ‘ : X formation.
whole economy. - | - It gives a general tre ' 8. |Nature It is simple. It is complicated.
1227 . ' 9. |Relation It relates to price analysis. It relates to income analysis.
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MUTUAL INTER:DEPENDENCE

Although the scope of each method is separate, yet there is n_og_u.“ ,

relation between the two methods. Both these methods are subsidiary anq
supplementary to each other. Both of them remove shortcomings of each
sz._oa. There is no contradiction with each other. The help of the study of
Micro Economic analysis is taken to solve the problems of Macr i
Economics and that of Macro Economic analysis for the solution of Micro |
Economic Problems. ]

" Thus it should not be understood by the difference, that there is anyj
g&ﬂ:mdﬁ_ difference. The difference, in fact, is that of division' o
classification. There is no clear demarcation between the two methods of}
economic analysis. ' _

The inter-dependence of the two methods of economic anal i
be made clear from the following - i

(1) .:..m central point of the study of Micro economic analysis is an
individual unit or a part of a group, whereas Macro economics
studies groups of units or aggregates. 1

Zwﬁ.o economics gives a picture of the whole economy
Micro economics specifies structural process.

Conclusion derived from both the methods : i
extent from each other. may differ to a large

ZWM_.O economics is suitable for the plans of individuals, families.
and firms and Macro economics is suitable for national income.

Macro economics conform P
different character. s from the total of individual of

The objects, methods and processes of both E.m similar. The aim of

th . ;
e methods is to contribute towards economic development of an

individual and the group of indivi 2 >
between these methods is not nﬂmmm_m. Sometimes the line of demarcation

@ E:mamm__
®)
@)

©)

inter—dependent and m:w!mgm:g to each other.

| have defined Micro Economics as under -

#l dependent on the individual description.
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Q.21. Explain the concept, characteristics and scope of Micro

Economics.
Or

Define Micro Economics. Discuss its features, and scope of
its study. _
CONCEPT OF MICRO ECONOMICS

The word ‘Micro' is derived from Greek word ‘MIKROS' which

i means brief or small. The idea of Micro Economics was given by Adam

Smith, but Marshall gave it an important place. Micro Economics studies
a single or individual unit not a group. Economics behaviour of an
individual person or thing is studied in Micro Economics. Various authors

According to Prof. Boulding, “Micro Economics studies individual

§ ims, individual families, individual prices, individual wages, individual

incomes, individual firms and individual things”. : ,

In the words of Prof. Chamberlain, “Micro Economics is wholly
It is also concemed with inter-
relationship of individual things.” :

According to Prof. Mehta, “Micro economics is the study of price
determination of things and services.” & i .

In simple words, Micro economics can be defined, as an
economic analysis which studies individual persons, units, firms
and services. How to determine the price of a thing or service or any
factor of production is the problem of micro economics.

CHARACTERISTICS OF MICRO ECONOMICS

The characteristics of micro economics are as under—

- 1. Study of individual Units- Micro economics studies individual
units, e.g., study of one consumer, study of one firm, study of prices of
one article. Micro economics studies the individuals units other than all the
units combined together.

2. Study of small variables— Micro Economics gives emphasis of
the study of small variables. These variables have such a little influence
that they do not affect the whole economy. For example, the.consumption

# by a single consumer or output of a single firm cannot have any influence
#' on the whole economy.

3. Determination of .E&Sn—_..n_ price- Micro Economics is

called price.theory. It determines the individual price of different products
4§ by analysing the demand and supply i.e. Behaviour of buyers and
§ behaviour of sellers. - :
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4. Quick Decisions- When individuals are studied, decisions:
quickly made. Micro economics studies small fiekels individual units. Th
problems are solved soon. ‘

5. Central Concept is market- The central concept in mj 5
economics is the market and much of the analysis is related to the type of
market .5 which the firm operates, in particular, with the degree n...w”_.
competition. The analysis of -individual behaviour concentrates _os..“
Consumer Demand Theory. - ]

6. mm.-:?:::.l Traditional micro economics oosnmsu,m.ﬁm on
Partial Equilibrium analysis. Modem micro economics places a much’
greater mﬂvrwmw on General Equilibrium, analysis. In both the cases Em.m_
emphasis is on equilibrium analysis. Therefore, micro economics is w_mo..M
MW@:M.:EME.&:QHB ﬁ_..._..wME, whereas macroeconomics is known as|

rium theo i 1
s e A mn%o = _ﬂ mmmgmacn sub-branch of micro economics is'

7. Microscopic Study- Micro economi ._
, . nomics refers to the microscopic!
study of economy; we do not study the national economy in its »oﬁmw._ﬂ__

n A

SCOPE OF MICRO ECONOMICS

under the following heads—

1. Pricing Theory- Micro Economic theory is known as the _u_.mg\...w

theory. In micro economic analysi :
among various courses of action /% .8:83@@. with individual orcmom.m.

the factors of production e.g, .WM”MSNB studies the distribution am
entrepreneur. There for it includes— ' wvoE.. capital, organiser
(a) Theory of rent, .
(b) Theory of wages,
(c) Theory of interest and
(d) Theory of profits.
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3. Theory of welfare economics— An efficient method of
production is one where it is not possible to produce more of at least one
product without simultaneously producing less of any other product, given
the method of production. Efficient distribution is that in which a
redistribution of output among the members of the society cannot make at
least one person better off without simultaneously making another worse

off.
Q.22. Discuss the concept by Macro Economics ? Discuss the
nature and subject matter of Macro Economics.

MEANING OF MACRO ECONOMICS

Macro Economics is concemed with big totals and the study of
aggregates. It studies total income, total savings, total consumption,
general price level and total employment. It gives a general trend of the
whole economy. . ;

According to Prof. Boulding, "Macro economics "does not
study indjvidual units, but aggregate of these units, it is concerned not
with individual's income but national income, not with individual prices but
general price level, not with individual production but with national
production." ,

Thus, in brief, Macro Economics is the branch of economic

. analysis which covers the study of an overall economic structure,

like big totals and averages, their trends and mutual relations. The
main instrument of Macro Economics is the analysis of national income.

O NATURE OR CHARACTERISTICS OF MACRO ECONOMICS
The above analysis reveals the following characteristics of macro

. economics—

1. Study of Aggregate Economy - Macro economics studies the
aggregate economy and not individual units. In macro economics, we do
not study the individual or group of individuals but the economy as a whole
such as general price level or problem of unemployment etc.

2. Scope- Macro economics deals with economic affairs ‘in the
large’. It, therefore, concerns with the overall dimensions of economic life.
It looks at the total size and not at a particular part of the economy. In

macro economics is studied total national income, total savings, total
production, total consumption, total employment. ; .

3. Technique- Macro economics, uses the technique of quasi-

| general equilibrium or partial equilibrium analysis to study determination of
| aggregate price and output levels and fluctuations in these aggregate
| magnitudes.
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4. Extensive view point - Macro economics, with the help of the
study of various problems, gives an aggregate solution. macro €conom,
analysis is not based on assumptions. It assume under m_ﬁv_ow::og

5. Subject matter— Income determination is studied under Macrg
analysis. Therefore, in micro, we study consumption, production, SOurces of|
production while total consumption, total investment are dealt in magg,
economic analysis. . L

6. Interdependence- Micro and macro theories are not tofaji
separate and independent but inter-connected and inter dependent. T 3
subject matter of study on various aspects is dependent on each other to3
large extent, e.g., production, employment and savings.

7. Priority to group interest- Macro economics gives priority to
group interest instead of individual interest. - ,

SCOPE OR SUBJECT MATTER OF MACRO ECONOMICS

‘Scope of macro economics has been explained as under :

- 1. Theory of National Income- Macro economics studies

concept of national income, its different elem
s ents,
measurement and social accounting. e

2. Level of output and Employment- We analyse z._n 2

that determine the level of national output and employment. Nati

shortrun.

distributed among the factors o%WLM:wMM_M: how the :wmo:m_ o

4. Economic Develo ki Ak e
- e Pment- D . ot
and low per A.Nﬁ_.m Income curve for moomumomnm blessed with mass

development is a long run process i mic development
theories of development. ) ;

6. Theory of Money- Cp, S \

an, i
effect level of m_,:_.u_ocaosr ?oamoam..ownw ama,msn and mcnvE@
money and theories relating to money a5 Mc:mwﬂo economics fu
| led, | g
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7. Theory of Business Fluctuations— It also deals with the
fluctuations in the level of employment, total expenditure, general price
level. )

8. Theory of General Price Level- A continuous rise in the
general price level is called inflation. Deflation is the opposite of inflation.
The general price level falls continuously. Macro economics provides
explanation for the occurrence of inflation and deflation. !

SHORT ANSWER TYPE QUESTIONS

Q.23. Distinguish . between Micro Economics and Macro
Economics.
~ Micro Economics and Macro Economics are the important methods
of the study of economic analysis. Micro Economics studies an individual
whereas Macro economics studies the agaregate. Before we distinguish
between the two methods, it is essential to know the meaning of each
method. .

'O DISTINCTION BETWEEN MICRO-ECONOMICS AND MACRO ECONOMICS

The micro economics differs from macro economics in the following

.. 4. | Subject

Sm,vmn.ml

S Basis of |

No. | difference Micro-Economics

-

Macro-Economics

It is that branch of economic -
science which studies indi-
* | vidual economic variables like
individual demand, supply,

1. | Meaning

. 1 price, etc.
2. |Scope It has a narrow scope—an
. individual market etc.
3. |Evolution |ltis evolved earier than macro
: economics.

Individual demand, individual
supply, individual income,
individual consumption,
individual investment etc.
are studied in micro
economices.

matter

It is that branch of economic
science which studies aggre-
gate economic variables like
aggregate demand, aggregate
supply, general price level etc.
It has a wide scope— national
and international markets etc.

It is evolved after the
publication of Keynes' book
"General Theory of Employ-
ment, Interest and Money."
Aggregate demand, aggregate
supply, national income,
‘economic growth, monetary
—UO—HOC. mﬁﬂﬂnﬂ— U-._OQ _NCQH-
public revenue, public
expenditure etc. -are studied
in macro economics.
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5. | Purpose It aims at analysing the It aims at analysing the
of study behaviour of an individual | behaviour of aggregates,
economic unit.
- 6. | Theories Theory of demand, theory of Theory of national incom,

production theory of price theory of employment, the,
determination etc. form part | of money, theory of mm:na_e

of micro economics. . price level, etc. form part of
R : macro—economics. :

* 7. | Importance| It is.important in analysing | It is important in analysing
individual problems and the national and internationy|

individual policy formation. | problems and policy
formation.
8. | Nature It is simple. It is complicated.
9. | Relation | It relates to price analysis. It relates to income analysis,

—

Q.24. Explain the Inter-dependence of Micro and Macro
Economics.

Micro and macro-economics are interdependent and both i

to each other. Though they deal with different subjects, yet z..m..momﬂgm”%
deal of interdependence between them. The two approaches are, therefore
not in any way mutually exclusive and as such must be ﬂ_ovmac. FEmﬂ&.
mo secure fruitful results. Professor Samuelson has aptly remarked that
M..MB _uWo __.mw___c :M._ oﬂm&&oﬂ between micro and macro-econorriics. we&,

absolutely vital. You are less th he
one, while being ignorant of the oEmM_..*.,w: I e m..%

MUTUAL INTER-DEPENDENCE

Although the scope of each method j separa

. is te, is close

n&m&“u: between the two methods. Both these methods mwmwwscmm__,m_wé and

w::M%. MM_H_%HMN .ﬁo each o:_m.«. .moE of them remove shortcomings of cach
s 15 no contradiction with each other. The help of the m.E% of

Micro Economic analysis is taken to solve the problems of Macr

Economics and that of Ma . . .
Economic Problems. cro Economic analysis for the solution of Mic®

The inter-dependence of the
be made clear from the following -

(1) The central point of the
individual unit or part
studies groups of unjts Or aggregates

Amwgmoaomno:oamnmacmm. ., _
Micro economics muonmmwuwﬁﬁnm%uwﬁw whole mno:oam_us__@a&

"~ (3) Conclusion derived
extent from mmn:.oEM.w: both the methods may differ to w._ma“

two methods of economic analysis "

ﬂ_mﬁc of Micro mnOﬁO—..:mn analysis _mm__
of a group, whereas Macro economi®

Difference between Micro and Macro Economics / 31

(4) Micro economics is suitable for the plans of individuals, families
and firms and Macro economics is suitable for national income.

(5) Macro economics conforms from the total of individual of

different character. .
Q.25. Explain the dependence of Macro Economics on Micro
Economics. .
Micro economics contributes towards macro economics in a number
of ways as : :

1. Study of Economic Fluctuations— Business cycles which are
universal in every sector, is influenced by both individual and aggregate
factors. Unless and untill we review both micro and aggregate variables, we
can not provide an appropriate solution to business cycle. Therefore to
study trade cycle micro and macro economics contributes significantly.

2. Basis of Economic Laws— Micro economics acts as a basis of
macro economics because macro is the aggregate of individual units. The
success and accuracy of aggregates depends on the individual accuracy.
Similarly, macro theories are used by micro economists. .

3. Role in International Trade- In international trade both
the approaches are used. Economists have developed their theories on the
basis of micro economic theory presuming full employment of resources
and mobility of factors of production. However, modern economists looked
on the economy as a whole as recognised as a role of aggregates, so
general equilibrium is nothing but an extension of equilibrium of micro
economics.

4. Balance of Payments and Interdependence- Balance of
payments problem is also.a buming problem for the economy. An
individual sector may have favourable balance of payments whereas the
other sectors, unfavourable balance of payments. On the other hand, the
overall position of an economy is to be assessed from aggregate position of
all sectors. i

5. Theory of Tariffs— Many economists have propounded that
_.:On_m:.,_. macro approach of imposing tariffs with the intension of
correcting balance of payments position is virtually based on the theory of

. Monopoly. So micro economics has influenced the modern macro

economic theory,

VERY SHORT ANSWER TYPE QUESTIONS

- Q26. What do you mean by Micro Economics ?

Micro economics is a method of study of economic activity of an

- individual unit, In simple words, Micro economics can be defined, as




‘How an individual gets maximum satisfaction, how a firm earns maximyy,

'Q.27. What do you understand by Macro Economics ?
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an economic analysis which studies individual persons, Unit
firms and services. An individual unit may be a person, family or fimy.

profits, how is the price of a commodity determined are all studjeq by
micro economics.

MACRO ECONOMICS

Macro means aggregate study of the whole group. Therefore,
aggregate economy is studied in Macro Economics. In Macro economic
are studied, total income, total savings, total consumption, general price
level, total employment. As such, a general view is revealed from the
aggregate economy. .

Thus macro economics is the branch of economic analysis whid h .
covers the whole economy and is concerned with big totals, aggregates
averages, their behaviour and mutual relations. :

Q.28. Which are principles or theories included in
economics.

THEORIES OF MICRO ECONOMICS

The contents of micro economics can be broadly divided
groups, namely.

1. Product -.an_..n._ Micro Economics is referred to a8

Theory. Its included (a) Theory of o P
Production and Costs. er Demand, and (b) ..m._

2. Factor Pricing- Its included (a) th f . h
| R
Wages, (c) Theory of Interest and (d) Theony Mwwawmr e

3. Theory of Welfare Economi i
cs— M i
welfare of society therefore it is also calleq Eo:h..nmnw MOOMMNM.HQ

Q.29. Show the characteristics of Macro mno.uoﬂ-wou

NATURE OR CHARACTERISTICS OF MACRO ECONOMICS'

it

Following characteristics of macro R .

1. Study of Aggregate Econe .

. . g = i
aggregate economy and not individual c:ﬂw ey moonoa__nm g
2. Subject matter of study
national income, total savings,

employment.

: In macro economics is mEam
total production, total cons

Difference between Micro and Macro Economics / 33

3. Extensive view point - Macro economics, with the help of the
study of various u_.&u_mam. gives an aggregate solution. .

4. Interdependence - The subject matter of study on various
aspects is dependent on each other to a large extent, e.g., production,

employment and savings.
Q.30. Discuss the scope of Macro Economics.
SCOPE OF MACRO ECONOMICS

The scope of macro economics consists of the following—

(1) Theory of income, output and employment- with its
constituents of — : ;

(a) Theory of consumption function and
(b) Theory of investment function -
(c) Theory of business cycles.

(2) Theory of Prices with its constituents of - ,

'(a) Theoty of inflation, (b) Theory of deflation and (c) Theory of
reflation.

(3) Theory of Economic Growth dealing with long run growth of
income, output and employment as applied to developed and
underdeveloped countries.

(4) Macro theory of distribution dealing with the relative shares of
wages, and profits in the total national income.

(5) Theory of international trade and foreign exchange. - ‘

(6) Theory of Public Finance- Public Revenue, Public-

~ -Expenditure, Public Debts, Taxation, Fiscal Policy etc. .

(7) Theory of Money and Banking— Monetary Policy, Credit
system, Banking system, Central Banking, Intemational Finance
efc.

Q.31. Micro Economics is depends on unreal assumptions.
Explain. _ : .

Principles and theories propounded under Micro Economics are
based on some assumptions. Like other things should be equal is essential
for many laws and theory under consumption and price determination
principles. Law of diminishing utility, law of equi-marginal utility, law of
Demand, price determination theory, marginal productivity theory of
distribution are based on some assumptions and there assumption are
unreal, in other words not founded in practical field. '
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CONCEPT OF MICRO AND MACRO ECONOMIC : OTQ

Q Choose Correct Option -

L

Micro Economics studies of -

(a) Families (b) Individual Units.
(c) All firms (d) Whole society
Micro Economics studies-
(a) Small industries (b) Retail Business
(c) Individual Consumer (d) All of above
Micro and Macro economics are-

 (a) Competitive (b) complementary
(c) Separate (d) Alternative

The following Economist is &mem_ovnn of micro economic
theory-

(a) Adam smith
(c) Prof. Kynes

(b) Prof. Marshall
(d) Wallras

"Price theory is main instrument of ... economics" the
statement of - -
(a) Macro Economics (b) Aggregate economics
(c) Micro economics (d) Applied Economics
-~ Second name of Micro economics-
‘ (a) Employment theory (b) Income theory
(c) Price theory (d) All of above
Which one of the following is related to micro economics-
(a) Theory of general prices
(b) Theory of mEv_ocEmuﬂ
(c) Theory of Economic

(d) Optimum allocations of resources
The following is nrnnﬂn»niwnnm of
(a) Study of individual units
(c) Based of assumptions

Micro economics-
(b) Stable economics
(d) All of above

Micro economics is base on the assumptioj

on-
(a) Total employment (b) Perfect competit;
(c) Stable economy ey

10.

11.

12.

13.

14.

15.

Ans. -
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In Macro Economics studied—

(a) Individual (b) Unit
(c) Group (d) All of above

The following is not studied in Macro economics-

(a) Employment theory (b) Inflation
(c) Price determination (d) General price level
General price level is studied in-

(a) Micro economics (b) Macro economics
(c) Above both (d) None of above
Main contribution in Macro Economics—

(a) J.-M. Keynes (b) K.E. Bolding

(c) Kwine . (d) Marshall

Micro and Macro Economics are —

(a) Opponent each other (b) Complimentry oﬁ, each other
(c) Independent (d) Equal

Macro economics word firstly introduce by-

(a) Keyns | (b) Ragner Frish

(c) Malthus (d) Karl Marx

1)b@ c@b@aB)c(6)ec(7d@a(®d(10)ec (11) e

(12) b (13) c (14) b (15) _u,. a
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Ill:ll
GDP is scale to measure growth of the economy,
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 NATIONAL INCOME : CONCEPT
GROSS, NET AND DOMESTIC PRODUCT

S

® Long Answer Type Question .
Q.32. What is National Income ? In this connection, discuss the
views of Marshall, Pigou and Fisher.
) Or
(a) Explain the meaning of National Income.

(b) Critically examine the definitions given by Marshall.
MEANING OF NATIONAL INCOME

. The importance of the concept of national income in economics in
the field of distibution is very great. It is essential to know about the
concept of national income for the study of any problem of distribution. A"
comparison of the progress of different countries, national income is the ;
basis of economic development. A simple meaning of national income'
total income eamed by the whole nation. But, in economics, there is
special view of national income. It is as under - )

"National income is the total mone

. . a tary value of a country's tofal
production and services in a particular year." In other words, national
income is the total of production of all the factors in a particular year ina
country”. 7

There are different opinions of mno_..o% abo e
national wealth. Definition of Marshall, Pigou and Fishos M_M MMMHM:

I. MARSHALL'S DEFINITION
%ﬂﬁ%ﬂﬂﬂ%ﬁﬂ“&“ﬂhﬂﬁ%ﬂ”ﬁﬁ%&ﬁSﬁm is the sum total of the net
obtained by labour and capital with the
O FEATURES

The following points emerge from Mashail's definition, -
o aepends pon the producton of goods ol

help of natural resources."

90ods and services in a county § |
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(2) Total of net production of goods and services of a country in a

particular year is national income. )

(3) Both material and non-material goods shall be included in

calculation of national income. . .
(4) National income is generally calculated on a yearly basis.
(5) In order to find out the net national income, E&m—..m:m tear and .
« depreciation must be excluded from gross v.noacaaon. ;

(6) Services of the members of families and friends rendered

gratuitously are not included in national income.

O CRITICISM OF MARSHALL'S DEFINITION .

(1) Difficulty in calculation- Calculation of moomm Uuon_csm. and
services rendered in a country is a difficult task. The quantity and quality of
goods produced in a country is too large to calculate. | : .

‘ (2) No exchange - There are a large number of goods and services
which are not exchanged. Several commodities are consumed by U:.um:mmﬁ
and are not sold in the market. These commodities are :o.ﬁ taken into
account in calculation of national income. N

(3) Possibility of Double calculation- Double B—wawo:. is
possible in the case of several goads and services. For example production
of groundnut as well as its oil will be included in national income.

" (4) Impractical - The concept of Marshall is .w:ﬁﬂnm&. :
Inspite of these criticisms, Marshall's definifion of national income
has a broad view. ‘
, II. PIGOU'S DEFINITION

Pigou's definition is somewhat different from Zm.:m_.ﬁu.m definition.
Pigou has connected national income with money.
QO FEATURES , ' .
According to Pigou, " National income is that part of real income:
(including foreign income) of a community which can be measured in terms
of money."
The following points emerge from Pigou's definition :- .
(1) Only those goods and services are included in national wealth
which can be measured by money. . .
(2) Income eamed in foreign countries is also included in national
income. - s .
(8) The goods and services which cannot be m ured in terms of
money are not included in national income, for example,
services rendered by a housewife.
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Q CRITICISM OF PIGOU'S DEFINITION _

(1) Narrow viewpoint - According to critics, Pigou has limjtey
the scope of national income. That is, Pigou has included only those
9oods and services in national income which can be expressed in terms of
money. .

(2) Inexplicit and Uncertain- Pigou's definition is not clear. It j;
uncertain too. For example, a person pays ¥ 100 per month to hjs:
maid servant. Her services will be included in national income because it is
In terms of money. But, if he marries the maid servant, the services will not

be included in national income because she will not be paid for he
Services.

Ill, FISHER'S DEFINITION

Prof. Fisher's definition is based on consumption rather than
production. Thus Fisher's definition is quite different from that of Marshall
and Pigou. In the words of Fisher, "National dividend or income includes

~ the wﬁSomm obtained by ultimate consumers whether, by material or human
environment. Thus a piano or an over-coat which has been made formy
Cmm.ﬂmm year, is not a part of national income but simply an increase in |
capital. The services made available to me by these articles this year are
not national income, but increase in capital.” i
Q FEATURES
The analysis of Fisher's definition is as under —

(1) National income of a country is determined not b _.
production but by consumption, h 34

2) _m an article is consumed for a lon
in a particular year will be includ

O CRITICISM OF FISHER'S DEFINITION M
At —.:. pra ctical- On the surface, Fisher's definition seems ﬂo.w
more scientific in comparison to Marshall's and Pigou's definition, sirice it

takes into account the value of consumption i
tion 5
has no value from practical point of view, In a particular year. m_:.

g period, the value oo_..wEa\. 4
ed in national income.

more while corisumption is less, This d
country is low.

O WHICH DEFINITION IS THE BEST ‘
It is difficult to say which of th . )
Marshall, Pigou and Fisher Is the hes M three definitions given above bY

important from their point of view, ecause all the three definitions 2 v

0es not mean national income 0
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(i) Theoretically, Marshall's definition is important. It helps to give
us a comparative view of economic development of different
countries. _ ‘

(ii) Pigou's definition represents a true form of national dividend. It
is practical.

(i) Fisher's definition is useful to know economic welfare of the
masses and compare their standard of living. ‘

Thus, all the three definitions throw light on national income from

different angles. - :
Q.33. Discuss the various concept of National Income and
describe its components. :
9 A

Explain fully the following concept of National —Bno_-:nl.

(i) Gross National Product or (GNP)

(ii) Net National Product or (NNP)

(iii) National Income (NI)

(iv) Personal Income (PI)

(v) Disposable Income (DPI) -
National income is the sum total of goods and services produced in
a particular year. Economists have given the following five concepts about
national income -

(i) Gross National Product (GNP)

(ii) Net National Product (NNP)

(iii) National Income (INI)

(iv) Personal Income (PI)

(v) Disposable Income (DPI) ’

O 1.GROSS NATIONAL PRODUCT (GNP)

Total gross product of goods and services in ayearx Market Value =
GNP i.e. Gross National Product.

The concept of GNP can be made clear as under - .

(1) To measure the value of goods and services in ‘_..B.Ea of
money and make its total - Total of all the goods and services of a
country in a year are added in terms of money. The total amount is
calculated by multiplying the total commodities with their market value.
This amount is called Gross national income.

Why are goods and services expressed in terms of Bo:.mc...u The
answer is that a large number of commodities of different varieties are




\

- enterprise eamed by way of rent,
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produced. They are of different sizes and weight. For example, cloth i,
terms of metres, coal in metric tons, petrol in litres. If these products ar,
not expressed in terms of money, it will not be possible to assess nationg
income. It will not be indicated whether there is any increase or decrease iy,
them. It we desire to compare national income of two years, production of
both the years in terms of money will be necessary. For example in the year
2017, production of cereals was 26 crore tons, cloth 1,000 crore Metres,
suger 50 lac tons. It will not indicate national income. If we convert thjs
production into money, say goods and services produced in the year 2017
were of the order of 150 lac crores of rupees it will give us a clear idea of
national income.

(2) Inclusion of closing stock of goods and services - Only
¢losing stock of goods and services produced in a year are included in
gross national income. For example, the value of biscuits will include the
value of the powder the biscuit is made from and not the value of wheat

from which powder is made. This is necessary to avoid duplicate
calculation.

(3) No deduction of Depreciation - Depreciation is not deducted
while calculating gross national income. Therefore, total value ‘of all
goods and services produced is called gross national income. 2

O 1. NET NATIONAL PRODUCT (NNP)

depreciation of machinery is called Net National Product or NNP. There
wear and tear of capital goods or machinery in the production of goods
Thus value of capital goods diminishes. Therefore, depreciation

machinery is deducted from gross national income. The balance is th
national income.

GNP - Uﬂ“ﬂﬂhﬂt@-— = NNP .

It makes it clear that concept on NNP is superi GNP
depreciation of capital goods is provided for. superior to ) beca
O 1. NATIONAL INCOME (NI)

¢ n. In sim income
various factors of production land, labour. a%mmmm___oﬁ%m_ :g.m _Mo:

national income. Wages, interest and profit is

. 411
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. . e - QE
The concept of national income is important from the Jﬂ.ﬂ.ﬂﬂ“ o
of cost of factor of production, It gives us information about .
factors of production of national income.

O IV.PERSONAL INCOME (PI) . . ‘ a'in
Income of factors of production in a year is not obtained by the

total. Certain deductions are made therefrom, e.g. income-tax,

< 4os i income
professional tax and Provident Fund. Besides it, several persons get inco!

3 ] ent
* even without giving any contribution in production. €.g-, unemploym

i ined b
insurance, old age pension etc. Thus, the total income in fact MMW.::BBM
all the persons in a particular year in the country is called perso!

Pl = National Income — Deductions + Grants

QO V.DISPOSABLE INCOME OR (DPI) r nal
A large number of persons and families in a country obtain per

. ; tion.
income. The Evo_m personal income is not spent on consump .

after
Disposable income is that part of personal income remained
deduction of taxes imposed by the government.
DPI = PI - Personal Taxes .
The whole personal income is not consumned or disposed of. A part
of it is saved for a rainy day.

SHORT ANSWER TYPE QUESTIONS

Q.34. Explain the concepts of National Income.
CONCEPTS OF NATIONAL INCOME

. : e

A simple meaning of national income is total income mm:.mmwmﬁ.u%ow..m_
whole nation. But, in economics, there is a special view of r
income. 1t is as under -

"National income is the total monetary E-_:n.. of a no..:-n-.-.m.mu
total production and services in a particular year. In other EME "
national income is the total of production of all the factors in a parti
year in a country". :

So, this is the basic social accounting measure of the total .o.wﬁn ; MM
aggregate supply of goods and services, Gross National Product oo _:mn
as the total market value of all final goods and services ﬁ_.o.n_:nm& i
It is a measure of the current output of economic activity in the country.

In the production of gross national product of a year, we no:mm_ UE:u n_mm
or use up some capital, i.e., equipment, machinery etc. The capital p e
like machinery, wear out or depreciate in value as @ z.ﬁc: mow _a
consumption or use in the production process. This consumption of lixe

e g s A
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capital or fall in value of capital due to wear and tear is called
n_amnmnmm&o:. When charges for depreciation are deducted from the gross
national product, we get net national product. It means the market value of
all final goods and services after providing for depreciation. Therefore, it is
called ‘national income at market prices.’

Q.35. Discuss the importance of computation of National

Income of a country.

IMPORTANCE OF NATIONAL INCOME

. Computation of national income of a country’s economy is
important, whether it be developed, under—developed or undeveloped.
National income is a mirror in which the picture of a country's economy is
reflected. Its importance can be made clear as under — ,

(1) Assistance in formation of Govt's. Ecopomic Policies-

Statistics o*. national income of a country help the government in formation
of economic policies. The government frames various plans in respect of

wﬁw&r money, investment and employment on the basis of data of national

mcome.

. (2) Importance for Economic planning- Statistics of national
income are very important in a planned economy as priority is given to
various sectors in respect of factors of production. Data of national income
help in this direction.

(3) Study of Hindrances Present in Economic Progress- Data
of a country's national income help us to know the hindrances appearing in

economic development. Therefore the governme :
. : ¢
by planned development. nt can face the hindrances

.T& mn-.o.ﬂ_@._n.o of contribution of various sectors - The
analysis of .:wro:m._ iIncome enables us to know the contribution of
agriculture, industry, trade and commerce in national economy.
country throws light on the standard of Jjy; e ,

; g of the people of For
example, due to low per capita i the people of a country. Fo
,_mimmw in the world. income of India, the standard of living is

(6) Taxable Capacity- A study o oo . ]
income enables us. to know the Sxmc_m_c of statistical data of national

basis, the government adopts the E@&M_”vmnme of the people. On this

(7) Index of Economic Welfare. N« .
economic welfare of a country to a baste mxﬂwsﬁ.z._w_,ﬁ__whw_ income wmmoﬁm
economic welfare depends upon the q aniity of s e M.E_ ._mﬂm wmmap.mma

e. The large

_ national production for any given period. In estimating
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quantity of national income, the greater will be economic welfare. Thus,
national income is an indicator of a nation's economic welfare.

In this way, the study of national income is important for the
government, businessmen, industrialists, economists and consumers.

Q.36. Discuss briefly concept of Gross National Product A,OZS
and Net National Product (NNP).

GROSS NATIONAL INCOME AND NET NATIONAL INCOME

The Gross National Product (G.N.P) is the money value of the total
the G.N.P. care has
to be taken to include the money-value of only the final goods arid mm_.Somm
produced in the economy to avoid double counting. In computing the
G.N.P, we do not deduct the total depreciation of the fixed assets from
the gross income. The G.N.P. is a better index than any other no:nmmu» of
the actual conditions of production and employment in m_.no..:.&w during a
specified period. To get an accurate idea of the m.&wncmam:ﬁ of an
economy, we have to find out its net national uBhE.un A.z. income. And that
can be found out by deducting the total depreciation from the .m..omm
national product of the country. The net national product (N.N.P) is, on

the contrary, a better concept than G.N.P, because it makes proper

allowance for the depreciation suffered by machinery, B:.G:.E:r UEM_n_Emmm
etc. during the year. This concept is also highly useful as it gives an idea %_—
the net increase in the total production of the country- It also proves .vm_ﬁ»r
in the analysis of the long-run problem of maintaining and increasing the
supply of physical capital of the country. The ZHZ,N is, therefore, a highly
useful concept for the study of Growth Economics-

VERY SHORT ANSWER TYPE QUESTIONS

Q.37. What do you mean by National Income ?

In other words, the total amount of income accruing to a country
from economic activities in a cmﬂ..m. time, is known as :waosm.z income. _H
includes payments made to all resources in the form of wages, interest, ren
and profits. It is thus, the process of counting the value of flow between
sectors and then summing up them to find the total value of economic
activities in an economy.

Q.38. What is meant by Consumer goods ? .
Consumption Goods or Consumer Goods : Consumption goods are

those goods which are directly used for the satisfaction of human wants.

For example : bread and butter. |

S
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Q.39. What is meant by intermediate goods ?

o Intermediate Goods : Those goods which are within the do::awé
line, not ready for use and in which is value addition is still to be n._osm are
called as Intermediate goods. These goods are used as raw material by th,
producers or purchased for further sale. For example wood purchased by »

_carpenter to make chairs.' ,

Q.40. What do you mean by final goods ?

Final Goods : Those goods which have crossed the boundary line
are ready for use "and in which value addition is done are called mm.m:L

goods. Heénce, these goods are ready for use by their final users. For

example : ‘Car used by the households, machine used by the producers,
Q.41. What do you mean by Capital goods ? A

Capital Goods : Capital goods are those goods which E.m used for
gmn.vnoacnmo: of goods and are used as fixed assets by the producers
for production. For example : Tractors used by the farmers.

Q.42. What are the components of GDP ?

G.D.P (Gross Domestic Product) of country consist of a total of all
types of agricultural, industrial and commercial goods and services
produced in the country, disregarding its export and import. The GDP is
measured at, currentmarket price symbolically. .

G.D.P is measured at current market price sysmbolicall ..
Domestic Product) (C + | + G) + (x - m) Sysi ically GDP (Gross

Q.43. What do you mean by Gross Domestic Products (G.D.P) ?

G.D.P refers to aggregate value of output of final goods and services ‘
country, It is the

produced within the territories or political boundaries of a
total output of domestic economy excludin, : 4 P

g the fo external sect
For example, G.D.P of India consists of a total of o i .Em_

NATIONAL INCOME : ESTIMATES AND >z>_..<m_m = :
— =3 AND AN/ y
O Choose Correct Option - :
1. Traditional definition of Nationa] ,
, income j
(a) Prof. Marshall (6) Prof. wo_&a given by-
(c) Prof. J.S. Mill (d) Kyers ng .

4. National Income means -

(b) Total income earned in a country
(c) Sum of Net income eamed by Citizens

(c) Expenditure method | (d) All of above

8. Meaning of G.N.P. is-

11. Which of the following equations ap
method - .

(a) Market price of services and goods
~ (b) Zw-,_.a” price of goods

rll
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2. Definition of national income on the basis of consumption

" given by-
(a) Marshall (b) Pigou
(c) Fisher (d) VK.R.V. Rao
3. Marshall defined national income on the basis of-
(a) Consumption basis (b) Income basis
(c) Production basis (d) Expenditure basis

(a) Annual income of the Goverment of a country

(d) Sum of income of Central and State Government
5. Thefollowing is method for computation of national income~

- (a) Production method (b) Income method

6. Monetary value of goods and services produced in a country

with in year is called-
: (a) Gross Domestic Product ~ (b) Net Domestic Product
ﬁ ~ (c) National Income (d) Personal Income
W, . 7. Components of National Income- ;
(a) Total National product (b) Net National product
(c) Gross National product (d) All of above

(a) Gross National production ~ (b) Gross Net production
(c) Gross Nationalised profit (d) General National production
9. Modern definition of National income is given by-

. (a) Prof. Pigou : (b} Prof. Cannon
(c) Prof. Simon Kuznets (d) Fisher _
10. Production stable and population increased in such case
per capita income shall be- .
(a) Stable (b) Increase
(¢) Decrease (d) None of above

plies under income
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(c) Revenue + Wages + Interest + Profit
(d) Consumption + Surplus

'12. Which statement is true -

_ (a) NNP = GNP - Depreciation  (b) NNP = GNP~ Depreciation
(c) GNP = NNP - Depreciation  (d) GNP = NNP

13. After deducting depreciation against total National Income
we find-

(a) Total National Production  (b) Net National Production
(c) Finat National Production  (d) None of these ‘

14. Which equation is right-

: (a) National Income = GNP .

(b) National Production = GNP - Depreciation — Indirect Tax
(c) National Income = Depreciation x Taxes
(d) All of above

15. National Income is—
(a) Income of the government  (b) Profits of public enterprises
(c) Budget of government (d) Total factor of incomes

Ans.:(l)a (2)c B c @c (5)d (6)a (7)d (B)a (9 c (10)c (11) ¢

(12)a (13) b (14) a (15) d. :

o

National income is a measuring rod of a nation's economy.
~ There are various methods to measure :&.mo:n.. Income.

6

METHODS OF MEASUREMENT
OF NATIONAL INCOME

& Fo:m. Question-Answer : L .

Q.44. Describe the various methods of measurement of National
Income.
Or
Discuss the problems that arise in determination of
National income ? :
Or
Write short Notes on : :
(i) Commodity Service Method or
Census of Production Method
. (ii) Income Received Method or
Census of Income Method
(iii) Consumption Savings Method
(iv) Social Accounting Method

COMPUTATION OF NATIONAL INCOME

-

National Income is a measuring rod of a nation’s economy. The
total number of ultimate goods and services produced in a country, their’
monetary value is called national income. In other words, total income
received from different factors of production is called national income.
National income has been defined by some on the basis of production,
while some have defined it on the basis of consumption.

The following are the main methods of measuring national income—

1. Commodity Service Method or Census of Production Method

Under this method, production is taken as the base for computation

of national income. National income is the gross of total goods and services

produced measured in terms of money in a year in a country. The following

points should be taken into consideration while computing national income-

(i) The total value of the total goods and services produced in a
particular year is the gross production.

[47]
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(i) Depreciation value should be deducted from gross production,

(i) A commodity should be taken only once and duplicate
valuation should be avoided.

(iv) Ultimate production should be included in national income,
e.g., value of cloth should be taken instead of raw cotton or
cotton.

(v) - Foreign exchange transactions must also be taken into account
while computing national income.

Example : Ultimate price of a bread is 50 Paise. It includes wheat
powder worth 40 Paise. For production of wheat seed cost 15 Paise and
. urea 5 Paisa. Ultimate article bread now costs 50 P — (15 + 5) = 30 paise.

National production value will be 30 paise.

. This is the most simple and convenient method of computation of
national .585@. We come, to know the actual quantity of different goods
and services produced. But, the main defect of this method is the possibility
omn_:_uzomﬁmﬁ_cmmo:. .

2. Census of Income Method
This method of computation of national income is based on the

income received by the people. Income of all the persons actually received

is made gross. In other words total income received by different factors of

production in the form of rent, labour, interest and salary is called national
mecome.

; The following should be bome in mind SE_m mo:.__ucn:u oo
income- ; ‘

® MMMM total of rent, salary, wages, interest and profit should be

o Am_v The commeodities and services whij i .
ch 3
- terms of money, should be includeq have not been paid in =
(iii) Payments which do not help proguyct; aa
e.g., pension and charities, Production should not be included,

iv) Amount received .
A income. S mm_m of ‘assets §= not be treated as

This method of computation of nationa &
roE. -m:nr mrw..m. a factor of pro a:&o:oﬁmm_m EMonHm Ma_ﬁm us ﬁo. _S_MM
m.me_g__Q of n.__._v__om;n computation, But, it g diffica] ived. There is »
income of agriculturists and backward d cult to compute correc

3. Consumption Savings Method
Under this method, total consumpgi
masses in a year is calculated. Grogg *”,._M_noz and total savings of the

consumption together is the national jnc of savings and gross total of
. e of a country, :
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This method of computation is based upon the mmmE:uqu_oﬁ..:M_" h”M
people spend a part of income on expenditure and save a vmn”ommmﬁu e
emergency. Therefore, the gross total of expenditure and mmS:mmﬁ_ R e
the masses will be equal to national income. The gross to
national income.

Since this method is based on total Q._ﬂm:&EHm.
Census of Expenditure Method.

4. Census of Occupational Method o o
Under this method, national income is Saﬁcﬁmv.um,: .::._m e mmpwma

occupation of the masses. A list is made of persons i _w_c&ﬁ sl

occupations like agriculturists, labourers, _u:mﬁmmman?ﬁ mama o the

professionals. Income of all classes of workers is Erm._._ﬂ.m n_.mwmamm b

gross total of all the classes of persons is made total.

income.

" This method is suitable in finding out the incomes of persons of

different occupations separately, but it is not practical. This me

adopted in a small country and in educated masses.

5. Social Accounting Method

o e .. m
The total population of a country is &Sn_mw_ Sva MNMWCHM __Eo_,q.”v ;
groups. Each income group is computed separaf _w_ ekl mﬂon:mcvw >
average income of all the groups is calculated. The to
income is the national income. .
- . - E
This method enables us to know distribution of wealth in the

country, but it is difficult to adopt it.

Q Conclusion.- Which method is superior? .
As seen above, each method of computation of :mzo:ﬂ_n ﬂwo_“h:m&»rﬁ

its advantages and disadvantages. However, Census om. _unoam._ iy

seems to be superior as it is practical and &Bm_m. This M_m@ e ioane

used in computation of national income. In _:mrm. Productio

Method are used for computation of national income.

this is also called

SHORT ANSWER TYPE QUESTIONS

of
Q45. Explain briefly the income method of computation ©

National Income. .
" INCOMEMETHOD T

. Nbﬂ mmahnm ﬁncn—comnw
The expenditure incurred on purchasing mOOnommBm of the various factors

in a country during the year also becomes the in
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which collaborated in the production of those goods and services. We can
group these factor-incomes in the following categories :

(i) Wages and salaries of the employees,

(ii) Incomes of non-company business,

(iii) Rental incomes of persons,

(iv) Corporate profits, and

(v) Income from interest. .

An aggregate of the above five categories of incomes will not be
equal to the G.N.P. as estimated by the census of expenditure method. The
reason is that a part of the total expenditure incurred by the community
does not become available to the factors of production in the form of
incomes. There are two such leakages. Firstly, indirect taxes levied by the
government on goods and services and secondly, depreciation of machinery,
plants and buildings. The expenditure incurred by the households (or,
factors) on goods and services includes the indirect taxes levied by the
government. The income from these indirect taxes goes to the government
and is not available to the factors concemed. The payment on account

- of depreciation also does not become available to the factors in the fom
of income. Therefore, while estimating the G.N.P. by the income method,

we have to add indirect taxes and depreciation charges to the factor-
incomes.

Q.46. Explain the Expenditure Method of .005—.:-.5»—05:
National Income. g

' CENSUS OF EXPENDITURE METHOD

The gross national product can be viewed as, the ‘nation’s
expenditure on goods and services produced during the year. Each uni
goods and services produced is matched by an expenditure on that u
Most of the goods and services produced in the country are bought by
consumers. But the unsold goods and services are regarded as having
bought by the producers who hold them as stocks -0t invenderieal
monetary value of the total national production is equal to the ta
national expenditure. The total nationa] expenditure can be split up into
following four categories— , .

1. Personal Consumption ot
consumption expenditure mem-mon bo Expenditure- 1t includes

th d -durable
goods in the country during the year. urable goods and non-dura

..Summ Q—wo mﬂ ture ON
s, s o o, o, e expndi

2. Gross Domestic Private Fivietd
; ) : 2 . ent- This i includes
private investment in capital or producer goods m_.””_w _”M.: mﬂ:&:@
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machinery, plant, equipment etc. Such goods are primarily u:_n_._mmmm by
business firms. Houses are also included in this category of expen iture
because they are so durable that represent, in fact, capital goods.

3. Government’s Purchases of Goods and mo-.e_nanl_a?a
government also purchases from the market consumer goods, suc WM
paper, stationery etc., as well as investment goods, such as, machinery M_Mo
equipment for their.own enterprises. In addition, the moﬁaamu» :
purchases a number of different services, such as, BEHE.. police an
secretarial services. .

4. Net Foreign Investment- As is well known, the a:nn_w
production of a country is not sold within the country. A part of it ¢
exported to other countries. This part of the production m_..oc_.m be include
in the GNP, of the country. At the same time, the country imports some
finished goods from abroad. The value of imports should be deducted from
the value of exports. If the balance is positivé, it should be added to the
other items of expenditure. If it is negative, it should be subtracted from the
sum of the other expenditure itemns.

Q.47. Explain Product or Value added Method of Valuation of
National Income.

Product method measures national income on the basis w*
contributions in terms of value addition by all the producing enterprises in
the. domestic territory of the country during an accounting year. .._._.5 money
value of final goods and services produced at current prices during a year is
taken into account. The value of exports is added and the value of imports .
is deducted. Thus, the total gross. value added-of an economy equals the
value of its GDP Few concept to understand. it further .

. Value Addition = It is the difference between value of firms output
and the value of intermediate consumption. ‘
) Value addition = Value of output (-) Intermediate consumption

Value of Qutput = It refers to the market value of goods and

services produced by a firm during a period of one year

— Value of output = &m_

(if entire output is sold during the year) -

Intermediate Consumption = It is value of non-factor inputs (all
inputs other than land, labour, capital entrepreneurship) used in the
production. Hence, includes value of raw materials, fuel, power .mﬁn.

O_.B.:wo in stock (A Stock) Itis measured, as the difference between
closing stock and opening stock of the accounting year.



52 / Applied Economics (B.Com. II)

If some output remain unsold it is added to the firm's inventory stock
and the same is -expressed as change in stock. Thus, the value of output i
that case is, n

Value of output Sales + A Stock

[if some output remain unsold during the year, change in st
stock) is added] M

Q.48. Discuss the importance of Calculation National Income

in India.
IMPORTANCE OF NATIONAL INCOME CALCULATION

' ; Computation of national income of a country's econ
. omy is
:su.onm:r whether it be developed, under-developed or c:nocn_ow&
Zm&....u:w_ income is a mirror in which the picture of a country's economy W
reflected. lIts importance for Indian economy can be made clear as under.
.ﬁ: Assistance in formation of Govt's Economic Policie
Statistics of national income of a country help the government in formation
of economic policies. The government frames various plans in respect of
..s&&r money, investment and employment on the basis of data of nation .
income. *
(2) Importance for Economic plannin ,
. 4 g- Statistics of
income are very important in a planned economy as priority ‘is MHM:
various sectors in respect of factors of producti Y
help in this direction. = o Ua#. o rationsl
(3) Study of Hindrances Present in Economi ogres .
of a country's national income help us to know the EMM“M? vﬁaua,n..
economic development. Therefore the government can f; oﬂuﬂ .
by planned development. ot

(4) Knowledge of contribution e o
analysis -of national income enables ys nwar““n.._ﬁn sectors -
agriculture, industry, trade and commerce in national moM: Mﬂ.un.?cn

A M—.ﬁhﬂ—c of statistical Qﬂa of gﬂoux_ﬂ.— ngﬂ.— —J c. &
about the relative importance of various fields of a nom elps us

(5) mnﬂn..n—ﬂu.n_ of living - National ang nc:ﬂ.c. g
country throws light on the standard of living of m._m_um nﬂﬁ:ﬂ income ©
example due to low per capita income of In, dia, %Mow_.mﬂom woow:...m

ndli dardo

lowest in the world.

(6) Taxable Capacity- A stug o L2 i
income enables us to know the taxab] mcnhwm””mamas_ data of :w 0
basis, the government adopts the tax system ty of the people: On
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(7) Index of Economic Welfare- National income affects
economic welfare of a country to 2 large extent. Therefore, the degree of
economic welfare depends upon the quantity of its income.

In this way, the study of national income is important for the
government, businessmen, industrialists, economists and consumers.

Q.49. Mention the difficulties regarding calculating National In-
come in India.

O Difficulties in the Measurement of National Income

In measuring national income, we are confronted with certain
conceptual difficulties which may be set forth below :

1. Inadequate statistics— The available statistics in India are not
only inadequate but also unreliable. For example, statistics pertaining to
agriculture in India are not complete. We have no reliable estimates of
production costs in Indian agriculture. There are no statistics worth the
name for small-scale and medium industries.

_ 2. Non Monetized sector- The existence of a large non-monetized
sector in underdeveloped countries also makes the computation of national
income difficult. As is well known, quite a substantial part of the
agricultural output in India does not reach the market at all. Either it is
consumed at home by the agriculturists themselves or is exchanged for
other goods and services in the village. This presents several difficulties in
the calculation of income.

3. Not keeping of accurate accounting- The overwhelming
majority of the small producers in the underdeveloped countries like India
are illiterate and ignorant and are not in a position to keep any account of
their productive activities. So they cannot give to the investigator
information about the quantity or value of their output. :

4. Ignorance of some activities- It has not been found possible
to include certain categories of services performed by the citizens in the
national income. For example, there is no method available to us for
computing the value of the services rendered by a cultivator’s family
members in agricultural activities.

5. Detective evaluation system- There is no fool-proof method
evolved yet to evaluate the raw materials, unfinished, semi-finished and
finished goods found lying in the godowns of the business firms. Without a
correct evaluation of these goods, we cannot arrive at reliable estimates of
the national income of a country.
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6. Problem in correct charging depreciation- The calculation '
of the total value of depreciation and replacement poges yet
another difficult problem. At what rates should the depreciation be
calculated for different types of machinery, plants and buildings ? There
cannot be a uniform rate for calculating the depreciation on all these fixed
assets. ) : :

7. Exclusion of foreign income- Another problem which.
confronts us relates to the income eamed by foreign firms operating in the

VERY SHORT ANSWER TYPE QUESTIONS

O 50. Explain Income Method of National Income calculation.

: The Income method measures the incomes arising to different
‘factors like land, labour, capital and enterprise in the name of rent,
wages, interest and profit in retumn- for their services during an accounting

According to this method, National Income is estimation of sum
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METHODS OF MEASUREMENT OF NATIONAL INCOME : OTQ

 total of factor incomes eamned by the normal residents of a country n_:m_.:m_
an accounting year. On the other hand, the sum total of factor incomes
generated within the domestic territory of a country (by | the ..omE

(NFIA) is added to domestic income to find :omo:n._ income.

Q.51. Write a note on Expenditure !nﬁzx— on Zu»—oaﬂ_ =
calculation. : !
. . According to this method, national 583n _n Soomc..n
expenditure on the "purchase of final goods and services, prod
~economy during an accounting year, , faies
Final expenditure is broadly clarified into *oE Sﬁm&
(i) Private Final consumption expenditure,
(ii) Government final consumption mg&gm
(iii) Investment expendit ire, and &
(iv) Net exports, % e feeta
Hence, it includes
< 86@5&53 on m:m__,g.o&:nﬁ _uc !
(i) Households, ?v Business

mmn»ou.. and (iv) Rest of the world, mmo.no_. :uﬂon:omag. c_; *Govert

0 Choose Correct Option —
1. The following is method for computation of national
income- ;
(a) Production method (b) Income method
(c) Expenditure method (d) All of above

Method of Measuring Zﬂ»-o:n_ income is-

(a) Real income

(b) Per capita income E&:oa

(¢) Census of production method

(d) Monetaty income

"National income can be measured in money" defined by
(a) Marshall (b) Prof. Clark

(c) Prof. Pigou (d) Siaman Contaz ;

Which of the ?:oﬂ:m equations applies under income
method-

(a) Marekt price of services and goods

(b) Market price of goods

(c) Revenue + Wages + Interest + Profit

(d) Consumption + Surplus

Causes of slow rate of incresing per capita income rather

. than national income is -

(a) Poverty (b) Increasing population
(c) Unemployment (d) All of above .
The following is deducted to obtain Net domestic
production agaist Gross domestic product-

(a) Depreciation (b) Indirect Tax

(c) Direct Tax (d) Grant

National Income

Population -

(a) Personal income (b) Per capita income

(c) Per capita real income (d) None of these
The following method for computing national income-
(a) Census of production method
(b) Census of Income method -
(c) Consumption savings method
(d) All of above

-
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9. Causes of slow rate of increasing national income of India is/ |
are- ,

(2) Slow rate of development  (b) Agricultural based economy
() Slow rate of capital formation (d) All of above
- 10. Estimation of National income in India is done by-
(2) Finance ministry
(b) Central Statistical Organisation
(c) HRD ministry
(d) World Bank :
11. The formula of calculating per capita income is—

Total Production

SO Seeon National Income at Factor Cost
(@) Total Income (b)

Total Population

© Total Population Per Capita Income
Total Production (d) National Income

Ans.: (1)d 2)c B)c @)c B)b G)a (e B)d (9d (10b (11) ...m.m

UNIT - II ¢ Income - Consumption Relationship, Principles of
' Income determination classical and Keyne's theory
e Consumption function Long term - Short term
e Consumption function in Indian Economy

q

INCOME- CONSUMPTION
RELATIONSHIP

m Long Answer Type Question

Q.52. Explain the Keynesian Psychological Law of Consumption.
Or
' Discuss the Keynesian Law of Income Consumption
Relationship.

INCOME-CONSUMPTION RELATIONSHIP

Thereis close relationship between incomeand consumption. Both are
inter-dependent and affected by each other. A person eamns income for
consumption. A person has several types of wants. He tries to mmn._.:_onnc
for the satisfaction of wants. Relationship of income and cousumption can

" be classified as under-

1) ;mccumﬂomgﬂgmgnwaoeﬁi%mgoogumo?
A man earns money for the satisfaction of present and future
wants. N

(2) On getting income, consumption is 2 natural activity.

@) With an increase in income, general consumption increases. -

(4) On an increase in the quantity of consumption, more efforts are
made to increase income.

(5) When the impulse or liability of consumption is reduced, efforts
to eamn income become less.

- KEYNESIAN PSYCHOLOGICAL LAW O-n nOZMC’:-._._OZ.
Different economists have given differentviewson income consumption
relationship. Keynesian view is important among them. He vBuoc:a&
chro_ogna_ law of consumption. The following are the main points of this
W-

[57]
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CONCEPT OF KEYNES : PSYCHOLOGICAL LAW OF CONSUMPTION i 7
According to Keynes, consumption increases with an increase {j
income, butthe proportion of thisincresseislowerin comparison withincrease
inincome. This law is based upon thishuman psychology that aman increases®
his consumption expenditure with the increase in income, but has a desirefy
save as well. Consequently, increase in income is not in the same proportion &
as in consumption. This tendency is called law of income-consumption
relationship. B
, Keynes claims income-consumption relationship as fruitful,
Mathematical formulae given by him is as under — Lo
c=f(y) ¢ = Total cousumption expenditure

vy = Total Income  f = Function L

Thus consumption function expresses that a change in income affects
consumption expenditure. According to Keynes, outof a certain sum of money,
that part of income spent on consumption, is called consumption function'
and the part saved, will be termed savings. E

0O EXPLANATION OF PSYCHOLOGICAL KEYNESIAN THEORY OF CONSUMPT! _oz
Keynes view of income consumption depends upon the |
following- |
(1) No Proportionate Increase- With an increase in income, the
is also an increase in consumption. But this increase is not proportionate, i.¢,,
the ratio or proportion in which consumption increases with an increase in
income is not the same. Increase in consumption is less than the increase in®

incomeon consumption. Itmeansthat consumption increases with an increase. |
in incomme, but not in the same proportion as income increa: 4

as savings. Thus, consumption and savings go t .
o iz ogether. Generally a hum

beinglikesto save. Initially, a person maynotbe abletosaveduetol ) o

but gradually as income increases, he would Jike to save a part of it

(3) Increase inboth consumptio

nan
in income- According to this law, with an m:“m“”. ”Wa with n—.“n_ﬂnn. ¢
increase both in consumption expenditure and savin Income, there 15
for example, a miser who does not spend, but wmsmwmw:mm.\ﬂmm?mm-.w W_.M MM_,_M n. w

among human beings that they spend more : ;
increases. But a person does not spend the ©n consumption when in

He would like to save some part for fuyre Whole of the increased incor

Income - Consumption Relationship /59

Example:

Income ® Consumption (%) -Savings ()
10,000 9,500 500
15,000 12,000 3,000 .
20,000 14,000 6,000
25,000 17,000 8,000

\N

Y
Savings
5 \ c
=, \\\
5 L
g
Q
o Income X

The above Table and Chart show that-

(1) Consumption increases with an increase in income.

(2) Increase in consumption is not proportionate to an increase in

incomne.

(3) Savings increase with an increase in income.

0O ASSUMPTIONS OF KEYNES LAW - *

(1) Normal Atmosphere- The first condition for the applicability of
this law is that normal atmosphere must prevail in economy. Such conditions
like monetary expansion, war, revolution etc. should not exist.

(2) No Change in Psychology- There should be no change in the
existing psychology as any change in human psychology affects consumption
tendency. Price level, distribution of income, rising level of population, fashion
and habits must be constant. , :

(3) Capitalistic Economy- The third assumption is that this
law applies in a progressive and capitalist country. There should be free
trade and industrial policy. The law does not apply in poor and backward
nations. :
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SHORT ANSWER TYPE QUESTIONS

Q.53. What are Short and long period consumption function,
SHORT AND LONG PERIOD CONSUMPTION FUNCTION

. The period of consumption of goods forthe satisfaction of humanwa B
can be divided into two parts-short period consumption and long periog
consumplion. .

(1) Short period consumption is that consumption effect of which
remains for a short period like tea, food, entertainment, ete,

(2) Long period consumption includes such articles which ar
consumed for a long period like building, car, T.V. s

(2) Short period consumption is instantaneous whereas long period

(3) Want for a commodity or service in short period consumpi
arises again and again or several times like food, entertalnmen|
tea, etc., whereas want for a commodity or service In the ¢a
of long period consumption does not arise again and agaln, b
only once, e.g. Scooter, refrigerator, T.V. i

(4) No particular thing or asticle is necessary In short period
consumption. Whichever thing or service Is available at hand [§#¥
consumed, e.g. If lux is not available for bath, O.K. soap
consumed. Whereas a man can wait for a thing or service of hi§
choice In*a long period. For example, If Rakesh wants it
purchase a particular model of car say Zen, he will book I ang
walt till his tum comes up. A

(5) Certain types of articles are consumed both In short period and
long period. If a person wants fo consume an article severn!
times, he would like to purchase and for casual consumptiol
would like to take it on hire. For example, a student or a fact
worker needs a cycle for a long period and a child likes a cyck
in fondness.

Q.54. Write a note on Average Propensi \
Propensity to consume, , SIS
>§u§3_€.08§ow§¢&&g¢63=oonﬁi

and total consumption expenditure, Total consumption expenses are

Income - Consumption Relationship /61

by total income of the masses. Thequotientanived atis the average propensity
to consume. i , _ '

The formula is - Consumption : Income
or C/Y

For example the total annual income of the masses of a country is
% 10,000 crores and total consumption expenditure is ¥ 7,000 crores. Then .
the average propensity to consume will be 7:10 or 7/10. That is, the masses
of this country spend 70% of their income on consumption.

Marginal Propensity to consume- It shows how the Increased
income is divided between the savings and expenditure. Thus marginal -
propensity to consume Indicates the changes in consumption consequenton
the changes in incomes. For example, if there Is an increase of T 100 crores
and consumption increases by ¥ 40 crores, marginal productivity will be

' Increase in expenses
Increase in income
or
40/1000 = 0.4
Thus marginal propensity to consume is 0.4 and marginal savings will
be 0,6 because marginal propensity to consume and marginal savings together
Is equal to 1. - _

RELATIONSHIP OF AVERAGE AND MARGINAL PROPENSITY TO CONSUME-
(1) An increase in income culminates in diminution of both average
~and marginal propensity to consume.
(2) Marginal propensity of consumption decreases more in
comparison with average propensity of consumption.
(3) Marginal propensity of consumption is more in poor class
whereas savings propensity is more in rich class. ;

VERY SHORT ANSWER TYPE QUESTIONS

Q.55. Mention main propositions of Keynes's Psychological Law of
. Consumption.

Famous economist Keynes propounded the Psychological Law of
consumption regarding Income-consumption relationship. According to the
Law the following Propositions applicable in this regard :

(a) With the increase in income there Is also an increase in

consumption, but this increase is not proportionate.

(b) Savings and consumption go simultaneously.

(c) Increase in both consumption and savings with in an increase in
Income.
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' Q.56. Mention the assumptions of Psychological theory of Keynes,
Keynes's Psychological theory of consumption is depend on the
following assumptions -
(1) It assumes a constant psychological and institutional complex.
~(2) It assumes the existence of normal conditions.
* (3) It assumes the existence of a laissez-faire capitalist economy,

INCOME- CONSUMPTION RELATIONSHIP : O.T.Q.

Q Choose Correct Option -
1. Psychological Law of consumption Propoundety-
" (2) Dr. Marshall (b) Keyness
(c) Pigou "~ (d)RObbins

2. According to Psychological Law of Income and Consuption-

(a) No proporitionate increase
(b) Go simultaneously
.. {c) Consumption and saving both increase
= ‘(d) All of above Vot nok :
3. Assumptions of Keynes Law of Consumption are - :
' (a)Normal Atrmosphere (b) No change in psychology
-~ (c) Capital economy ' B

v

(d) All of above

"

8

'PRINCIPLES OF INCOME
DETERMINATION

m Long Answer Type Question

-Q.57. Critically explaint the classical theory of Income and
employment.
oF
Explain J.B. Say's Law of Market.' What are the chief
criticisms of new economics against this law ?

CLASSICAL THEORY OF EMPLOYMENT

Under classical theory, there is choice only between employment
here and there and not between employment and unemployment. It
focusses on the use of a given quantity of resources by individual firms and
industries within the economic system as a whole.

The classical theory starts with the assumption that an economy
functions at full employment and produces an output and income
corresponding to the level of full employment. Any lapse from full
employment will not last long. There is a built in mechanism in the
economy that makes it operate at fill employment. A long period
unemployment can persist only due to interference of the free play of
market forces by the government or by the private monopoly. The classical
thinkers, thus, do not normally examine the level of employment at which
the economy actually operates.

QO SAY'S LAW OF MARKET

The classical theory of employment is based upon the ideas, broadly
incorporated in Say's Law of Market believed to have given by J.B. Say, a
French economist of the 19th century. According to this law, supply creates
it own demand. In other words, production and supply of a product creates
an equivalent demand for the ‘product, so that there can never be a
problem of over production. According to Say, people work and produce to
enjoy the satisfaction of consumption. Work being unpleasant, no person

[63]
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will work to make a product unless he wants to exchange it for some other

product which he desires. In Say's words, "It is production which creates |

markets for goods. A product is no sooner created than it, from that

”M_F:r affords a market for other products to the full extent of its own
ue. Nothing is more favourable to the demand of one product, than the
supply of another. ; K

Q ASSUMPTION OF SAY'S LAW .

Say's Law is based upon the following assumptions : : f

() Whatever income the economy generates is instantaneously.

spent either on consumption or on capital goods. That s,

income not consumed is automatically invested. There is, thus, -

a continuous flow of income, income, becoming expenditure;

expenditure creating income; and so on.

(i) There is perfect competition in product, factor and money
markets. N

* (iii) There is no government interference in the functioning of :..o,,

(iv) ..:E amount of labour and capital can be raised to any ext At

in a free enterprise economy based on price mechanism.

(V) New entrants have easy access into the market with
dislocating the existing ones. They are also free to with

Hence, the size of the market is expandable. 25

(vi) It is a closed laissez-faire capitalist economy, which =.=

absence of trade or financial relationship with other econor

Q CRITICISM OF SAY'S LAW :
~  The classical theory of income and : .
i employment has been s
criticised by J.M. Keynes and others on. the following grounds :

1. Demand and Supply M is
. ay Not be Equal- Sa

upon the assumption that whole income m—.“._:on_ in ﬁmrbf

vno.acnmn.v: is spent on the goods and services an_Co@M :

BE:EJE@.EQ economy at the full employment level. H :

. assumption is both unrealistic as well as unwarranted, = g

~ 2. Role of Rate of Interest- Acco :
the mﬂnmm_:e in' the rate of interest equali wmw.u o—mmm_om_ eco
._.r.:m. saving and investment mmnﬁo:m:m_gmum o ving and _3
of interest. Keynes did not accept this - o_mmmmow_mwmzs__.wsmn by t

" him, savings depend more o i . :
iy ] n the level of income Em: on |

£

R

Principles of Income U&aa_annon\mm

3. Function of Flexible Wages— Keynes strongly challenged the
Pigou's plea that wage flexibility leads of full employment, especially at the
time of depression. Keynes regards wage cuts as highly impractical in the
context of the existence of trade unions, ::Q:v_oﬂdm:.n insurance,
minimum wage laws etc.

4. Practical Experience-~ The poor lack money to purchase
consumption goods, while rich do not spend even major part of their
wealth. This causes deficiency of aggregate demand in relation to aggregate
supply leading to over production and unemployment in the economy. This,
in fact, leads to depression. The great depression of 1930s has destroyed
the belief in Say's Law.

Q.58. Discuss in brief the Keynesian Theory of Employment.
_ or
"The logical starting point of employment is the principle of
Effective Demand.” Discuss.
KEYNESIAN THEORY OF EMPLOYMENT

J.M. Keynes was the first economist, who put forward a systematic
theory of employment. Keynes introduced the concept of effective demand
to explain the theory of income and employment. Introduction of this
concept revolutionised economic theory. His theory has been found
empirically sound. This theory explains the factors that determine the level
of income and employment. .

The Kyenesian theory of income and employment may briefly be put
as follows : : : ,

(@) The level of income and.of employment in a country at any

given time depends upon the volume of effective demand

(b) An increase 5.&% demand -will lead to an increase in

production, in income and a rise in the level of employment.
(c) A decrease in effective demand will result in a contraction of
* production, of income and fall in the level of employment.

O MAIN POINTS OF KEYNESIAN THEORY OF EMPLOYMENT

Keynesian theory is based on a short-run view. In the short,
employment is determined by effective demand and the effective demand is
equal to the total expenditure on consumption goods and investment
goods. Employment depends on the total expenditure incurred on
consumption and investment. .
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\. EFFECTIVE DEMAND
. TheTheory of effective demand Wﬁmmﬁ&nmﬁom:ﬁo*xmcdm_m:.ﬂrmoe .

of Employment. It was Keynes who, first of all, discovered ‘lack of effective o

Determination- According to Keynes, the point at which aggregaté
demand curve and aggregate supply curve cross each other, the effecti
demand is determined.

In a short period, if all the factors m&.mmm:w supply remain equal or
stagnant, practically aggregate demand becomes effective demand. Ry

Formula of effective Demand is : .

. D=C+1
D = Demand
C = Consumption
I = Investments

Il PROPENSITY TO CONSUME
We have seen above that aggregate demand determining the level of
employment comprises of aggregate consumption plus aggregate investments.
Here, we shall discuss propensity to consume.
Meaning- Propensity to consume is that portion of a given income
which is actually spent on consumption. ) 5
Factors Affecting Propensity to consume- i
The following factors affect propensity of consumption- i
(1) Size of Income- Withtheincrease in the size of income, propensity 3
to consume increases. 3
(2) Other factors- These factors can be divided as (a) subjective i
factors, e.g. nature of consumer, habits, family affection, foresi AV nihe
and (b) Objectivefactors, e.g., prices, rates of interest, profit. sta . e
S i _ : profit, state policy, future
These two factors remain unchanged durin i
T Rk g short period as they 2
concerned with the country’s history, geography, culture, traditions noomw
shucture and co ers psy) __o._ommnm_ behaviour, etc, which do ._wow chan:
quickly. T . R i
. Thus, propensity to consume is mainly affected b tho cine. ¢ oo
diring short period; With-an increase in the qipe omm by the size of incon

Il INVESTMENT EXPENDITURE - % oo
- Actualinvestmentsare veryimportant in Kex B

meansformation of new Capitalassets which rm_ﬂmq_.:mw_wﬂ__u&ooé -

opportunities. e e R T S ,msm_, u_o

# TATER
o [y e e
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There are two factors affecting investments.
1. Marginal Efficiency of Capital
‘2. Rate of Interest

IV.MULTIPLIER .
Multiplier means multiplied or several times. Investment multiplier

means increase ininvestments by a certain sum of money. Increase inincome
in economy will not be equal to investments but something larger than it. In
fact, it is more than the preliminary investments.

0 Criticism of Keynesian theory of employment.

Following are some of the short coming in the Keynesian system :

1. Full employment is not attainable- Keynes' objective of Full
Employment is neither definable nor attainable, nor even desirable. Full
employment in the literal sense that everyone should have a job, is not
attainable. 3
2. Not Comprehensive treatment of unemployment- The
Keynesian system was not comprehensive in the sense that it provided us
with an overall solution of the problem of unemployment. The Keynesian
theory did not tell us how to secure fair employment.

3. Based on the assumption of perfect competition- Like the
old classical economics, the Keynesian theory is based on the assumption
of perfect competition which is a highly unrealistic assumption.

4. Wrong assumption- There is no genuine and determinable
functional relationship between effective demand and the volume of

employment.

5. Concentrates only on inducement to invest- To expand
employment opportunities, Keynes depended almost exclusively on one
element, namely, the inducement to invest. For expanding employment,
Keynes depended upon inducement to invest as a determinant of
employment. Some economists have found fault with this view of Keynes.

6. Ignores the long period- An important characteristic of
Keynesian Economic is that it is short-term in character. Some critics have
taken Keynes to task for the short-run character of his theory.

7. Theory is based on the assumption of 'Closed Economy". It is.
based on the unrealistic assumption of a closed economy. .

8. Limited application- Keynes' Theory is not General. It is not
applicable anywhere and everywhere. Its application is limited.

9. Static model- The Keynesian model is too static in character. It
assumes the amount of capital to be fixed and the output as a function of
employment only. The model fails to explain short-run fluctuations.
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-SHORT ANSWER TYPE QUESTIONS ,

. Q.59. Discuss the assumption of Classical theory of Income a
ma-u—ocggﬁ- ) P
: The classical theory starts with the assumption that an econom
functions at full employment and produces an output and in
corresponding - to the level of full employment. Any lapse from
employment will not last long. There is a built in mechanism in
economy that makes it operate at full employment. A long pe
unemployment can persist only due to interference of the free pla

thinkers, thus, do not normally examine the level of employment at whij

the economy actually operates. j ; g

The assumption of the normal condition of ‘full empl

classical economists is based on the following two factors ;

() *Wages rates are flexible in nature and the operation of the f

competition and price mechanism automatically removu
unemployment by forcing the wages down. SRR

. (i) Increase in production increases not only the m:__u.v_c of g

but also creates the demand for these goods by virtue of fact

price payments. This is the essence of Say's Law, . 4

D,.me. Mention the main points of Keynesian:- Theory
Employment. ! » e

i

oyment' by

<L The Keynesian theory of ‘income and employment
revolutionised economic thinking in the 20th' century may wmnnw..
agfollows : 0 bl H : .
A Summary of Nocs,nu_n... Theory of Employment.
<" This is given below- - < T, s A
-~ (1) Employment and income depend upon effective demand
-~ (2) During shott period, aggregate’ demand is effective demand
~ because aggregate supply remains unchanged
(3) Aggregate demand is determined by aggrega : expen
(4) There are two types of aamegate expeniitune. coegeon o
Qﬁau&gm:&:gminxvm:&&an 3 Ty :mE:E.m
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(6) Investments depend upon (i) marginal efficiency of capital and
(ii) rate of interest. But the effect of former is much.
(7) The larger the marginal propensity to consume, the larger will
be the effect on aggregate additional employment and income.
That is, investment multiplier will be larger.
(8) During short period, marginal propensity to consume and
personal propensity to consume cannot be enhanced.
(9) Therefore, the level of employment and savings must be raised
by public investments. This is the most effective weapon
according to Keynes. .
_ The conclusion of Keynesian Theory of Employment is that public
expenditure should be increased to solve the problem of unemployment. He
has suggested digging of pits and filling them although this is an unproductive

activity. Deficit financing can be adopted in this respect.

VERY SHORT ANSWER TYPE QUESTIONS

Q.61. - Explain briefly J.B. Say’s Law of Market.
SAY'S LAW OF MARKET

The classical theory of employment is based upon the ideas, broadly.
incorporated in Say's Law of Market believed to have given by J.B. Say, a
French economist of the 19th century. According to this law, supply creates
it own demand. In other words, production and supply of a product creates
an equivalent demand for the product, so that there can never be a
problem of over production. According to Say, people work and produce to
enjoy the satisfaction of consumption. -

Q.62. Explain effective demand. 5
" Keynes introduced the concept of effective demand to explain the
theory of income and employment. ; :

In the short, employment is determined by effective demand and the
effective demand is equal to the total expenditure on consumption goods
and investment goods. . .

(a) The level of income and of employment in a country at any

given time depends upon the volume of effective demand

(b) An increase in effective demand will lead to an increase in

production, in income and a rise in-the level of employment.

(c) A decrease in effective demand will result in a contraction of

- production, of income and fall in the level of employment. -

%
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THEORIES OF INCOME AND EMPLOYMENT : O.T.Q.

Q Choose Correct Option ~
1 - Classical theory of employment 53125&@& by-

(a) Classical economists (b) Neo-classical economists

" (c) Modem economists (d) Keynes :

2. J.B. Say was- ,

(@) Modem economist (b) Classical economist

(c) Neo-Classical economist (d) Scientist
3.. Kenesian theory of employment is known as—

(a) Theory of effective demand  (b) Theory of effective mc_vv_c

; (c) Consumption theory (d) Investment theory
4. Keynesian theory of employment is based on- .
(a) Full employment (b) Short term employment
(c) A & B both (d) None of these

5. What is not correct about Keynsian theory of employment-
(a) Government interfier (b) Full employment
(c) Short term : (d) Effective demand

6. 'Supply Creates it own demand' statement is of —

‘(a) Prof. Marshall (b) Prof. J.B. Say
(c) Prof. Hicks . . (d) Prof. Keynes
e et ik
(a) Keynes (b) Marshall
(c)Bolding ., () Fisher
8. H“.-Mﬁ Hﬂﬂ“.m- of over —uﬂo.,mﬂoﬁnﬂ and Oﬁ-m-—ognﬂw is according

(a) Decreasing in savings (b) Decreasing in effective demand
(c) Decreasing investment A& _snnmmm_bm in total demand
9. Keynsian employment theory _nl

(a) Short term il (b) Long term

(c) Medium term (d) Al is correct
10. Which nno-.on-m_.# is a—anﬂn_ to law of market_.

(a) J.B. Say o ... (b) Pigoue

(b) J.M. Keynes (d) None of above

Ans.: (1)a (2)b @)a @b Eb O () @) ©a 10)a.

" With an increase in income, Consumption increases
but in a lesser proportion.

9

CONSUMPTION FUNCTION :
SOLUTION OF SHORT AND LONG
TERM CONSUMPTION FUNCTION

m Long Answer Type Question
Q.63. What is ‘meant by Consumption Function? _muv—n_ﬂ the
theory of consumption function. Discuss its importance
and determinants.
or
(a) Explain the consumption function. Give examples.
(b) Describe the determinants of consumption function.
or
' What do you understand by propensity to consume?
Discuss its determinants.

MEANING OF CONSUMPTION FUNCTION

The words consumption function are used in a special sense in
€Cconomics.

Consumption function is a table which shows the amount of money
spent on various articles of consumption'and services at different levels of
income. The gross total expenditure on consumption of all persons of a
nation is called consumption function. -

In simple words consumption function is a table which tells us how
much money is spent on consumption at different levels of income.”

DESCRIPTION OF CONSUMPTION FUNCTION
The following points are important in connection with nosmcu..uno:
function-
(1) Consumption function is a table or list of Enou.m and
expenditure.
(2) The table or.list shows consumption expenditure at different
levels of income. ,

[71]
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*+.(3) The table shows the estimated prices. That is, how much
consumption expenditure is likely to occur at different levels of | ;

income. "
Example of Consumption Function.
Income of a Country Consumption Expenditure
(in crores) (in crores)
1000 800 B
1200 : 900
1400 ' : 1000
1600 © 1100
1800 ) 1200
. 2000 1300
It is clear from the above table that -
(1) With an increase in income, there is an increase in consumption
‘ expenditure. e
(2) The increase in consumption expenditure is not in the sam
proportion as income has increased.

IMPORTANCE OF CONSUMPTION FUNCTION-

The importance of consumption function is both. theoretical a
~ practical. In the formation of national economic plan, its importance
follows- ;

(1) Importance in Investments- The concept o |
function indicates the important role of investment in aqﬂnonﬂ_aaﬂﬁo:
employment and income. Consumption function tells us that increase
consumption expenditure is less comparatively with an increase in inc
It culminates in creation of savings. Therefore, it is necessary to increa
investments to abridge the gap of income and expenditure, Otherwise, fl
total demand will decrease with a view to maintaining the level’
employment and income. b

(2) Revocation of s Princ : .
repudiates Say’s law, that is, Wﬂue_.“ucﬁ it LM_"M. %ﬁnﬂ:ﬁ i
supply creates its own demand. That is, no problem of d _m_ in c..
will arise. x@:ﬁuaﬁang.o:mi&.nsgomoog ; *_”_ :
He said that increase in income w:&vavo&ozm»wa W:mo_._. n

(8) Multiplier- The theory of myls; , ¢ L0
of consumer function. It tells us the »QEEQ _mom._..“u .o:__" with the
an increase in investments. : Me consequ
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(4) Marginal Productivity of Capital- Consumption ?:&o:. also
tells about the declining trend of marginal productivity of capital. If
marginal consumption tendency is increased, the decline in marginal
productivity of capital can be arrested. .

(5) Trade cycle- We come to know the different trends of trade
cycles with the help of consumption function. The increase in consumption
is less than proportionate with an increase in income, with the result that
savings increase. There is a fall in demand and problem of over-production
arises. Consequently, a period of depression appears. This results in a
decline in incomes, but does not consume as much. Consequently, demand
increases again and a period of inflation starts.

Determinants of Consumption Function or Propensity to consume-

1. OBJECTIVE FACTORS

These are as follows-

1. Monetary Income- With an increase in monetary income of the
society there will be an increase in propensity to consume and a fall in
income will decrease propensity to consume. But this increase or decrease
is not proportionate.

2. Unexpected Profit or Loss- Unexpected profits increase
consumption tendency. Similarly, unexpected losses decrease propensity to
consume.

3. Change in Revenue Policy- Govt. revenue policy also affects
propensity of consumption. If indirect taxes are raised, propensity to
consume goes down. Similary, if indirect taxes are decreased, propensity to
consume will increase. Government raises propensity to consume by
bringing a change in income distribution. .

4. Change in Expectation- If people forecast shortage of
commodities or rise in their prices in future, present propensity to consume
increases. This happens in times of war, famines and floods.

5. High changes in Rates of interest- With a huge increase in
rates of interest, propensity to consume will decrease due to savings and
vice versa. .

6. Dividend Policy- Trading companies will give less dividends to
shareholders if a large amount of profits is transferred to Reserve Funds.
Thus the income of shareholders will decrease. This will result in decrease
of propensity to consume. On the contrary an increase in dividend will
increase propensity to consume. .

7. Distribution of wealth and income-_ Propensity of poor class
persons to consume is high, that is they spend more on consumption. On
the other hand, propensity to consume of rich class is low because they
save more.



74/ >-u.-v=2_ Economics (B.Com. II)

‘ 8. Demonstration Effect or Dusenberry’s Theory- Poor class
voao_..ﬁ or persons of low incomes imitate manners and methods of
spending money of persons of high classes. Thus demonstration effect
affects propensity to consume. . :
—_.MCEmn._._<m. FACTORS

- These factors include human behaviour, habits and social customs
These are as under- : .

. ‘1. -”...-»E.a Emergencies- People save out of income for future
purposes, like old age, education of children and marriages of daughters,
2. Object of Multiplicity- People save with an object of profit by
- means om. present investments.
3. Better Standard of living- A few i (
. persons save with a vi
improving their standard of living in future. ewto
4. Expansion of Business- People also save to start new business
or to expand the present one by eaming more from speculative activities
5. Independence- With an object of workin . :
save out of their incomes. : O e ps
when mm r“euwﬂh%om is saved m. mxn:..v__“c 5 nxvosmn ecomin Ik
saved, for , b { 5
and accident, etc. e e _.n_sonm
©.. 7. Social Prestige- A few persons save fi  sake l
—unmmmmo e atciaty, " ve for the sake of m@ﬂmﬂ—
8. Miserliness- Some people are miser J_. nature and uaca, Hm_.._

TYPES OF CONSUMPTION FUNCTION -
There are two types of consumption function
(1) Short Period consumption function, and )
(2) Long period consumption function,

consumption function average propensity to
Sg i . &
o Economists have given several hypo T m_._m remains stationary.
and long term consumption function. A few of EMMNMQ of M”on#
‘ esis have bee

discussed here. .
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1.THE RELATIVE INCOME HYPOTHESIS-

First of all Dusenbery propounded the relative income hypothesis in
1949 connecting short term and long term consumption function. His
theory depended upon the following two assumptions-

The Ratchet effect - The findings of Prof. Dusenbery in respect of -
Ratchet effect are worth noting. According to him, a person is not only
affected by the present income in consumption but also by the past.
standard of living. His consumption expenditure will decrease with a
decrease in income, but not in the same proportion as it is difficult to go
below the accustomed life. The consumers do not find it possible to bring a
decrease in consumption commensurate with a decline in income. They do
not decrease consumption consequent on a decrease in income. This is due
to maintenance of status and position among the neighbours. A survey of
family budgets has disclosed that decrease in consumption is comparatively
not lower than the decrease in income.

Thus, consumption proportionately increases with an increase in
income, but not in case of decrease in income. This shows no result.

‘Therefore, it is called Ratchet effect.

Demonstration effect- An additional truth has emerged from Prof.
Dusenbery's hypothesis. According to him, consumers do not depend upon
permanent income, but only on expected income.

For example permanent income of a few families is Rs. 8,000 per
month per family, whereas the income of a few families is Rs. 6,000 per
month per family. Under such circumstances, the latter families should
spend less than the former families. That is different families of different
incomes should spend according to their incomes. This is called fixed
tendency. :

But, according to Dusenbery, it is not so. Consumers do not spend
independently according to their taste, but according to the taste of their
neighbours. They endeavour to show that they can spend as much as their
neighbours can. This tendency is called "demonstration effect” in the words
of Dusenbery.

11, PERMANANT INCOME HYPOTHESIS ? g

Milton Freedman substituted hypothesis of permanent incemmie in -
place of common hypothesis of current income. .
Characteristics of Theory-

1. Division of Income- Freedman has divided income into two
parts -Permanent income and Transitory income. Thus there are three
concepts of income-

(a) Current
(b) Permanent
(c) Transitory
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The main element which determines consumption is permanent
income and not temporary income. Therefore, in fact, major part of current
consumption is permanent consumption.

It means that although changgs can take place in consumption each
Vyear, consumption expenditure will relatively be stationary because it
depends mainly on permanent income. In other words, temporary
consumption is not related to temporary income.

2. Division of Consumption- Freedman divided consumption into
two parts- permanent and temporary. e

Likewise income, there are three oosomﬁ.mrom consumption :-

- .~(a) Current Y

*(b) Permanent- ,

(c) Temporary : _

-Permanent consumption is that party,of consumption which a
consumer . treats permanent. It shows that ‘the remaining part of
consumption is temporary. '

-7t is clear from the above description that-

(i) Permanent consumption depends upon permanent income,
i) There is no relation between temporary expenditure and
i ... temporary income, .
iy _Q_E There is no relation between permanent income and temporary
income,
~+#(v) There is no relation between permanent consumption and
" temporary consumption.
- lll. ABSOLUTE INCOME HYPOTHESIS
~ The Absolute Income Hypothesis presupposes an assumption that
consumers freely undergo consumption expenditure according to their taste
and choice and do not imitate neighbours. Arthur, Smitheo James Towin
and other economists have given their own hypothesis oh._ the basis of
absolute, income theory. According to them, the basic long period
consumption income relation (C/Y) being disproportionate goes down with

Hﬁ.m%o_“ incomes.

rding to the absolute income hipothusis:. the: valls: “of
consumption and income C/Y goes on diminishing in m. Rl
income goes on increasing. That is this. relation s dissii -M _um" o
time series conclusions do not show sych relation betw; Lo tion
and income. That is, the relation is proportion een consumptio

; , ate. T P
passage of time, non-proportions lead towards cop _..meﬂmw%:n_mm”__“? the

.‘x
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SHORT ANSWER TYPE QUESTIONS

D.om,. Explain Consumption function with the help of Table

(Schedule) and grapm.

The consumption function refers to income consumption
relationship. It is a functional relationship between two aggregates i.e. total
consumption (c) and total income (y). Where C is dependent and Y is
independent variable i.e. C is determined by Y Thus, Consumption function
is the ratio that measures the functional relationship between income and
consumption : : L

C=1()

Where, C = Consumption expenditure,
f = Function and Y = Income

This function indicates the amount of income spent on the
consumption by the people on various goods and services in order to satisfy
their wants. . g

Consumption Schedule : A consumption function is a schedule
that shows various amount of consumption expenditure to different levels
of income.

The reation between consumption and income can be expressed as —

Consumption Schedule

Y4 Consumption
Curve

. Income (Y) | Consumption (C)
-0 . 40

100 120

200 200

300 280

400 360

(amount in T Crore)

Consumption (C)

o

F A 4

Income (Y) -

IMPORTANT OBSERVATIONS FROM THE SCHEDULEANDGRAPH

1. Nature of Consumption- Consumption exists even when there
is no income.: Hence, as a result, C curve starts from Y axis implying of as
the autonomous consumption at zero income.

2. Slope of Consumption Curve- C curve has a positive slope
.mros.w:m positive relation between C and Y The proportionate increase in C
is less than the proportionate increase in Y.
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- rational consumer does not spend all the income on consumption but saves

- ... /Ad). MPC remains constant during short period,

w.>.~oﬂ=-=§.—=5H"W...\‘..,nmvo.l._.swrmamnnu
wmmondmﬂvov.ﬂ _..m.n.ﬂ.m.“.ltn. s ;
hs&m-.n ='C<Y hereS= +vei: :
- Nature of Savin nC=Yie. ilibri i
s . . g- 8. E:m: =Y, w_,..o. at Ew BE_&:E.:. point ;
(if) When C > Y, before equilibrium po i i ..,
: s point, saving is negative i.e. past 1
savings m.d:m@n_ to satisfy the desires of the consumer.
(ii) When C <Y, after equilibrium point, saving is positive i.e. a

some part to be used in future.
Q.66. Discuss the Marginal propensity to consumer.’

MARGINAL PROPENSITY TO CONSUMPE
3 MPC refers to the ratio of change in consumption that takes place
; ue to change in income. MPC explains what proportion of change in
ﬂnoan is spent on consumption. According to Keiser, "The ratio of
change in aggregate consumption to the change in aggregate income Is

R mm_ the _.:E.n_:m._ propensity to consume."
fiaoe: - MpG 2 Change in Consumption (AC)
; Change in Income (AY)
_ vbwﬁcsaoagn%nﬁ&zﬂgomugc_bl
Income (Y) Consumption (C) MPC = RN< X
0 ol 40 i ,.
Gl o e 00 (B%50)
300 [ it 080 (8o0)
Observations -

. (@) MPC varies between 0 and 1.

... (b) . MPC of poor is more than that of 4 ;,.,
: .. a greater percentage of _:ﬂﬁnmmo Enmow.i“m%“on people
~ () MPC falls with an increase in income. consumption,

i 2
‘ZMOIB_‘
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Q.67. Discuss the Permanent Income Hypothesis or Theory.

PERMANENT INCOME THEORY

This theory was propounded by Milton Freedman. He substituted the
hypothesis of permanent income in place of general hypothesis of current
income.

Characteristics of Theory- The main elements of Freedman's
Theory of Permanent income are as follows-

1. Division of Income- Freedman has divided current income into
two parts- (1) Permanent, and (ii) Transitory.

Thus there are three views about income.

(i) Cumentincome,

(i) Permanentincome,

(iii) Temporary income. .

(i) Current Income- Current income is that income which is

obtained by a person in a year.

~ (ii) Permanent Income- Permanent income represents that
amount which a consumer expects to obtain during a long period.
According to Freedman, permanent income is the most important
determinant factor of consumption expenditure.

A person has certain wealth or property in a year. This is obtained
by two sources- .

(i) One part of this wealth is obtained by human mind or income

from human wealth. This is also called non-property income.

(ii) -Another part of wealth will comprise of financial property,

permanent physical property or property obtained from non-
human property. This is also called property income.

Thus total income obtained from human and non-human
endeavourr, in future, will be called permanent income. -

Therefore, a person tries to obtain income both from human and
non-human resources. The total of income obtained from both the sources
will be termed permanent income for a particular person.

(iii) Temporary Income- Temporary income is that amount which
a person gets suddenly or unexpectedly. This income does not affect
consumption at all or affects very little. . . :

Temporary income may be positive, negative or zero. For example, a
worker gets an unexpected special bonus in a year and does not expect to
get any such bonus in the coming years, this will be termed positive
temporary income. .
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s “M.U_So—m: of Consumption: Freedman Has divided consumption -
parts - (i) Permanent consumption,. and (i) Temporary
consumption. He gives three concepts of consumption-
7)) © Cument consumption, T
(i) Permanent Consumption, and
et (iti) Temporary Consumption.
CONCLUSION : fotenionsi Re sy o
- Itis clear from the foregoing discussion that :-
(i) Permanent consumption depends upon permanent income.
(i) There is no relation between temporary consumption and
temporary income. . _ .
(ili) There is no relation between permanent income and temporary -
income.
(iv)- There'is no relation: between permanent consumption and.
temporary consumption. : 5

* CRITICISM OF PERMANENT HYPOTHESIS 3

and temporary consumption. But this assumption is not real
has been seen in business that if there is any temporary increase
in income, like a large sum received from lottery, he would ES
to spend a part of this income on consumption rather than
deposit the whole of it with the bank.

Similarly, if there is a sudden decline in income or there
temporary heawy decline in income, he will reduce
consumption a little. Therefore, Freedman's assumption that
there is no relation between temporary income and ﬁ:._vo_!e

consumption is not real. ,
(2) Freedman's assumption that aver .

. verage p :
 of all types of families - rich and uooa.NMH*_W Mnom“_:%:
“MMm period, is also not correct. [t has been observed that in ¢
» average propensity to co .

" does not remain same. depnialahicul Qva g mm\
" (3) Various'study reports do not ful} : e
Y support Freedman's Theo
CONCLUSION : j ; : ;
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Q.68. Critically examine Dusenberry's Relative Income.
Hypothesis regarding Short period and Long period

Consumption function.
DUSENBERRY'S RELATIVE INCOME THEORY

Dusenberry propounded the theory of relative income in respect of
consumption- expenditure. There are two aspects of this theory-

(1) Consumption-expenditure depends upon relative income
of persons- According to this theory, people do not only spend according
to their tastes and choice but also looking to the tastes of others.
Consumption expenditure is influenced by the rich class neighbours, friends,
and persons connected with the same occupation and others. It means.
consumption expenditure is not independent but it is influenced by the
relative incomes of others. Poor persons or persons of low incomes have a
tendency to copy similar consumption attitude of rich class persons.
Dusenberry has called this relative income theory as demonstration theory.

According to this theory, the diversity of incomes determines

‘consumption expenditure in the society. Average propensity to consume

among lower income groups is high as they have to spend a major part of
their income. On the contrary, average propensity to consume of rich class
is low as they spend a small part of income with a view to maintaining
consumption standard high. Thus, high propensity of consumption of the
poor class and low propensity of consumption of richer class become equal
in the long run.

(2) Assumption of Past income hypothesis- The second aspect
of Dusenbeny's theory depends upon the assumption of past income
hypothesis. According to this assumption, when the society adopts a
particular standard of living, it becomes difficult to decrease consumption
in a period of depression. At a time when there is a fall in income, people
start to spend out of the past savings. This is resorted to with a view to
maintaining the standard. Thus, there is no fall in the propensity to
consume in a short period. It is very difficult to reduce propensity of
consumption or lower standard of living of which he is accustomed. That is
to say, it is not easy to bring down propensity of consumption with a fall in
income. Therefore, a man tries to maintain his standard of living either
without undergoing savings or by spending out of past savings.

CRITICISM OF RELATIVE INCOME THEORY- :

This theory has been criticised from the following points of view-

(1) Ratio of Increase in income and expenditure is wrong -
The assumption of this theory that propensity of consumption increases in
the same proportion as income increases is wrong. It is because due to a
large increase in income, consumption does not increase in the same
proportion.
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“*(2) Changing behaviour of Consumer- This assumption that a
‘consumer tries t6 maintain standard of living even when there is a fall i
income, is incorrect. A consumer has to change his attitude at a certain
wamm. % 11 1 A 3
: (3) Neglect of Other factors- Other factors have been neglecteq

‘in this theory like availability of new articles of consumption, to make
- reserves, development of cities, etc. e

. (4) Assumption of Imitation is wrong- The assumption that
People imitate their neighbours and friends is not entirely correct. It may be
true partially. )
. VERY SHORT ANSWER TYPE QUESTIONS

Q.69. Give the zoﬂaﬂu. of Consumption Function.

CONSUMPTION FUNCTION
The consumption function refers: to income consumption
relationship. It is a functional relationship between two.aggregates i.e. total
consumption (c) and total income (y). Where C is dependent and Y is
independent variable i.e. C is determined by Y.

Thus, Consumption function is the ratio that measures the
functional relationship between income and consumption:

_ C=1(Y)

Where, ' C = Consumption expenditure,

f = Function and Y'= Income :

This function indicates the amount of income spent on the
consumption by the people on various goods and services in order to satisfy
their wants.

Q.70. Mentiont the determinants of the consumption function.

The determinants of consumption function o i
O it b i w._uno_um:m@ to consume

(1) Objective Factors

(2) Subjective Factors . \

We see that both the factors - objective and subiectic A
consumption function, but in short period no orgmucﬂm_“m NMM%S
subjective factors. Therefore, mostly objective factors .
function. Because consumption tendency d

: affect consumption
uring short period remains

stationary or unchanged, state interference and investment increase both .

are necessary to increase productio
concept of consumption function is
analysis.

n and employment. Thus, Keynes
a great contribution in economic
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Q.71. Mention the properties or technical attributes of
consumption function.

There are two properties or fechnical attributes of consumption
function. .
AVERAGE PROPENSITY TO CONSUME

APC refers to the ratio between total consumption expenditure and
total income. According to Kurihara, "The average propensity to consume is
the ratio between consumption expenditure to any particular level of income.”

Total Consumption (C)
Hence. APC = —= 6l Income (7)

MARGINAL PROPENSITY TO CONSUME. .

MPC refers to the ratio of change in consumption that takes place
due to change in income MPC explain what proportion of change in
income is spent on consumption. According to Keiser, "The ratio of
change in aggregate consumption to the change in aggregate income is
called the marginal propensity to consume.”

: Change in Consumption (AC)
Hence, MPC = Change in Income (AY)

CONSUMPTION FUNCTION : O0.T.Q. -

O Choose Correct Option -
(1) AD schedule shows the relationship between :
(a)AD and Y (b)Cand I
(c)Cand S (d) None of these
(2) Domestic economy inclues:
(a) Household sector (b) Product sector
(c) Goverfnment sector (d) All of these
(3) ADis:
(a) Positively related to Y (b) Negatively related to Y
(c) Not related to Y (d) Always equal to Y
(4) Average Propensity to Consume = . i
C AC Y AY
(@) ¥ b 5§ ©F @ 3c
(5) Consumption depends on ~
(a) Income (b) Saving (c) Investment  (d) None of these
Ans. (I)a (2)d (3)a @ a(5) a Q



el ety Theory meq.oo:msswmo: function applies only .
) . on one third population of India.
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' CONSUMPTION FUNCTION IN |
| INDIAN ECONOMY |

'® Long Answer Type Question

Q.72 Write a note on ‘Consumption Function'’ in Indian economy.

2 , or ; Y .,.”.
‘Give your views in regard to operation of Consumption
Function in India. hailid

CONSUMPTION FUNCTION IN INDIA

consumption with an increase in average income but this increase is
comparatively to the increase in income. That is, increase in consump
is not in the same proportion as income increases. With an increase
income, marginal consumption tendency goes on diminishing or marginal

persons, but not on poor and lower income groups of persons
Per capita income in developed countries is comparatively hi

difficult to spend even on articles of necessity, ;
One third of India’s population is below the life line and ,..wcoﬁ o

, theg : .
applies only on one third of the population, eory of consumption functi

Marginal and average propensity to cone, f _
increases further with an  increase i incomg, g vew hic
. arginal sa

[84)
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propensity does not increase. Here, Keynes theory applies to a small extent.
The main reason is very low standard of living.

The reason for the inapplicability of Keynies theory and discrepancies

in propensity to consume in India can be seen from the following
discussion- .
(1) Per Capita Income- Keynes theory of consumption function
describes the effect of rising income on consumption. According to this
theory, on an increase in income, propensity to consume declines. But this
is not so in India. Per capita income in India is about Rs. 3,000 per year,
This is very low. It is difficult to obtain articles of necessity whereas rate of
inflation is highly increasing.

(2) Inequalities in Income and Consumption- Per capita
income is very low. At the same time, there are inequalities in incomes in
India. On the one hand, there is a large group of persons which finds it
difficult to satisfy bare necessaries of life. On the other hand, there is a
small group of persons holding possession of a large part of income and
property. The income of 80% of families is equal to the income of 20% of
families in the country.

It appears that Keynes theory of consumption function does not
apply on a major part of population. This theory may apply on highest
income group of persons to some extent, but here also income is below the
average income of developed countries. Besides it, this group does not save
but spends on luxurious items. .

(3) Consumption Pattern- When we look to the consumption
pattern, the real picture of consumption function of India becomes clear
before us. From the consumption patten we come to know the
proportionate expenditure incurred on various items. An analysis of
national sample survey has shown that a large part of income say 60% is
spent on food (cereals, milk and vegetables), whereas a very small part of
income say 40% is spent on articles other than.food, like garments,
education and health, when the income of poor persons increases, they -

“spend more on better articles of food. In rural areas, almost 70% of total

income is spent on articles of food.

(4) Price Trends- After independance, money circulation increased
fast due to deficit financing in India. There was a rise in price about 10%
yearly, with the result that increased income became ineffective. Purchasing
power of the masses showed no-significant rise. Sometimes, negative

‘tendency has been found in purchasing power. Under these circumstances,

the question of application of consumption function does not arise. In the
end, it can be said that Indian economics has not matured till now to the
extent for the acceptance of the Keynes theory. However this kind of
conclusion applies only on a poor class of persons which forms about 50%
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of the total population and for the remaining part of economy, it cannot b
rejected.

~In fact, consumption function applies only in case of rich class of
persons which is presumed 50% by us. Therefore, whenever increase iy,
mﬂnoam of these persons takes ﬁ_mnm. gdmﬁ—:ﬁmg... increases in this class of
persons. But the increase in consumption is proportionately less than the
increase in income. It is clear from this statement that Keynes consumption
- function does not apply on all the classes of persons, only on rich class of

higher income group of persons population of which does not comprise of
more than 50%,

SHORT ANSWER TYPE QUESTIONS

0.4&.0?@5@ wzuuﬂnnoau»o—:ﬂ-gn-ovaﬂpun—@»onoﬂugo
in India. . : :

PROPENSITY TO CONSUME IN INDIA

India ‘is predominatly an agricultural country. It is an under
developed nation. Here propensity to consume is low comparatively
other countries. It is due to poverty and illiteracy. The following suggestions
are given to bring about increase in propensity of consumption- _

(1) Economic Irregularities- Propensity of consumption can
increased by removing economic imegularities and equal distribution
wealth. Per capita income can be raised by providing more employme
opportunities, progressive taxation and by spending more public expenditure:
on poor class of persons. It will enhance propensity of consumption.

(2) Advertisement and expansion of Publicity- Propensity
consumption can be raised by effective advertisement and transmission
publicity. T.V., newspapers and radio are the best media of advertisme
The public is encouraged for the use of new articles. .

(3) Social Security- Uncertainty of income of the masses 8:.,.@@
removed by social security measures, Propensity to consume can _x !
increased by means of unemployment insurance, crop insurance, old age
pension, etc. , .

(4) Wage Policy- By increasing minimum wages and salaries;
propensity to consume can be increased. At the same time, efficiency of
labour must be also increased. ;

(5) Facilities- In a country like India, Propensity to consume can
be increased by providing credit and other facilities. If scooter, T.V., Radios
and Fridge, if available on instalment basis, people will easily purchase
them, with the result that consumption will increase, .
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ity to
Urbanisation- Urbanisation also increases propensity
e.ﬁg....:._mw.V Propensity to consume of urban areas is higher than that of rural

. Thus, the above steps can help in raising propensity to consume in

India.
CONSUMPTION FUNCTION IN INDIAN ECONOMY : O.T.Q.

0 Choose Correct On&o_— -

1. Kyenes theory of consumption theory applies in- .
(a) Developed countries (b) Under developed countries
(c) Poor countries (d) All of above

2. Main cause of in application of consumption in India-

(a) Low per capital income (b) In equalities in income
(c) Consumption Pattern (d) All of above
Ans. (1) a, (2) d. : Qa
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MONETARY THEORIES

® Long Answer Type Question
Q.74. What do vou understand by value of Money? g—n#— the
Demand nb.m Supply theory of money.
: Or
“Money is o-_c one of the many economic things. Its value i
is, therefore, determined primarily by exactly the same two
factors as we determine the value of money as any other !
thing, namely the conditions of demand for it and the
quantity of it available.” Discuss.
Or
(a) E_uun. do eo:. mean by demand of money.
(b) Mention the ?n»o-d affecting the supply of money. '

MEANING OF VALUE O_u gozm<

Just as the value of goods and services is Smmmcaa by mon
similarly, the value of money is expressed by its purchasing power.
called the purchasing power of money. For example, one rupee riote:
purchase Noomamamoai_..mmﬂo_. 100 grams of sugar. This will be called:
purchasing power of money. The purchasing power is the value of Mon¢

According to Seligman. “Value of money implies its _._uEﬁ_._am
voSQ.E_:nr can be known by the general level of Prices of com odit

»

UNIT - 111

In the words of Fisher, “ _uca_..mm_bm power of Bo:@ isits
index of level of prices. A._mm..omonn study of vcarmmim Uoﬁm_. of
equal to the study of price level.” .

Robertson states that, “Value of money means qua

~_commodities which are exchanged generally by one unit of money,
the prices rise, the value of money &B_am:e.m when the v:onm g

the value of Eosmw goes up,
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DETERMINATION OF THE VALUE OF MONEY

Now-a-days, it has been accepted that the value of money is
determined by the common forces of demand and supply like other
commodities and services. In the words of Robertson, “Money is one of the
economic goods. Therfore its value is primarily determined by demand and

supply.”

-0 Demand for Money

Money is not a means but power. Money has no n__a& utility. Money
is a medium of exchange of commodities and services and thereby helps us
in the purchase of goods and services. Therefore, demand for money in a
country depends upon the goods and services available for mxnrmbwm The
following factors affect the demand for money-

(1) Factors of Production- If there are large number of factors of
production in a country, demand for money will be large m_._n_ less in case of
less factors of production.

(2) Efficiency of Factors of Production- [f the mmnwoa of
production are more efficient in a country, production will increase and with
it demand for money will increase. On the other hand, if the factors of
production are less efficient, production will decrease and demand for
money will also decrease. .

(3) Scale of Production- Demand for money will be more in case .
of large scale production as exchange systemn will expand. In case of small
scale production and cottage industries, demand for money will decrease.

(4) Medium of Exchange- If goods are supplied direct to
consumers, demand for money will be less. In case of more means of
distribution, demand for money will be more. o

(5) Other Factors- There are other factors as well which affect the

demand for money, like’ population, size, natural resources, industrial .

development etc.

Q Supply of Money

Supply of money includes paper money, coins and instruments of
credit. The following factors influence supply of money-

(1) Issue of notes and coins- Supply of money depends mostly
on the issue of currency by the government and/or Reserve Bank of India.

(2) Credit Money- If credit money is more in circulation, supply of
money will increase, because of less use of money.
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. (3) Velocity of circulation of Money- If the velocity of circulation
of money is high, less money will serve the purpose. On the contrary, jf
velocity of circulation of money is slow, supply of money will be low.

(4) Reserve Fund- Supply of money will be less if banks make
huge reserve funds. It will increase, if less reserve funds are made.

(5) Goods and Services- If the quantity of goods and services are
increased, more quantity of money will be required for exchange purposes,

Thus, it is clear that the exchange value of money is determined by
the quantity of goods and services as well as supply of money. Any change
in either of the forces will bring a change in the value of money. Since the
demand for money in short period remains almost constant or unchanged,
the value of money is mainly determined by supply of money. General rule
of value of money applies in the determination of value of money as in the

case of goods and services.

Q.75. Critically examine the State Theory of Money Value
Determination. :

STATE THEORY OF MONEY

According to this theory, the value of money is determined by ma -
state. This theory was propounded by Knap. He said, “Soul of moneyin
circulation does not lie in the material of its units connected, but in the
legal orders which regulate its utility.” . : : .

It has been said in this respect that in modem a
ge issue, regulation
and the determination of quantity of money is done by the state. It is due
to state power that the public brings it into use willingly. Not only thi,
moamnamm the state fixes up the prices of different commodities. In short,
the mﬁﬂ wsncmznmm value of money under the following circumstances-
Lawful Acceptance- The state i i
] creates confidence in public on
the basis of lawful acceptance. Due to lawfy] acceptance and _no_mm%sn«_.
money is the medium of all transactions.
(2) Determination of Price of
determination of price of commodities
State determines the value of money,

(3) Change in Quantity- The sta: ;

: 2 te Tt tion
of :..o:.mc .mono&_:m to a certain policy wsaamww M@nrwmw@m _ﬂrn_ﬁcw__Mm of
money indirectly. Y aftects the
Q Criticism of State Theory of Money

This theory has been criticised on th,
e followi -
(1) Lawful acceptance alone e owing grounds

5 o—
grant any material a form of money by | E@mﬂmﬂ_omnﬂ” .EH MMJMME._ 5
Cceptance alone.

commodities- Sometimes by
(Distribution and Rationing), the
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essential that the public must accept the material as money. If the public
does not accept the material, despite legal acceptance the material cannot
perform the function of money. :

(2) Supply alone does not determine value- It is not substantial
to say that value of money is determined by regulation of its issue.
However, the state can increase or decrease the value of money by the
increase or decrease in its supply. But; the fact is that supply of money
affect the value of money. The state is only the media of making change in
the supply of money. The value of money is directly determined by the
changes in the supply of money. . _

(3) Price of commodities control policy is less effective- Price
control of commodities of the state policy has a little effect on the value of
money. The reason is that the state brings a few commodities under
control. Besides, these commodities are sold in the black market at a very
high price than the control price. Thus, the state policy of price control of
commodities does not influence the value of money much.

However, inspite of the above stated criticism, the theory is true to
some extent. Whereas it is correct to say that the state cannot influence
fully the value of money, even then it can influence to a reasonable extent.
Therefore, this theory is not absolutely useless. ;

SHORT ANSWER TYPE QUESTIONS

Q.76. What do you mean by Demand of Money mention factors
affecting. .

This statement represents the cash balance approach- to the
Quantity Theory of Money. The value of money, like the value of an
ordinary commodity, is also determined by the demand and supply of
money. The Quantity Theory states that the demand for money remaining
the same, the value of money varies inversely with the supply of money.
The Quantity Theory of Money is, therefore, only an elliptical way of
stating the demand and supply theory of value.

Q Demand for Money

Money is not a means but power. Money has no direct utility. Money
is a medium of exchange of commodities and services and thereby helps us
in the purchase of goods and seivices. Therefore, demand for money in a
country depends upon the goods and services available for exchange. The
following factors affect the demand for money-



. production are less efficient, production will decrease and demand for
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" (1) Factors of Production- If there are large number of factors of
“production ina country, demand for money will be large and less in case of
less factors of production. .
(2) Efficiency of Factors of Production- If the factors of
Production are more efficient in a country, production will increase and with
it demand for money will increase. On the other hand, if the factors of

money will also decrease. i "

(3) Scale of Production- Demand for money will be more in
of large scale production as exchange system will expand. In case of small
scale production and cottage industries, demand for money will decre .

. (4) Medium of Exchange- If goods are supplied direct
consumers, demand for money will be less. In case of more means
distribution, demand for money willbe more. © =~ - y

(5) Other Factors- There are other factors as well which affect

- demand for money, like population, size, natural resources, ind
development etc. o : ,
Q.77. Explain the term 'Supply of Money. il

Supply of money includes paper money, coins and instrum
credit. The following factors influence supply of money- i35

(1) Issue of notes and coins- Supply of money depends me
on the issue of currency by the govemment and/or Reserve Bank of In

- (2) Credit Money- I credit money is more in circulation, supplyof
money will increase, because of less use of money. s

(3) Velocity of circulation of Money- If the velocity of circula
of money is high, less money will serve the purpose. On the contre
velocity of cirtulation of money is slow, supply of money will be low.

(4) Reserve Fund- Supply of money will be less if banks
huge reserve funds. It will increase, if less reserve funds are made.

(5) Goods and Services- If the quantity of goods and services
increased, more quantity of money will be required for exchange pu
Q.78. Explain clearly the Value of Money and Price Level.

The relationship between the quantity ol
direct. An increase in the quantity of

of money and the price-

doubles, and the volume of trade also doubles,

th c
the price-level. ere will be no in
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MONETARY THEORIES : 0.T.Q.

ect Option —
m O—A.uo-“”:“o”m no!_“”enﬁa which are exchanged generally by
one unit of money is called-
(a) Value of money
(c) Both of above

(b) Demand of money
(d) None of above

2. Money EFEST

(a) Quantity and Price of Money  (b) Supply of money

(c) Demand of money (d) Purchasing power of money
3. From classical point of view demand of money for —
- (a) Exchange perpose (b) Measure of value
\ (c) Speculation perpose (d) Value nonon.a.o:

- Anms. (1)a(2)a(@)a a -
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QUANTITY THEORY OF MONEY

m Long Answer Type Question
Q.79. Critically examine the Quantity Theory of Money.
Or
Critically examine Fisher's vision in respect of Quanti
Theory of Money.
Or
(a) What do you understand by Quantity Theory of Mo
(b) Describe the assumptions of Quantity Theory of M
. (c) Give the criticism of Quantity Theory of Money.

QUANTITY THEORY OF MONEY

" Quantity Theory of Money occupies an important place amo
theories of determination of value of money. This theory was first
propounded by the Italian Economist Dawanjati. Later on, ame
were made by other economists. But the systematic f; .
American Economist Irvin Fisher. o:s. i
The main definitions of this theory are as follows

According to Prof. Taussig, "Other things ;

y bein ‘quan
money is ao:c_nn_.. prices will be double and valye ow qﬂnuvﬁo_mwoemnn_ﬂ_ccm
Similarly, other things remaining the same, if the quantity of m: !

 reduced to half, prices will be half and value of money will be do
In simple words, according to the Quantity Theory of

commodities also increase. Thus every
money has an opposite effect on its en_.-nn-.-gnl —H. the
Example : 3 T :
The Quantity Theory of Money
~ quantity of money, there is a fall in
prices of commodities rise.) .
‘ For example, one crore of o
the year 2015. Thus, value of one tat g Circulation in the
are increased to two crores of rupees

s value (or purchasing.
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be half and prices will be double, because a commodity which was
purchased for one rupee, two rupees will have to be paid for it.

Y X

o "M, M, M, z

i Quantity of Money

It is clear from the above table that the increase in price is in the
same proportion (P, P,, P,) with an increase in its quantity (M,, M,, M,)
O Assumption A

Quantity Theory of Money is one of the principles of economics.
Therefore, like other principles, there are certain shortcomings in this theory.
This theory applies under some assumptions which are as under :

(1) Quantity and Demand for Money- One of the important
assumptions of this theory is that with an increase in the quantity, there
should be no increase in demand for money. Value of money will change
according to its supply if there in no change in the quantity of goods and

(2) No Barter System- Another assumption of this theory is there
should be no barter system in the country. That is all purchases and sales
should be through exchange of money.

(3) No change in credit money- These should be no change in
credit instruments, i.e., cheques, bills, etc. If any change takes place in
credit instrument the theory will not apply. -

(4) Velocity of Circulation of Money- Each unit of money is
used several times in the purchase of goods and services. The use of
the unit is called velocity of circulation of money. There should be no
change in the velocity of circulation of money. For example, a 10 rupee
note is transferred from one person to another three times in a day. If it

- becomes four times, velocity of circulation will increase and this rule will

not apply.
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(5) Ratio of credit money and legal tender must remain th,
same- In every country, banks usually keep a small amount of deposits iy,
cash reserve and lend the balance to the public.

Q Equation’ G

Formulae- Prof. Fisher has given the following formula of the

quantity theory of money- ,

+MV
T,
-
MV + MV' = PT

Whereas,

Money

Velocity of circulation of Money

Credit Money . :
Velocity of circulation of Credit Money
Price level S
Total Transactions 5
Thus, if we know the value of MV + MV" and T, general price |

(P) can be found out easily. On this basis, the purchasing power of money
is known. e e

CRITICISM OR LIMITATIONS OF QUANTITY THEORY OF MONEY

._.:mO:m:me;ooo_Z .
i ‘ e o:égen&mo.u&o:% no__oa__..u

HUCE<Z
mononon o

for money, size of population quantity of -
: _ ) production, hab
consumption function, quantum of trade, velocity of o:g___”mﬂ_a%u i
and credit and their ratio do not remain the same i
: _-(2) To measuse the velocity of 0_3—-_..:. ,
\As velocity of circulation of actual mo , credit ”wﬂmc..ﬂhﬂoﬂwmgﬁ“
-and the actual calculation of ratio of money and credit mon, Sm_ﬂwa
-ascertained exactly, the purchasing power of money cannot anawmomm_uu
(3) No Reasons of velocity of circulation- Prof. Marshall saj
circulation are mentioned in the th

(4) Correct measurement of
O TP o o

; : : is m~Wwﬁﬂ. Eﬁmﬂmmm H
the purchasing power of money itself influences MMMMMMME&MM&

{ 3
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That is, the Rule of Demand and Supply affects determination of the value
of money. .

(5) Effects of Trade Cycles ignored- The theory fails to explain
as to why trade cycles occur in capitalistic economy.

(6) Stagnant Economy Imaginary- Prof. Keynes says the theory
applies only when other things are equal whereas social structure is
changing. . .

" Inspite of the above criticisms, the Quantity Theory of Money has its
importance. Robertson says, "To understand the value of money, it is a
strange truth to understand quantity theory of money. In actual life, a
relation between the quantity of money and the price of goods and services

is essential."

SHORT ANSWER TYPE QUESTIONS

Q.80. Mention the assumptions of Fisher's Quantity Theory o.m
Money.

ASSUMPTIONS OF QUANTITY THEORY

- Quantity Theory of money applied under some assumptions which
are as under — .

(1) Quantity and Demand for Money- One of the important
assumptions of this theory is that with an increase in the quantity, there
should be no increase in demand for money. Value of money will change
according to its supply if there in no change in the quantity of goods and
services.

(2) No Barter System- Another assumption of this theory is there
should be no barter system in the country. That is all purchases and sales
should be through exchange of money. .

(3) No change in credit money- These should be no change in
credit instruments, i.e., cheques, bills, etc. If any change takes place in
credit instrument the theory will not apply.

(4) Velocity of Circulation of Money- Each unit of money is
used several times in the purchase of goods and services. The use of the
unit is called velocity of circulation of money. There should be no change in
the velocity of circulation of money. For example, a 10 rupee note is
transferred from one person to another three times in a day. If it becomes
four times, velocity of circulation will increase and this rule will not apply.

(5) Ratio of credit money and legal tender must remain the
same~ [n every country, banks usually keep a small amount of deposits in
cash reserve and lend the balance to the public.
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Q81. Mention any five criticism of Quantity Theory of Money,

CRITICISM OR LIMITATIONS OF QUANTITY THEORY OF MONEY

wnoc:m.“wm Quantity Theory of Money can be criticised on the following

(1) Assumptions untrue and Impractical-1
of Money is based ﬂvo: untrue and unusual assumptions. Actually demangq
for money, size of population, quantity of production, habits and fashions,
consumption function, quantum of trade, velocity of circulation of money
and credit and their ratio do not remain the same.

*(2) To measuse the velocity of circulation of money difficul.

As velocity of circulation of actual money, credit money and its quantiyy
and the actual calculation of ratio of money and credit money cannot be .

The Quantity ,_.rmoe

ascertained exactly, the purchasing power of money cannot be ascertained,

. (3) Correct measurement of Purchasing Power not possible.

It has been assumed that demand for money is equal to one unit an

demand for goods and services is elastic, whereas under certain conditi

the purchasing power of money itself influences its demand and supply
That is, the Rule of Demand and Supply affects determination of the val

of money. ; ; |

: _ (4) Stagnant Economy Imaginary- Prof. Keynes says the theory

applies only when other things are equal whereas social structure is

'VERY SHORT ANSWER TYPE QUESTIONS |
.Q.mn.. Give the Defination of Quantity of theory of money.

DEFINITION OF THEORY OF QUANTITY

According to Prof. Taussig, "Other things being equal, of . :E.E
money is doubled; prices will be double and value of :.o:nw Sm be 2
Similarly, other things remaining the same, if the quantity of money
reduced to half, prices will be half and value of money will be double.
.+ Insimple words, according to the Quan eory
value of money falls with an increase _m:i ”NH.-._”G IH&&-M— »
- .commodities also increase. Thus every change in th
.money has an opposite effect on its value., .n ﬁ_
“Example : ; e S e
The Quantity Theory of g@:n.c tells us that ws .m‘.mmw
quantity of money, there is a fall in its S_ﬁmmﬂm” 8&.?5&0“” ._uo;.m_.. :
ﬁmnmm.mmoogo&m.mmmmo.v R, L S SRR g
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\ Q.83. Explain the Equation of Quantity Theory of Money.
0O Equatilon :
Formulae- Prof. Fisher has given the following formula of the
quantity theory of money- _
MV + M V'
T

or

MV + MV' = PT

P=

Money ‘

Velocity of circulation of Money

Credit Money

Velocity of circulation of Credit Money
Price level

Total Transactions

=
L | T

* QUANTITY THEORY OF MONEY : 0.T.Q.

O Choose Correct Option -
1. Quantitative theory is related to—- , .
. '(a) Commodity price determination (b) Interest rate determination
. (c)Money value determination (d) All of above
2. Price level of money affected by in Fisher's equation—
(a) Non-Active money (b) Active money
(c) Active and Non-Active money both

(d) None of above
3. The equation of quantity theory of money lnno-.&_.u to Fisher—
. 3 11
“(a) MV = PV x MIV! EEHE
T
Anvv" g/\..—.z“_.cu. Aﬂvgﬂzhcu

4. According to Fisher's equation the relationship between
money and credit money is-

(a) Certain (b) Opposite~
(c) Convertable (d) Optimum
Ans. (1)c (2)b 3)b (4 a. . Q
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MODERN LIQUIDITY THEORY
~ OF MONEY

- ® Long Answer Type Question

Q.84. Explain the modern liquidity theory of money.
Or

What do you mean by Liqui
liqudity theory of money. -
_ The name of Milton Friedman has almost become synonymous with
monetarism in modem economics. According to him, the dominant factor, 4
‘that shapes economic events is the amount of money in circulation. By
suggesting this, he was trying to defend the quantity theory of money which =
had come under heawy fire from the Keynesians in recent years. He not
only defended the theory but also rehabilitated it with certain Bo&momgoﬁ
He revived the Fisher Equation of the old quantity theory, but made it more
sophisticated in content. S
. In his General Theory (1936), J.M. Keynes had launched an attac
on the conventional version of the quantity theory of money. He clearl
pointed out that changes in the general price-level were not entirely due t
changes in money supply. Nor were changes in prices the sole determinant
of changes in the demand for money. As a result of this attack, the
quantity theory of money retreated into the background and remained thet 5
ill the beginning of the sixties when once again it came into the forefrontas
* a result of the serious efforts made by Milton Friedman and his fellow-
economists at the University of Chicago. The present-day popularity of the
quantity theory of money is, thus, to be attributed to the sincere efforts
made by economists at the Chicago School in the U.S.A. g0
According to Friedman, the quantity theory of money is primarilya |
- theory. of the %EE.& of money. He then proceeds to discuss the factors
which go to determine the demand for money in a community. There are

mocp.».moﬁo_.m.monon&:mﬁo.rm_d_izn:n_m. ..
They are as follows s : ) §===m.5wmn5mbn:ouao=%

(i) The general price-level, .
(ii) - The magnitude of real income
and services) in the economy,

dity of Money ? Describe

(or, the total output of goods

[100)
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(iii) The current rate of interest, and

(iv) The rate of increase in the general price-level.

Of the four determtinants of the demand for money, the first two,
namely, changes in the price-level and changes in the real income, produce
direct changes in the demand for money. The last two determinants,
namely, changes in the rate of interest and changes in the rate of increase
in the price-level cause inverse changes in the demand for money.

Friedman's version of the Quantity Theory of Money has been
mainly criticized on two grounds :

1. Wrong argument- Friedman argued that the rate of interest did
not play a crucial role in determining the demand for cash balances in the
community. This -argument cannot be accepted by us. The rate of interest
does play a significant role in influencing the demand for cash balances.
Arise in interest rates will undoubtedly raise the cost of holding cash .
balances by the community and reduce the demand for money. It will, on

the contrary, increase the volume of bank deposits in the country, because
the people would now like to put their savings in the banks to take
advantage of the higher interest rates. The raising of interest-rates on time-
deposits in India in recent years has led to a phenomenal expansion of such
deposits. This proves that deposits are not interest inelastic as believed by
Friedman.

2. Supply of money is not independent variable- Friedman
assumed that the supply of money in a community’ was independent of
changes in the income and price-levels. In other words, the supply of
money, he believed, was not influenced by changes in incomes and prices.
On the contrary, it was the supply of money which determined prices and
incomes in a community. Empirical experience, however, proves that
money supply was not an independent variable and that the supply of
money was equally influenced by changes in incomes and prices in the
economy. :

. Despite this criticism, Friedman's Quantity Theory marks an
improvement over the traditional Quantity Theory insofar as it has
fumished a more detailed and penetrating analysis of the demand for
money than the earlier theory. Further, his analysis of the demand for
money is not altogether devoid of empirical validity. He actually tested the
validity of his theoretical formulations pertaining to the demand for money
through empirical research.

+ Critics, however, point but that monetary policy based upon
Friedman's Quantity Theory of Money has not proved wholly successful,
wherever adopted, particularly in Great Britain and the U.S.A. The
economists, even those of the Chicago school are therefore, having second
thoughts on the practical usefulness of this theory.




102 / Applied MO.OBO-.:-OG AW..OA.HH,—. 1) g

Q.85. Explain n_...m Cambridge or Cash mn._n.-nm“ Equation of the
Quantity Theory of chnnﬂ.n :
Examine the Cambridge Equatio -
of Money. Is it an improvement oV

9 ~
v the Oﬂﬂ—fﬂmmmn version of the ﬁwﬂﬂ-—ﬂ@

n of the Quantity .._-._..ooa_.. i
Fisher's Equation? 7/ |

examine Criticall
-Theory of Money. /
' CAMBRIDGE VERSION OF CASH BALANCE .
Economists of Cambridge were not satisfied with q.:m—,um_..m quantity
theory formula. They have given version of Cash Balance. .ﬂ.Em they have
produced a new point of view in this respect. Marshell, Pigou, 02..5
Harvtrey and Robertson of Cambridge presented Cash Balance Equatio
place of Quantity Theory of Money. ‘
. O Characteristics of Cambridge Version ; B o
The main characteristics of the Cambridge Theory are as follows ]
(1) To keep deposit of cash a part of income- According |
Fisher, money has no utility. It is used for exchange purposes. He assume d
in his equation, demand of money is equal to the value of transaction of
goods and services, but in actual life it is seen that people demand Bosnﬁ.

4
L

for deposit as well. Therefore, there is no accurate equilibrium cmg»..g ]
income and expenditure. . 4

(2) Dependence of Demand of Money on Liquidit
Preference- The largest liquidity is in the wealth kept with a perso
because be can use it immediately for any purpose desired by him. It is:
human instinct that'a man likes to keep with him money in liquid form
that he can utilise it as per the need arisen and satisfy his wants. :

(3) Effect of other factors— There are other factors as well
affect demand of money. These are as under —*

(a) Period of Receivable Income- The more period of gettin
income, the more will be the demand for money. :

(b) Prices of Commodities- Demand om,:-osmc m_wo. n_mvo:&
upon the prices of commodities in the market. ; ; T
_(c) Business Conditions— Trade cycles also affect demand of

money, Producers 3%:8%&3&5&0: in times of deflation. On the contrary;
in a period of rising the producers invest more money. They take loans 2150
from the banks and expand their business. gl : sl

~ () Population- Population of a:country also affects demand of
money. Theshigher population e more il be the demand of money
because people keep more money with them to meet daily expenses-

whi
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(e) Distribution of Wealth- The more equitable distribution of
wealth in a country, the more will be the demand of money because a man
keeps some money with him. In case of inequitable distribution of wealth,
the demand of money is low, because rich class of persons invest their
funds and the poor class of persons find it unable to keep money with
thern. ,

O Marshall's Explanation
Marshall is an eminent economist among Cambridge economists.
While commenting on the quantity theory of money, people in a country do
not spend the whole of their income but keep a portion of it as cash money
inreserve fund.
The study of Marshall's comments tells us that people keep a part of
their yearly income in the form of cash reserve. Thus, that part of money
which people demand is a fixed ratio of total yearly income and property.
Marshall has given the following equation in this respect-
KY = KA

Quantity of Money

_ Money Income
Ratio of money income kept as reserve
Value of Total Assets

Thus there are two points of Marshal's equation - Income and
Assets. '

Prof. Pigou has given the following equation :

KR
. M

R = Represents wheat which indicates actual annual income which
is used in the society in a particular time.

K = Represents ratio of actual income which reople would like to
keep with them. .

M = Represents total quantity of money.

P = Represents value of money or purchasing power.

Pigou says that the purchasing power of money declines in the same

<
[ | R |

proportion with an increase in its quantity. :

Besides this Prof. Cannan, Robertson etc. of Cambridge have given
their amended equations.
O Criticismh of Cash Balance Equation

Although cash balance equation is superior to cash trading or
Fisher's equation, even then it is not free from shortcomings. lts main
criticism is as under-
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(1) Indifference in Price Tendency- The equation does Not
explain the changes in the tendency of prices. ; _

(2) Avoidance of exhaustive form of money— This equati,,
~does not explain all the determinants of demand for money. It doeg
notthrow light on the demand of money s.?.nr arises  for
Purpose of speculation and is important in determining the demang:
money : _

(3) Factors of Equation are Temporary- Like cash trading
equation, K and T have been assumed unchanging in Cash Balan
Equation. Therefore, all the criticisms levied on cash trading equation apply
to Cash Balance Equation.
(4) Effects of changes in Quantity of Money Not Clear-
Cambridge economists have failed to analyse the effect of changes in
quantity of money on prices and production.

SHORT ANSWER TYPE QUESTIONS

Q.86. Explain the Cambridge Equation in brief. _
Economists of Cambridge were not satisfied with Fisher's quan
theory formula. They have given version of Cash Balance. Thus they ha
produced a new point of view in this respect. Marshell, Pigou, Canno
Harvirey and Robertson of Cambridge presented Cash Balance Equation
place of Quantity Theory of Money.

Q Main of Cambridge Version | ;
The main characteristics of the Cambridge Theory are as follows
" (1) To keep deposit of cash a part of income- According to
Fisher, money has no utility. It is used for exchange purposes. He assumed
in his equation, demand of money is equal to the value of transaction of
goods and services, but in actual life it is seen that people demand mon
for deposit as well. Therefore, there is no accurate equilibrium betwee
‘income and expenditure. i : 5
(2) Dependence of Demand of Money on Liquidi
Preference- The largest liquidity is in the wealth kept with a perso
because be can use it immediately for any purpose desired by him.
human instinct that a man likes to keep with him money in liquid fo
that he can utilise it as per the need arisen and mwmm.@ his wants. -
(3) Effect of other factors— There are other factors as well which
affect demand of money. These areas under = .« - - e
(i) - The more period of getting income, the more will' be the
demand for money, FAnphids BNt | . .
(i) Demand of money also' ‘denende T B .
- commodities in the market, n_mvms& :wo:. the  prices SLig

v

ol S T
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(iiy Trade cycles also affect demand of money. Producers reduce
production in times of deflation. On the contrary, in a period of
rising the producers invest more money. They take loans also
from the banks and expand their business.

(iv) Population of a country also affects demand of money. The
higher population, the more will be the demand of money
because people keep more money with them to meet daily
expenses. ;

(v) The more equitable distribution of wealth in a country, the more

“will be the demand of money because a man keeps some
money with him. In case of inequitable distribution of wealth,
the demand of money is low, because rich class of persons
invest their funds and the poor class of persons find it unable to
keep money with them.

Superiority of Cambridge Equation~ Cambridge equation is

superior to Fisher's equation. It also points out the effect of changes in
short period, whereas Fisher has given importance to long period changes

" only. For example, in deflation, according to Cambridge equation, people

start keeping cash balance with them which leads to an increase in
demand for money which in turn increases its value or prices fall. Similarly,
in a period of inflation, people keep less reserve of cash with them or prices
rise, but these factors: of short period do not come within the field of
Fisher's equation. Fisher's equation gives importance only to changes in long

. period.

VERY SHORT ANSWER TYPE QUESTIONS

Q.87. Give Classification of money on the basi s of liquidity.
The modern economists include under the supply of money not only

currency notes and Bank Currency, they include the following —

-~ (1) Curmrency Notes issued by the Government and Central Bank.

(2) Bank money i.e. bank deposits.

~ (3) Bonds, securities, Debentures, Treasury Bills, Insurance policies
etc.
Q.88. Explain views of Liquidity Theory of Money.

Under full employment, an increase in the quantity of money will
result in a proportionate increase in the general price-level because there is
already full employment of resources and there is no possibility of any
increase in output. Under less than full employment, in response to an
increase in the quantity of money, the price-level will either not increase at



*
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all or will increasé in a proportion less than the/increase in the quantity
money. The reason is that expansion of money supply before the pojn of
full employment goes to increase output and employment rather than y,
.. general price level. 0 i

LIQUIDITY THEORY OF MONEY : 0.T.Q.

Q Choose Correct Option - ‘

1. Liquidity theory of money propounded by-
(a) Keynes (b) Tobbin
(c) Gurle and Shaw (d) Bamol

2. Report of Redcliffe commitee report was published in h,
year—

(a) 1952 (b) 1959
(c) 1948 (d) 1957
3. Which is the feature of liquid asset-
(a) Easily disposable (b) Transferable
(c) Capital certainty (d) All of above:

4. The following is lesser liquied asset demand-

(a) Bank demand deposits (b) Currency
(c) Fixed deposit (d) All of above
5. Important contribution in presentation of liquidity theory of -
iy i 5
(a) Keynes (b) Redcliffe commetti
(c) Prof. Gurley & Show (d) b & ¢ Both
6. Which is nearest money- iy
(a) Fixed deposit (b) Demand deposit
(c) Coins and Currency (d) All of above

7. Which money affects the price level-
(a) Active money .. (b) Unactive money
(c) Active & Non active money both
(d) None of above Sy SR

Ans. (1)c (2)b (3)d @)c (5)d (6)a (7)a.

14
KEYNES THEORY OF MONEY AND PRICE

m Long Answer Type Question |
Q.89. Discuss the Income Theory of Money as propounded by
Keynes. In what respects is it superior to Fisher's Quantity
Theory of Money ?
Or
Discuss Keyns Savings Investment Theory.
Keyens Income Theory of Money
Income Theory of Money was propounded by famous economist
Keyens. It is also called savings and investment theory. Keyens theory is
based upon this fact that different economic changes take place due to
changes in income and they affect prices. According to Keynes, "In the
study of prices, size of expenditure and not the quantity of money should
be given importance.”
QO Description of Theory of Income
Keynes propounded a new equation by means of amendment in
Cambridge equation in respect of value of money. Keynes made a further
amendment and propounded a new theory of income. According to Prof.
Keynes, "Value of money is not affected by its quantity but by the income,
capacity to save, savings and investment of the masses." Keynes has given
a simple equation of his theory in his book General Theory of Employment,
Interest and Money published in 1936. The equation is :
Y=C+S
Y=C+1
C+S=C+]1
L S=1
means Total Income or National Income
means Consumption
means Savings
means [nvestments
As is clear from the above equation, national income has been used
on two heads - firstly, consumption, secondly savings. Therefore Y = C +
S. Keynes says savings and investments always remain the same, that is

—0m0<

[107]
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savings are equal to investment. The reason is that a part of income not
spent on expenditure is deposited with the bank or invested in the Purchag,
of shares and securities. Therefore Y = C + I or national income wj| be
equal to total consumption + Total investments. Thus, according to ,xmw:mm
when savings are equal to-investments, there is equilibrium in the countr,
but when there is disparity between savings and investments, disequilibriyp,
takes place.

Q Characteristics of Income Theory of Money

The main characteristics of Keynes Theory are—

(1) Dependence of Value of Money- Value of money depends
on the one hand on monetary income and expenditure and quantity of
exchange commodities or actual income on the other hand. .

- (2) Flow of Money and Income- Flow of monetary income
depends upon the quantity and velocity of circulation of money, whereas
m_.ﬁm_w. of commodities depends upon the quantity of capital and mxnmn,ﬁ& :
profits. )

(3) Effect on the Supply of Money- Supply of money is effected
by several factors in a country, for example, standard of monetary form
monetary policy of the govenment, development of banks and credit,

(4) Velocity of circulation of Money- Velocity of circulation of 3
money depends upon expectation of profit in industries, production
expenditure, period of manufacture etc. ;

(5) Quantity of Commodities- The quantity of money incomé s
.mncmb to the price of commodities produced in that particular period. But
is possible, the amount of money available in the market for the. purchase
of commeodities produced may be more or less than the income of money
because boarding of money is sometimes more and sometimes less

w , gm Q. oo

price _.wcm_.n..uﬁ if mm&:_mm are less than investments.
Q Criticisms or Defects of Income Theory of Money
(1) Savings and investments are
; Savings ' a . not equal under all
oaﬂ._a.m_.mo._wn._.umcwﬁ :m.m g& savings ~ and mwﬁgmﬂw equal
According to Leonitief, this assumption gives only a theoritical satisfaction.
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In fact, it is very difficult to find out whether savings and investments are

equal.
(2) Impractical- According to Lutz, the definitions of savings and

investments given by Keynes are useless, as they are not practical.
QO Conclusion

The above discussion leads us to conclude that both the quantity
theory of money and income theory of money are useful to us. Quantity
theory of money deals long term value of money, whereas income theory of
money throws light on short term value of money. Crowther has said,
"Quantity theory of money deals average level of ocean whereas income
theory of money deals with ups and downs of ocean.” .

SHORT ANSWER TYPE QUESTIONS

Q.90. Explain the equation of savings Investment theory of
keynes. : ‘ .
EQUATION OF THEORY OF INCOME BY KEYNES

Keynes propounded a new equation by means of amendment in
~ Cambridge equation in respect of value of money. Keynes made a further
amendment and propounded a new theory of income. According to Prof.
Keynes, "Value of money is not affected by its quantity but by the income,
capacity to save, savings and investment of the masses." Keynes has given
a simple equation of his theory in his book General Theory of Employment,
Interest and Money published in 1936. The equation s : :
_ Y=C+S§
Y=C+1
C+S=C+1
2 S=1I
means Total Income or National Income
means Consumption
means Savings
means Investments
As is clear from the above equation, national income has been used
on two heads - firstly, consumption, secondly savings. Therefore Y = C +
S. Keynes says savings and investments always remain the same, that is
“savings are equal to investment. The reason is that a part of income not
spent on expenditure is deposited with the bank or invested in the purchase
of shares and securities. Therefore Y = C + | or national income will be
equal to total consumption + Total investments. Thus, according to Keynes

—0n0<
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When savings are equal _E investments, there is equilibrium in the country,
but when there is nwmm&c between savings and investments, n:mmacacmcs ;
takes place; : s

Q.91. Why Keyne's Income theory is better than Quantity Theory
of Money. y . ;

Keynes income theory of savings and investment is considereq
Superior to quantity theory of money. It is because— .

(1) Expensive and Literal- It lays more emphasis on price
determining factors. It not only gives importance to money in the society,
but also demand and supply of goods and services. It also explains thege
factors coordinate in a state of unemployment. In the words of Keyens, "
change in the value of money is due to difference between savings ang
investments." §

(2) Simple and Practicable- As compared to other equations
this equation is more reasonable, simple and practical. This equation give:
equal importance to all the factors affecting economy. This fact has been
WM_E in mind that changes in the quantity of money alone do not affect

ue. 2

(3) Trade Cycles- Keynes in his equation has clarified that price
level falls if investments fall below the savings. On the other hand, if
investments exceed savings, the price level goes up. Thus Keynes has shown
a path of controlling trade. cycles. Keynes has given importance ‘to
government's efforts of control in times of inflation and deflation.

(4) Effect on Economy- Keynes equation is more real in
comparison to other equations because they do not discuss effects on other
fields of quantity of money, whereas Keynes has done so. He has also
explained the reasons and effects. :

(5) Extensive and Comprehensive- As compared to quantity
theory of money, the income theory of money is more wide. According to
quantity theory of money, supply of money alone affects ‘its value.
Whereas, according to this theory, ‘income, expenditure; . savings,
investments and reserves also affect the value of money.

~ ' " VERY SHORT ANSWER TYPE QUESTIONS _
-Q.92. Give the meaning of Rmﬁ.nn.w_..o,oﬂn theory of money. i
s KEYENS INCOME THEORY OF MONEY _

Income Theory of Money was propounded by famous economist
Keyens. It is also called savings and investment e 2 ol
based upon this fact that different economic changes take place due to
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come and they affect prices. According to Keynes, 'In the

" .: |
n”._ﬂ_w.mww a_uﬂ_hmm size of expenditure and not the quantity of money should
m 1

be given importance.”
n of Keynens's Income theory.

Q93. _AMHMM“”MUMMHMMM a :o:wﬁ:mmo: by means of amendment in
Cambridge equation in respect of value of money.

_ Y=C+S

Y=C+I
C+S=C+1

.. S5=1
means Total Income or National Income
means Consumption :
means Savings
means Investments

~»w0o<

KEYNES THEORY OF MONEY AND PRICE : 0.T.Q.

O Choose Torrect Option —

1. Velocity of money is related to-
(a) Quantity theory of money (b) Income theory
(c) Theory of interest (d) Inflation

2. If savings is more than investment then the value of money- .
(a) Decreased (b) Increased
(c) Stable (d) None of above

3. Relationship between liquidity . preference and money
demand-
(a) Direct
(c) Direct and Indirect

(b) Indirect
(d) No relation

4. Total Moeny supply in Fisher's equation is—

(@) MV (b) MV + MIV!
(c)M (d) None of above
5. According to Pigoue the Cambridge equation in value of
money is- :
| KR. RV.
@P= () 4
(c) Ve (d) None of above
q , .
Ans. (1)b (2)a (3)a (4)a (9)a. |
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CONCEPT OF ECONOMIC
DEVELOPMENT AND ECONOMIC

GROWTH AND
DETERMINING FACTORS

® Long Answer Type Question
Q.94. Explain the concept of Economic Development. What .5_

. its basic ingredients ?

What do you understand by "Economic Development'
Explain the characteristics of Economic Development.

MEANING OF ECONOMIC DEVELOPMENT

development. The world is divided into two parts of nations at present
am_cm_ov@n_ m.z..n_, undeveloped. Each nation is anxious to proceed on the path
of economic a@wm_ovam:r Both the under-developed and undeveloped
MMMOQ..WM_« ﬂ%ﬂﬂm&oﬁm _wocﬁ.& economic development with a view
ng rid of poverty and backwardness. The devel ‘want t
become all the more developed . O OFes Datone o
In the present age, the words "Economic Dev are vern

y _age, the \ : > Development' ‘are ve
. E..vonma .m.rn concept of economic development has %om: defined by
economists in different ways. The definitions are given as under - :

I. Increase in national Income : . ¥
(1) According to Mayor and Bauldwis, "Economic de 5
. ; * y nomic development is
a process in which real income @Tw nation increases in a _W:MMMM&.,_
(2) According to Paul (Albert, "The best definition of economic
development can be given by its main OE.Q.Q which is obtained by a nation

_uun_

wi

§ | _._
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th the use of all the factors of production in order to increase its income."
From the above definitions, it is clear that emphasis has been laid on

increasing national income with the economic development. The increase is

not short term but long term.

1I. Increase in Per Capita Real Income

(1) According to Williams and Betrick, "Economic development is a
process in which the nation or the residents continuously increase per capita
goods and income by means of all available resources in the country."

(2) According to Crown, "Economic development indicates économic
progress in the economy the main object of which is to raise per capita level
of real income."

(3) According to Rostow,"Economic development is a relation
between the increased capital, working capital and population which helps
in increase of per capita productivity.” . |

. The above definitions make it clear that by economic development,
per capita real income must increase. If the national income increases, still
there is no per capita increase in income, it can not be called economic
development.

III. Increase in General Welfare

Some authors connect economic development with an increase in
general welfare of the masses : :

(1) According to Bright Singh, "Economic development is a
mainfold concept. There is an increase not only in monetary income in it,
but also an improvement in actual habits, education, public health,
sufficient leisure and all types of social and economic life." )

(2) According to U.N.O. Report, "Development does not only
mean material human development but all social conditions making
progress in life. Economic development is not only economic progress, but
it also includes social, cultural, institutional and economic changes."

This definition takes view that economic development does not only
imply increased per capita income, but an alround increase in general
welfare of the society.

Conclusion ,

~ The above definitions show that various authors have given their
views in different ways. A simple definition, however, can be given as
under :

Economic development is a process in which the national
and per capita income increases and there is also an increase in
social welfare. Consequently, the public leads a progressive and
comfortable life.
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CONCEPT OF ECONOMIC GROWTH

Although both the economic development and economic growth 5,
?o.swn.ﬁa:c synonyms, but the word economic growth is somewhat differe,,
economic development. :

The definitions of economic growth are as under—

(1) According to Sehumpeter, "Economic growth Meang

\ —umnﬂ&g_ automatic and regular development."

(2) According to Hicks, "Economic growth is related to developey
countries resources of which are known and which have beg,
developed to a large extent."

®) According to Berger, "Economic growth means only mgy,
production, whereas economic development  megap,
coordination of more production, new technique ang

institutional improvements.”
UBN:.E “Economic Groth
™
. _ Economic
.& Development
/
a
Poverty

Ingredients or Characteristics of Economic Development

ngm following features or characteristics of economic ﬁ_.w,sw_,.%._.._u,_n.s_.H
Soctors of an oo, Process- Conlinuous change In the diferet
due to chamaee o is called continuous process., The changes take place
services, Gy 17 the supply of sources and demand for goods and
population, oregemts - PPV of sources take place due to increass i
changes in the size Sme i capital. Changes in demand occur due fo.
P e ot o_ population, habits and tastes of consumers and

e evel. These n:msmm_m_om: be divided into two parts. - =

&oo:oBm.n n_mcogn_ se in National Real Income - Another reason of
national 5003@0%”“2 is an increase in the national real income. Real
during a En:_ma,v QOM:oBmmm in the net value of goods and services
national income B:v.nn in'a country. For example, monetary value of
in real income, B shedscndiry: to inflation. It will not be called increase
w. ut »_...‘.“,3 should be continuous increase in the production
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of goods. For example, in India, national income is continuously increasing

due to inflation, but this is an artificial increase. It cannot be called real

development.
3. Increase in Per Capita Income- There should be a

simultaneous increase in per capita income with an increase in the real
national income. It means that with an increase in real national income,
population shows a rising trend with no increase in per capita income, or
increase in per capita income is disproportionate.

4. Long Term Increase- Another important characteristic of
economic development is the continuous increase in the real national
income as well as per capita income. If the increase is time being or
temporary, it will not he called economic development. For example, if
there are good harvests in a particular year or prices of commodities rise
due to war and later on the increase goes down, this will not be
characterisedas a state of economic development. Therefore, economic
development must be continuous of long term tendency.

5. High Standard of living and Increase in Economic
Welfare-With an increase in national and per capita income, the standard
of living of the masses becomes high. If a large part of increase goes to a
few persons and there is no improvement in the economic condition of a
common man, it will not be called economic development. For example,
after Independence, in India national income has highly increased, but only
a few persons have got the benefit. Thus the gap between the rich and the
poor is going to be widened. There has been no improvement in the
standard of living of the common man. Therefore, high standard of living
of the common man is a necessary condition for economic development.

Thus, it is clear from the above discussion that there is an increase
in national and per capita income. This is a long term increase. Further, it
increases economic welfare. In the words of Mayor and ? oulding,
"Economic development leads to an increase in real national income and it
depends upon all the changes occurring therein. _

Q.95. What do you mean by economic development ? Discuss the

factors affecting economic development.
Or

(a) Explain the factors affecting economic growth.
(b) Explain the non-economic factors affecting growth.
Or
What are the determinants of economic development of a
nation?
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MEANING OF ECONOMIC DEVELOPMENT OR

ECONOMICGROWTH

St m..sno:oio development or growth is a constant process by whigy ;
c m_w&o:mum:m towards development by making MAXIMUM and effigy,,,
mmﬁ:m m: of human and natural _.mmo:_..nmm and increases national ang Per
come. The standard of living rises and social welfare increages
. Thus- .
(1) Economic development is a constant process.
(2) National income and per capita income increases therejn_
P .ﬁwu Standard of living of the masses rises. Social welfare increases.
noa.gmnnaw Economic Development :
moo:ozwmmwwmsﬁ_ m:?oﬁ. :med, described the various factors affecting
faclors co cMﬂwﬁme:.n in various ways. For an easy way of study, these
vided in two ways-
(i) Economic factors
(if) Non-Economic factors

(1) ECONOMIC FACTORS

Munoq_.“u:.;n factors affecting economic development are as follows.
chm_omua.:m:ﬁﬂ“.nm_ Resources- Natural resources affect economic
PR a country to a large extent. There is a rapid economic
ol o csﬂm_\ Er.mmm natural resources like forests, minerals, water,
ey mEmM: e climate are found in plenty as these are the basic
— or the development of agriculture, industry and trade. At the

.w . .“-5—”: power must be efficient. .

A o ower- This is another important factor affecting economic
a country. Adequate man power must be available for

proper utilisation of natural reso
G urces. Populati .
of working class of efficient labour, pulation of a country must consis

Capital is required for industrialisation modemisation of agriculture

transporation and commercial servi
ces.
be high in the country. P e
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Low Savings > Low Investment

4. Technical Know-how- The present is the scientific age. Today,
a nation can make progress only when it is equipped with technical
knowledge. Technical know-how is must for rapid industrialisation and
modemisation of agriculture. Developed countries make rapid progress due
to technical knowledge. On the other hand, under-developed and
undeveloped countries remain backward due to lack of technical knowledge
which is essential for mobilisation of natural resources.

Technical knowledge does not only help in increasing production but
it brings about standard in quality. Thus this factor influences economic
development of a country to a greater extent.

5. Entrepreneurship and Promotion Efficiency- Enterprising
capability is also necessary for proper exploitation and utilisation of
available resources. Industrialists and their activities influence the economic
development of a country. There is rapid economic growth in a country
where industrialists adopt latest and modern methods of production.

6. State Economic policy— Economic policy of the state affects -

" economic development of a country. There is rapid growth in a country
where the government encourages investments and starts new industries. A
country is industrialsed where both the countrymen and foreign industrialists
play their role in public and private sector. On the other hand, if the state
policy is negative, capital will be invested outside the country.

(II) Non-Economic Factors
Non-economic factors also affect economic development of a
country. They are as under-
1. Social environment- Social environment has a great influence
- on the economic develoment of a country. There is rapid economic growth
in a country where there is peace, safety and security. There should he no
class conflict in the country. The inhabitants must come forward with zeal
and vigour for the economic development of the country. The country
cannot make progress if social environment is not satisfactory. |
2. Political Stability— Political stability also affects economic
progress of a country. The country will make economic progress provided
there is internal peace. In the absence of political stability, investment will~
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be low ang new industries will not be started. Therefore, Eaﬁs.m_g
will suffer. . .
3. Religion- Religious factors also affect economic developm,,
2 country. The economic growth is retarded in a country citizens of SEM
.mo_.m.m.c,._ traditional and old customary ceremonies. For example, Indjan,
SPiritual and do not follow modem techniques. *
4. International Environment- Economic development of 3

country depends on intemational environment in general, and internafiop, |

il N particular. Modem tools and machinery can be imported f,
».o_.,m_w: countries. Manufactured goods and raw materials are also 58;“__
and exported on favourable terms. Due to improved means of transpg
and communication, foreign countries are connected with each other
N.rmmmmonm, international trade relations and agreements have a ms..__
€aring on economic development of a country.

Thus, it is clear from the above discussion that economic and nop

€conomic factors affect economic development of a country in severy

Ways. Rapid growth of development is possible in a country having plenyy

of natural and human resources as also the man
| -power well equipped i
Moaﬂd technical know-how. At the same time, political mﬁwﬂc g,“
Vourable social environment also help in rapid growth of development,

Q.96. Umunﬂum the factors inhibiting economic development.
.y Each nation wants to :._wrm economic progress in modemn age. Bl
| c:n_mnmm«%mwmd””“wwm %H %nﬁw&._mw in the path of economic development of an
political. some of the v«OG_mBMmMBmMmQM”MMH_n. i
i MMM z.bcmu...no of Basic Facilities- There are no basic facilities li
e ,_wmwu On, power resources, finances and organised market in under
eloped countries. That is why there is slow economic development. For
example, in India, even after 50 vears of Independence transport mzm.sa
M%mmm mUOEm_. resources are not satisfactory. Economic agm_owq.nma I

ore, not fast in this country.

(3) Obsolete Methods of Pr -~
countries, methods of production in m“ﬂh“ﬂmﬂlwhm _._Mmmn.m@mw_@oﬂﬂ
fashioned, Modem techniques of production are N mew‘me Jate:
Consequently, the quality of products is low and cost of H.._Ochnmo: is high-
There countries cannot compete in the field of f 8 trade. The
countrymen like to consume foreign articles, e .
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(4) Limited Market— The purchasing power of :bn_m_..mmcm_.oﬁmn_
countries is limited. Therefore, they have limited markets. .:..Q.m. is no
market for new commodities. The pace of economic development is mHQ__.s

(5) Lack of Adequate Structure- The next handicap. in
economic development is lack of adequate transport facilities. Goods
cannot be sold without adequte means of transport. .

(6) Incomplete Market- Incomplete market means stability of
resources, in elastic economic infrastructure and monopoly which_ are
responsible for inefficiency in production nor proper exploitation of
resources is possible. . )

(7) Trade Cycle of Poverty— According to Nurkse, "A country is
poor because it is poor.” It means if countrymen are poor, savings are very
low due to which investments are low. Therefore, economic development is
not possible due to lack of investments. Thus ill poverty cycle rotates.

" Poverty and low standard of living .

Low Savings Poverty ill Cycle ‘ Low National income
/v./ros per capita income~?" Low capital formation

, (8) Lack of Modern Enterprise and Management- According
to Prof. Schumpeter, "Able enterprise and management is a great drawback
in economic development." The reason is that here is lack of favourable
economic and social environment, whereas in modem - times efficient

£

management is essential. _

" (9) Modern Technique- Little use of modern technique is another
drawback of economic development. The reason is lack of knowledge and
conservatism. THerefore, productivity in agriculture and industry is low.
Mineral resources are not fully exploited. .

(10) Labour and Management- There is no shortage of labour in
under developed countries, but human labour is uneducated and unskilled.
There is also lack of efficient managers in these countries, with the result
that there is-absence of industrial environment. Industrial unrest also exists
in these countries which affect production adversely.

(11) Political Drawbacks— Generally, instability in politics prevails
in the country and terrorism exists to a great extent, with the result that
industrial and trade environment is not favourable. Unpractical policies are
adopted to eradicate poverty and remove economic irregularities. Fear of
nationalisation rules over private companies. A number of restrictive trade

polices are levied against them.

rll



~ remains unbalanced in under-developed countries. Cousumer 900

. divided into castes and religions. People are conservative and follow old:

" thereis lack of able and efficient entrepreneurs. The industrialists h
~ industries are nor given any importance. Old techniques of productio

 result that the country' does not march towards economic devel

t.:|! . ]
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tances— These are also nmmwosﬂzmg

retard growth of economic development. Under-developed n...oc_..Emm aovma
upon foreign countries in several ways, €S- tools and _._.:U_m.:msw ang
latest technology. The foreign countries dictate their own term;
Sometimes, foreign countries create political disturbances for the sa,
domination.

(13) Imbalanced Economic Set up- Economic structure Usuall,

QNV International Circums

of

industries are in plenty whereas engineering industriés are few. Progreg
made only in a few regions whereas other regions remain undevelopeg
Thus there is regional imbalance.

(14) Problem of Population- Population problem exists in unde,
developed countries and with the increase in population, several othe-:
problems arise which adversely affect economic development. For examp,
a large part of population is uneducated and inactive. Thus, it js;
burden on - economy. Industrial progress is lagging behind due to g
increasing population in India. Economic plans fail due to rising growth of}
population. ‘ : by

(15) Social Environment- Sometimes social circumstances are
also drawbacks in economic development of under-developed countries,|
Social structure is in a backward state in these countries. The m&m@w

traditions and.customs. Usually citizens of backward countries are
anxious to undergo new developments, Generally, people take up heredita
professions and hesitate to adopt new and modemn professions. Thus
structure is a drawback In the path of economic development of ut
developed countries. - - 0 .

-, (16) Lack of Able Entrepreneurs-.In 53.%,,._&%&_8
takerisk in starting new industries, with the result that large scale
in vogue. Natural and human resources are not properly utilised, with
n_m%:_.wngmm foreigners start new industries and take away eamed prt
O A RRpERa T TS R i ies A
E ,;:mn.._ _:m n_mm-u from the mdmcm.‘n_mwﬂﬁmms. Emw _“_._mﬁ are
economic, social and political drawbacks in the path of ecor

development of under -developed countries. Although, efforts are made o}

remove the hurdles, success is obtained only to a limited extent.

v

. formation is increase
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SHORT ANSWER TYPE QUESTIONS
ce and disadvantages of economic

Q.97. Discuss the importan
development.
IMPORTANCE OF ECONOMIC DEVELOPMENT

On z‘.m.ﬂmmw of satisfaction of human wants, the importance of
development is as follows :

(1) Increase in Capital formation and Investments— With the
increase in production, national and per capita income, we can increase
savings which help in the increased capital formation and Scmmwdm:w.
According to AK. Das Gupta, "If we start the system of increasing per
capita income, there will be more than proportionate increase in capital
formation."

(2) New Industries— New industries are started due to economic
development. Due to profit eaming the rate of investment and capital
d. Thus mobility of capital increases. It helps to
increase capital formation in future. It is because the main object of
economic development is to increase capital reserve including knowledge
and capabilities.”

(3) Broad Field of Selection— Economic development helps to
widen the field of selection. New industries provide opportunity to the public
to work in new fields. It helps in the selection of field which becomes wider.

(4) Less Dependence on Agriculture- 10% of the population of
developed countries and 70% population of under-developed countries

economic

* depend upon agriculture. Economic development helps to reduce

dependence on agriculture. Thus a large part of population can be engaged
in other fields of actvities. They can produce more commodities and render

more services.
(5) Exploitation of Natural Resources- Due to economic
development, efficient and economic exploitation of natural resources

- becomes possible. It results in increased production at a lower cost. Small

scale industries also develop due to the availability of raw material at low
rates. :
(6) Social Services— With economic development, social activities
like education, health and recreation expand. It lowers down the death rate
and increases average age.

(7) Natural Calamities— Formerly, a human being had to face a
lot of difficulties in order to eam livelihood. Natural calamities were the
main hurdles. Now with economic developments he has got victory to
overcome difficulties in meeting natural calamities. He can get food stuffs
with minimum labour.



". to thejr Capacity to work.
(10) Social Peace- Army power depends upon industrial ﬁmmnm |
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(8) Adequate Social Security- In the absence of

M mmw:m .5 the oomsg. social competition and no:mmoﬁ remain in MMMM”E
wo<Moao= of society finds it unable to get articles of necessity, ._,.ﬂ.

omﬁmﬁa Mment gives more attention to arrange more means, increase o
Sod income and supply of articles of necessity in sufficient acgwﬂ
ial MMQQ. can be developed by means of economic development y
) Freedom- The people have now become more free s
HMM“ than before due to economic development. In undeveloped no%:MM
Uocmm: lead a life of slavery. They are confined within the four walls of ny
ccrmm .w:n_ they are compelled to perform all types of household dy; m“_
ﬁm.wrm_.ﬂ_u“wm in other developed countries, they are more free. Oo:.ﬁ:ﬁ&
the ave been made simple with the advent of modern machinery, Bof;
male and female workers have been able to work efficiently acco ring

and moﬂmﬂmh v_ummnm can be maintained mote effectively.

Agriculture by Modern Methods- With econopm:
MMMw%ﬂBmR. modem methods of operation can be adopted in mwmn:_ﬁﬁw .
e e _m.:a can be brought under cultivation with the help of Son_ma_
o and implements and production per acre can be increased. Pressur

Sn:wﬁwﬂsm population can be reduced.
12) Savings- After satisfying human wants

rainy day and help the poor n_www_ L o 1o

(13) Efficiency- A worker gets work
the seslitthisl he s orker gets work according to his choice with
, th yand
produstion ot ite nﬁ_ more interest . This increases his efficiency 2&
(14) Industrialisation- With eco : . s ot
: : nomic development, there is an'
“.nmmmmm W the pace of industrialisation. Income of the masses 59.@%%
mno:oﬁxmg. on capacity also increases. The government spends more.
A “__.nu wa_”J with the help of collected funds from the public.
Ployment- A large number of new industries are started
old ones are expanded. This .ﬁmog. helps to solve unemployment problem:

‘ Q.98. Discuss the defects of economic growth.

- DEFECTS OF ECONOMIC DEVELOPMENT
Though economic development is must: _u..». it has some

. adverse impacts. Some evils of economic: development are as

follows —

(1) Uninteresting- A Sm: i g .
the same work. After somefime, he lovos " > TocTine: He repez®

the M_Nv b.ﬁhn@iﬂ.__u_.sl Economic development is fast in nations wher
public tries to raise income or reduce cost of production in order to eam
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forts are made to bring economy in production. It gives rise to
m. Other classes are exploited to ificrease income.
Localisation of Industries and Pollution— Due to economic

more. Ef
%:N»m-.mm:m

3) ; :
%cm_oh.aa:r industries tend to localise and with It several problems occur
like pollution, dirty houses and shortage of houses. :

The labourer becomes the servant of machines.

(4) Small Scale and Cottage Industries— Small scale and
cottage industries face downfall due to development of large scale
industries. The products of latter industries are cheaper than the former
types of industries. Moreover, they cannot face competition with large scale
industries. ’

(5) Capitalistic Trend- The capitalists exploit the p!
centralised power and wealth in their hands.

(6) Infidelity— The power of arguments and logic increases among

the masses which leads to infidelity.
(7) Conflict between Capital and Labour- Capitalists pay less

ublic with

- wages to workers and thereby exploit them. Disputes sometimes result in

strikes and lockouts. Economic and social peace is disturbed. .

(8) Personal Tastes Overlooked— Cheap goods are supplied to
the public in large scale production. Persorial tastes and choice are given no
attention. .

(9) Monopoly- Due to large scale production, monopoly developes
in several areas. It leads to exploitation and concentration of wealth.

(10) End of Large Families- Due to economic development,
population of cities increases. People migrate from rural areas-to cities
wherefrom it isdifficult to migrate to villages. They do not-care for their
home town because they establish with families in cities.

(11) Atmosphere- Industries tend to localise with the pace of
economic development. Workers work in a large number. It creates housing
problem, Pollution spreads, slums are developed, diseases spread. These
have an adverse effect on the mind and physical health..

VERY SHORT ANSWER TYPE QUESTIONS

Q.99. Distinguish between Economic Development and
Economic Growth.

Generally, there is no differenice between economic development and

economic growth. Both are synonyms. But a minute observation reveals
the following differences - = -

(1) Use- The word economic growth is used for developed countries
Eﬁmﬂmmm the word economic development is used for under-developed
countries. .
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(2) Process- Eco wth is a common proc
SO e nomic gro rocess, whe
»025%35 .amco_ovgmsﬁ is a process based upon planned ang _HM
(3) Production— Economic growth takes onl
: gro Y more Producg
”ucrm_.mmm In economic development, besides more production, are Hnr”w;
rogress and social welfare. .
cco (4) Efforts- Developed countries do not make special efforts
Onomic growth. It goes on itself. Whereas, under-developed norsgoﬂ
strive for economic development. %
wh (5) Stage- Economic growth is the highest stage of UN.OE
h QGM_..mmm economic development is the middle stage of highest and _osmqm
vel of progress. It can be seen from the following diagram. .

Q-100. Mention characteristics of economic development.

CHARACTERISTICS OF ECONOMIC DEVELOPMENT
(1) Economic development is a continuous process.
(2) Real national income increases in economic development.
(3) An increase in per capita income.
(4) This increase is constant during a long period.
(S) There is uplift in standard of living and economic welfare. -

ECONOMIC DEVELOPMENT AND ECONOMIC GROWTH : 0.T.Q.

O Choose Correct Option -
1. Economic development and Economic growth-
(a) Same (b) Minor Differnt
3 (c) wmﬁm,nm»m ~ (d) Synonym
. Feature of Economic development is/are-
(a) Increasement in National Income
(b) Increasement in per capita income
(c) Increasement in living standard
(d) Al of above
3. Factors affecting economic development-
(a) Economic factors (b) Social factors
(c) Huo.zmom_ factors (d) All of above
4. ZOH-QAOBQEF factor assecting economic developemnt-
(a) ONEE _uoa.m_.mo: (b) Technological knowledge
(c) Political Stabiling (d) National resources
Ans. (1)b (2)d (3)d (4) c.

16

CLASSICAL AND MODERN THEORIES
OF ECONOMIC DEVELOPMENT

”l—\c-m Answer Type Question
Q.101. Critically examine Adam’s Theory of Economic Growth.
. : ve

Discuss the main features of Economic Theory of Adam

m:::....
ADAM SMITH’S THEORY OF ECONOMIC GROWTH

Adam Smith is called the Father of mnomonnnm. He has thrown
sufficient light on the problem of development in his book on “Various
Forms of Properties and Causes of their Enquiries of Nations.” Although he

has propounded no particular theory of economic development but
presented his scattered economic thoughts of that time in a chronological
and scientific manner.

According to Adam Smith, economic development of a country

must he measured according to the increase in national and per capita

income.
MAIN FEATURES OF ADAM SMITHS THEORY OF GROWTH

(1) Division of Labour- The starting point of Adam Smith’s
Theory of Economic growth is the division of labour. According to Adam
Smith, economic development of a country depends upon the quantity of
production. Division of labour increases the efficiency of labour which
increases quantity of production and improves the quality of product. There
is saving of time in production. Inventions and new researches are made
with the result that production increases. Division of labour widens the
scope of market. It helps in broadening the inland and foreign market. This
helps in economic development of the country.

(2) Determination of Priorities— Priorities of development are
determined for economic development. There are two grounds of economic

development agriculture and industry. According to Adam Smith, economic

development must be commenced with the development of agriculture and

. coftage industries. Therefore, attention should be given towards

[125]

e
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Hmrmwgm:wmmﬁ:. He has given the following arguments in this respec
ProdTmers are engaged in industries instanly, they will not give N
Uction as they gave in agriculture. ek
e (b) If development is started with industrial development, t,
.W“E__Eo for industrial goods. ,
"hus, being a conservative follower of industrialisation
m,.wM w vnm_.m-.w:nm to agriculture for economic development so t L i
och,.wamao: for industrial growth.
) Human Resouces- Labour is the most importan
m”ﬁ»o_w mmMM mvaacnmon. Therefore, Adam Smith has M.m:ma» HMQ Mﬂg
o Hars ﬁww_. of amw.&ovamsﬁ.s According to Smith, human n.ﬂmocﬁmm _s.
m:acmﬁm_m%» role in economic development of a country. >mmnc:cm o
But, ot 3 and Jmama are the important elements of economic o
. a € same time, he has laid a check on inefficient labouyy force

policy. I.w MM&:MHE@ Policy- Adam Smith laid empasis on free u.mn_
i g i e goes on m_,:oomd._c without state intervention. The wﬂm
scongimicn ere in free economic development of the country so 5“
indivig mMoMMmm is made continuously. Freedom should be given to mmgﬁ
S T by er to *mnm competition. He shall make economic Progress
) b 8...:5,\ will make economic progress.
L .m..nm”mm of U.sce_ouao:»._u..oonmm of development must he
e .mmudman is rapid growth nm capital formation if the demand for
_woommmcm_ - i Is incessant. It gives rise to division of labour and the
e _mmn_m_.w goes up. The market is widened and real income is

i © capital growth and ultimately to economic growth,
Sl ﬂu.—.ujg Theory-Adam Smith says price of a commodityis
I. Fle is in favour of the law of demand and supply and wage

F:Qﬁ_..mo . .
.. Qirﬁrmmnmﬁ:.
Price and wages in his &me“.“.m wages. Thus Ema is contradition in labour

UYerg wij

that it may,,

_ jmbalanced development.

Progres; |

q §
mone UAO _W m—_,_w“-n. Profit and Interest-Adam. Smith says rent is the
Sy e m:m of landlord. ‘According to him: profit and wages are
M v o cmowrm_.. Profits should increase for development. The _,ma,...,_w
e ow for development. It is because there is development.
ction in interest. Profits are increased. . P

MERITS OF THEORY OF ADAM SMITH
(1) Free Trade Policy-Adam Smith has laid m_ﬁvvmmw.o:...‘_

trade policy for economic d
” : evelopment. No restrictions by imposed
on industrial and trade development. It encourages mnuﬂnmw»””w Mw% “Hm__e i |

(2) Capital Formation- Th -
i G e m...moe _..mm . . )
va;m& formation. In fact, capital formation is Emm_ﬂm:. _Bwon.ﬁsnm ﬁm
mcm_o_uam:ﬁ ; asis of economi
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Smith has given priority to development of

@ M:n_% “ﬂmﬂ”ﬂ“ﬂ& over _:%cmimh development. This priority
m@.mnc_EM_..M_ in the sense that industrial development cannot take place
ﬂ%ﬂmn?» development of agriculture .msa, cottage industries as these are
the suppliers of raw material for industries. : .

(4) Balanced Development- The Theory lays emphasis on

palanced development. A slow, balanced development is better than a fast

Smith has laid emphasis on economy for

(5) Economy- Adam
: It is all the more necessary for under-

raising savings and capital formation.
developed countries.

(6) Division of Labour—
importance in the theory. It is correct to say that
essential element to increase production.

CRITICISM OF ADAM SMITH’S THEORY OF GROWTH :
(1) State Overlooked- The theory has ignored the importance of

as balanced economic development is not possible without state

Division of labour is given much
division of labour is an

state where

intervention and help.
(2) Non-interference Policy is Wrong-Adam Smith has

advocated a free trade and noninterference policy for economic -
development. This policy is not fit in present day economy. Underdeveloped
countries cannot stand in competition with developed countries in free trade
policy. Thus they will remain backward. ‘ .

(3) Trade Cycles ignored~No attention has been given in the
theory about trade cycles. A theory which does not take causes and their
solutions of trade cycles into consideration has no utility in économics.

" (4) All classes are not benefitted-According to the theory, only
well-to-do and rich class of persons get benefit. No attention has been given
towards the progress of poor and middle class of persons. These classes of
persons cannot make any progress in the absence of state intervention as
also in free trade policy. . .

(5) Ignorance of Enterprise-No importance to enterprise has
been given in the theory, whereas an entrepreneur occupies an important
position in economy. .

(6) Pessimistic View— Adam Smithi's view was pessimistic. He was
afraid of immobilised economy. He feared that when resources will be fully
utilised, development will be stagnant and law of diminishing returns will

apply and the economy will be in destitute.
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102, Critically examine Ricardo’s Theory of Economic Growy,
Or Point out the main features of Ricardian .—.—-ao-d !
omic Growth, "

RICARDIAN THEORY OF ECONOMIC GROWTH
There were several drawbacks in the Adam Smith's Theory
) Wmnmﬂo tried to remove the drawbacks of Adam Smith’s Theoy,
ussion of Ricardian Theory of Growth is as under- |
)nnon,-ﬁv Population Growth and Ecomomic Developmep;,
labour m:-..w to Ricardo, with the economic develoopment demand f,,
With 59.“8 ases and its supply decreases. Consequently, wages increas,
docs pereased wages, population rises. On the other hand, food supy,
Capitaligte 25 in the same proportion. Profits of capitalists decreas,
The resylt © not seem interested to increase production due to low proft;

is bottleneck of economic development.

(2) Law of ‘Diminishing Returns-According to Ricardo, with the

mﬂAv-.-.

Gro
A disc

. €O
nstant use of factors of production, law of diminishing returns operates,

The ferti}; .
i u%mmu_m_e of the soil diminishes and efficiency of labour decreases. Wages
Capital mncw_ ».o or sufficient to meet the two ends. Profits also decrease,

Ormation is stagnant. Under such circumstances, economic

n_mcm_o_ugmuﬁ is stopped.

3
mogmma ) Capital Formation-Ricardo lays emphasis on capital

They think
capital fo
livelihood
will invest more
development.

d—:ﬂ- —N-Oﬂﬂﬂovu
are as follows-

rmation. Wages should be reduced to a level sufficient for

and increase production. This will result in more economic
S

views in respect of economic development

a) Capij . ,

@) mn_.mwﬂ ﬁ.ﬂ%mﬂm:n»ﬁ essential for economic development. To
3 O .—m , Wi

should he increased, ages should he decreased and profits

(o) Capitalist helps the country in economic development. ;

(c) Free trade and non interference policy should be adopted.

- . L
(d) Taxation must be minimum so as to increase production and

consumption. Advanta i
ges of R ~of
Economic Development g S

and mn%.”uow_. economic development. Capital growth comes out of savings |
the utility mc IS essential to increase savings. Capitalists effect economy in -

o n_m_.m..wnma factors of production and increase capital growth,
Profit is the main source of capital. Large profits are required for’

- With the reduction in wages, profits will increase. The capitalists
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OF RECORDIAN THEORY OF ECONOMIC DEVELOPMENT

S
e _s_mnmu Importance of Agriculture- Ricardo has given importance
o agriculture- He has suggested tax free rent. .

(2) Free Foreign Trade- He has advocated free foreign trade so

that cheap and quality products may be available for consumption.

(3) Savings— Ricardo has laid emphasis on increased savings for
capital growth.

(4) Check on the Growth of Population- Ricardo says a check

on the rising population is necessty for economic development.
- (5) Importance of Profits and Capital Reserves— Ricardo has

suggested to increase profits and make huge capital reserves. -

O CRITICISMS OF RICARDO’S THEORY OF ECONOMIC DEVELOPMENT
(1) Pessimistic view— Ricardo was much worried about the growing

. population and low production.

(2) Ignorance of labour and Technique- Ricardo overlooked the
importance of labour and technique whereas both play an important role in’
economic development of a country. : )

(3) More Emphasis on Profits—Richardo has given more emphasis
on profits whereas profits are not the index numbers of economic growth.

(4) Free Trade Policy is unpractical- In modern age, free trade
policy is not beneficial for economic advancement of a country.

- (5) Exploitation of labour- Ricardo proposed low wages. This
view ignores the labour class and exploits the workers. _

(6) Rigidity-In fact, Ricardo’s theory of economic growth is not a
theory of economic development. It is a rule of rigidity. He has assumed
economy without development. :

(7) Law of Dininishing Returns— His fear of law of diminishing
returns has proved a failure. Modemn technique of agriculture has enabled
increase in production. :

; Thus, it is clear that Ricardo has presented no constructive thought,
but only a pessimistic view. .

SHORT ANSWER TYPE QUESTIONS

Q.103. Point out the main features of Schumpeterian theory of eco-

nomic growth.
Or
Critically examine the Schumpeterian Theory of economic
growth.
Schumpeter has thrown light on economic growth in his book
entitled “Principles of Economic Growth.” The main elements of his theory

are as follows-
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(1) Economic development is due to uncoordinateq ups
mou.e:ml According to Schumpeter, economic growth is not a regular b
ﬂ_:ao:d Process but it is due to exploitation oﬁ:goamw: investment mmgw__“_
. @W entrepreneurs in large numbers are active in economic n_m.cm_o_u_.:m:ﬁ ;

ey structure is formed by entrepreneurs by investments in varioys 5o A
Transport, communication, banks, electricity and the like facilities exp o

. H:._m society gets products, o,
- (2) New Promotions— New promoters help in ecop, .
development. Schumpeter has given the following forms of promoticy,. e

. () To bring new product in trade.
(ii) To adopt new tehniques of production.
(iii) To discover new sources of raw material.
(v) To bring about improvement in the organisation ang
management of industries. :
(3) Importance of Entrepreneur- Entrepreneur is the mog

‘mportant rather central point of economic development. A prome,
conceives of size, organisation and production and then collects gh

coordinates factors of production. He takes the help of technicians, Ho

makes inventions of new techni i
‘ ques. Thus, as a captain of the shj
manages and directs the tools of economy. %
(4) Foundation of Bankina D i
g Development-Capital is necessary
mnm—m%m.cm_ouuﬂm:r A promotor takes loans from banks. He does not POssess
M.r icient funds with him to meet the whole financial requiremens
erefore, cw:rm must be developed in large numbers. Bank credit n_,m&m.
new purchasing power. It helps mobilisation in economy.
(5) Process of Develo
pment- According to Schumpet
changes take E.mnm in a circle. The situation changes. In the gmmzﬂsm%
Muno:oac _‘m_dw_m_m fixed. Later on, new entrepreneurs invest funds a_
m.,mowmmmm. vﬂohcnno: and they eam profits. With the attainment of success,
s ncm_u «Mvowm e process. When supply falls short, prices rise. With the risein
exdstence, production et oo ar Loc1Ll: New enterpries come i
e, : ases so also supply increas i
proportionate increase in demand with the result 5.&8 n.AmmMmMM“w m_»wwo
Thus economy rotates within the circle of teji and mandi g .

CRITICISIM OF SCHUMPETER'S THEORY OF ECONOMIC GROWTH

(1) Incomplete desrci
A ] Ption of new promotion- Th
&m.mn:vnos of new promotions given by mnprzsvmﬂmn HM mnooo A_H“ He has
failed to note the reasons of irregularities in economy, e

(2) Unnecessary emphasis o .
. . . N New enterprises- fer has
given undue emphasis on new enterprises for amcmﬁo_wam:ﬁ m%w“ﬁwm%%a
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m_o%. do not help economic development, but by collective efforts of the

mo&me.@ Bank Credit is short term- For financial requirements, bank
loans have been given emphasis. Bank loans are generally short term loans,
whereas long term finances are required for industries. ,
(4) Undue importance of Promoter- Schumpeter has given more
;mportance to entrepreneur in his theory than what is necessary. He has
given no importance to other factors of production. :

(5) Trade Cycles— No relationship between economic development

and trade cycles is seen in the theory.

- Q.104. Critically examine the growth model of Karl Marx.

Or

Discuss the main points of the Marxian Theory of Economic

Development.
Karl Marx was an emirient author of economic development. He

occupies an important place in economic development. He wrote a famous
book “Das capital! in which he has analysed economic thoughts. His views
about economic development are as follows-

. MAIN POINTS OF MARXIAN THEORY OF ECONOMIC GROWTH

(1) Materialistic description of History- Marx has given

materialistic description of human history. He studied history of main
countries ‘of the world and derived a conclusion that the foundation of
human development is economic. Economic factors create moral,
economic, social and political consciousness among the masses.

(2) Rule of Additional Value-Marx’s theory of growth is based
on theory of growth of additional income. Population is divided into two
parts in capitalistic economy - capitalist and labour. The worker is not paid
full wages by the capitalist for the work done by him’for example, if a
worker works for eight hours, the capitalist pays for six hours. The
production of two hours is the saving of capitalist. Thus the capitalist eamns

' profit by paying less wages.

(3) Downfall of capitalism- The destruction of capitalism is due
to its rules. Big capitalists save more and make greater use of modem
plants and machinery. They enter into cut throat competition with small
capitalists and exploit them. As the saying goes a big fish swallows small
ones. The big capitalists drive out small capitalists and compel them to act
as workers. A stage comes when man power is organised and there is a

downfall of capitalism. N

e

————
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" (4) Cyclic Changes- The main element of MarX's the
Srowth is cyclical nrwbmmm.u._.:ma are three reasons for this : W of

) * Lower rate of profit
(i) Overproduction _
(i) Less consumption. N
chan. 2Pid  changes take place in economic ‘activitis due to o
) anges. With an increase in investments, short term full employmen; takes
place. This leads to increase in wages. Profits become low and econgpy;
distress ¢ i _ | I
(5) Stages of Development- Marx has given the followin,
-of development- v ‘ i
() Primitive Stage- There is no class of persons in it.
(i) Slavery Stage— Agricultural activities are done by slaves,
. (ii) Feudatory Stage— Workers are employed on wages in this
stage. : : I
(iv) Capitalism— Capitalists eam profits by exploitation of
workers.

(V) Imperialism- The highest stage of omﬁ:m_w.q: is found 5

imperialism. Rich countries exploit the poor countries.

(), Socialism-~ All the resources of production of the country are}

within state control.

~ ~ (vil) Bolshevisim- Labour is the main factor. There is no need of

state administration. It is also called a stage of equilibrium,
CRITICISMS OF THE THEORY. OF MARXISM

. (1) Wrong Assumption- Marx's assumption that equilibrium’

commences after capitalism is not correct., .

(2) Labour Disputes— rwcosnawvcﬁ are common not only am

capitalism but also in socialism.

(3) Population 302&3.%&&5@ g Marx, the n.uno_u_mm_ of

Uommmhmmo: is @5 problem of capitalist countries, whereas this is the main
problem of socialist and developing countries.

(4) No destruction of capitalism- Marx’s forecast that.

capitalism will come to an end one day in f . . i
- - i p w E.— '
Capitalism, on the other hand, is muﬁm:&_mww: z._m,io_._a_. prowed ! : o
(5) Undue importance to Labour-Marx has given too much

importance t gt . i
:.OW_mwm. e to _mv@:... Whereas the contribution of capital and enterprise 5

- e H . . . . nﬁ 0
.
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 VERY SHORT ANSWER TYPE QUESTIONS

Q.105. Mention main elements of Adam Smith’s development

theory. : .
The main elements of Adam Smith’s Theory of Growth are as

follows—
(1) The basis of development is division of labour.
(2) Agriculturists, capifalists and manufacturers undertake:
productive activities. :
(3) Agriculture is given priority for balanced development. -
(4) Free Trade Policy and non interference are necessary for
development. , .
(5) The process of development should he continuous.
(6) The rate of interest must be low so that investments may
increase.
(7) Low wages and high profits lead to capital formation and
economic development.
O.HO&. Give any five names of economic development theory.
Various economics propounded different theories of economic
development, some famouns theories are — 7 .
" (1) Adamsmith's theory of economic development.
(2) Recordian theory of economic development.
(3) Kynes's theory of economic development. .
(4) Marxist theory of economic development.
(5) Schumpere theory of growth.

CLASSICAL AND MODERN ECONOMIC DEVELOPMENT : O.T.Q.

O Choose Correct Option -
1. Adam Smith's development theory is-

(a) Traditional (a) Classical

(a) Modern (a) Conservative
2. Base of Marxian theory of development is -

. (a) Capitalism (a) Socialism

(a) Communism (a) Democratic
3. Keynesian theory of development is -

(a) Classical . (a) Modern

‘(a) Based on full employment (a) None of above

Ans. (1) b (2)c (3) c.
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ROSTOW’S STAGES OF
ECONOMIC GROWTH

® Long Answer Type Question
Q.107. What are the various stages of economic growth according g,

Prof. Rostow ?
Or

What is a take off stage ? What are the pre conditiong to
achieve the take off stage ? Has India achieved this stage ?

ROSTOW'’S STAGES OF ECONOMIC GROWTH OR DEVELOPMENT

A nation cannot reach in an instant at the highest level of growth, It
has to pass through several stages of development. These stages are called
the stages of economic growth. Different authors have classified these
stages of growth in different ways. Rostow’s views are scientific and logic in
this respect. According to this American economist, the following are the
five stages of economic growth or mnoso.awn Development.

1. Hereditary society (Traditional Society)

2. Pre-condition to take off

3. Self Sufficient Stage (Take off)

4. Stage of Maturity

5. High standard of consumption

" 1. STAGE OF TRADITIONAL SOCIETY
According to Rostow, the first stage of economic growth is the stage
of traditional society. He has called this stage as the stage before Newton
because with Newton scientific inventions had commenced. Scientific
researches were started in the field of agriculture and industry. The following
are the elements of a traditional stage of society-

Eﬁamogmmm:nm_ommwmnc_ﬁa.OE. Emgommmam:mmmmu
agricultural operations. : .

[134]
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- (i) The number of industries is few. ,
~ (iii) Backward means of transport and communication.
(iv) Scientific methods are not used in production.
(v) Social environment is in a backward stage. Landlords
dominate. ‘
(vi) The future of the persons depends upon the stages and
professions of their ancestors.
This stage is called a pre-scientific stage. \
2, STAGE OF PRE-CONDITION TO TAKE OFF
' This is the second stage of economic growth. This is a stage between
traditional society of stage and take off stage. m:S_.o:Sm:w for
development in this stage are favourable. The important characteristics of
this stage are as follows- . :
(i) The various factors of production are collected for take off stage
and technical knowledge is developed.
(ii) Facilities pertaining to banks, insurance and transportation are
developed.
(iii) Industrial development is given preference to agriculture. The
burden of population on agriculture is reduced.
(iv) Production on large scale with modern methods is carried out.
(v) Political supremacy of landlords is reduced.
Thus, these are the preparatious to reach the take off stage, on Em_

| basis of which a nation feels the necessity of economic growth.

3.TAKE OFF STAGE =
This is the most important stage of economic growth. This is also

called a self - fly stage. A normal and popular environment is created for
economic growth in this stage. The following are its chief n:m_nmﬁmmmmnml
(i) The rate of investment is increased. Per capita productivity is
also increased. . .
(i) Imporved changes take place in production. Modern techniques
and methods are used in production. .
(i) New and key industries are developed.
(iv) The burden of population on agricuture is reduced.
(v) Large scale production is seen in agriculture and industry.
Consequently, there is a stage of take off. .
(vi) Foreign aid is not required for economic growth.
(vii) Changes take place in the nature of imports and exports.
Thus there is regular development of agriculture and industry and take
offstage ushers in. .

]
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4. STAGE OF DRIVE TO MATURITY
. There is continuous national economic growth in this stage. The
following are the characteristics of this stage- :
(i) The form of industrial development is changed. Use of moder,
techniques of production is a common feature.
(ii) The rate of investment and savings is increased. 10% to 20% of
national income is invested.
(iii) The rate of increase in production is higher than the growth rate
of population. _
- (iv) The dignity of a nation becomes superior in the intemationa
field. .
(vi) There is full utilisation of resources by modem techniques.

5.STAGE OF HIGH MASS CONSUMPTION

Economic growth is at its highest level in this stage. The main
characteristics of this stage are- .

) More emphasis is given on consumption because there is no
shortage of production.

(i) People consume luxurious goods like articles of necessity.

(i) The economy becomes perfectly 'modem. Industrial
development reaches its highest level.

Q CRITICISM OF ROSTOW'’S THEORY OF ECONOMIC GROWTH

A large number of economists have agreed with the views of Rostow
in respect of stages of economic growth. But there are certain limitations in
the theory. A few criticisms are given as under-

1. Adoption of Serial Order not necessary- [t is not necessary
for a country to follow each stage in serial order. A country can cross one
stage and reach in another stage. For example, due to a rise in price of oll,
Asate-countries have reached unexpectedly in a stage of high mass
consumption. .

; 2. Incomplete Basis- Rostow's views in respect of the rate of
investment are not logical. An increase in the rate of investment al
cannot allow to reach stage of take off. A check on the
population is also necessary. : : ;

- 8. Agricultural economics neglected-: Several predomi
agricultural countries are in a stage of take off and maturity.

growth is possible even without industrialisation. i

" 4. Other factors neglected- Besides cconomic factors,
social and geographical factors also affect economic growth.
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Rostow's views in respect of economic growth are one sided.
Economic growth is not possible by industrial development alone. ._._.ﬂ.a
should be an increase in national and per capita income as well. At the
same time, there should be no inequal distribution of wealth. -

6. Time limit Incorrect- Division of stages of economic growth on
the basis of time is incorrect from practial point of view.

Thus, there are certain drawbacks in Rostow’s theory of mno:o:..mw
growth. However, he has given scientific view in respect of mﬁ@h« o
economic growth. These stages enable us to know the economic condition
of a nation.

Q.108. Describe the main characteristics and essential conditions of

the take off stage.
ROSTOW : 4
An American economist, has mentioned five stages of economic
growth in his book

“Stages of Economic Growth’ and the stage of take off is one _n.m.
them. This stage in known as the important stage of economic growth.
description is as follows- :

MEANING OF TAKE-OFF STAGE . ;
" In simple words, “Take off is a stage in which economy becomes self

sufficient and independent for essential commodities without .mo_dmm: aid.
The rate of investment and savings is increased. New Eacmiwm Edm

started. New techniques of production are used. New opportunities o

exports are discovered. The nature of imports gets changed. _

CHARACTERISTICS OF TAKE-OFF STAGE- :
(1) Increase in rate of investments- More investments are Eumw

in industries in this stage. .

(2) Increase in per capita production— With an overall 59”“@
in production, per capita productive capacity increases. Proportionate
increase in production is more than the increase in population.

(3) Change in Methods of Production- __.-__uonﬁ:ﬂ changes are
made in the methods of production. New techniques are used in _unoacna.o:
and obsolete ones are replaced. There is a large use of self operating
machines. ‘ . . .

- (4) Development of Key Industries- Key industries like iron and
steel, cement, mining and engnieering are developed in the oocsw.t..

(5) Less burden of population on agriculture- With the

development of industries, a large number of workers*are employed in
) \




138 / Applied Economics (B.Com. 1)

industri _
iy gwmm ,.55 the result'that a less percentage of population is engaged i,

M (6) Change in the nature of imports and exports- A chang,
: urs in the nature of imports and exports. Manufactured articles ap,
Xported and machines are imported.
_mo_.m_m:ﬁwﬁﬁo.aa HMMBEE Aid- Barring a few exceptions, dependence o,
is reduced. Foreign assistancé is not sought but forej

Egm:_mmwmm:oozaw&. - , ' B

- (8) -%n-wbun in agricultural production- Agricultural production

Enﬁﬁn_wmmmﬁ. with a view to meeting the demand of raw material fo

(9) Increase in em ,

£ ployment opportunities- New employmen;

MMcﬂMM:n_nmm are created due to increase in industrial and agricultura)
MH-@E. The problem of unemployment is solved.

) Self- dependent Economy- Teke offstage economy

:E:ﬁ:
Toko om M%mwnrmm Emwo&o:n_nmmvm:n_m:om.mﬂmsmmbOo:&mo:m for

.MWV@ -mo__osa:m conditions are essential for take off stage—

ncrease in the rate of i tm i

the . : of investment- A sufficient increase in

mrocnw%hﬁ hﬁ”ﬂ:%%w. Is essential for take off stage. The rate of investment
: or more of national income. Proportionate i

in production must be higher than population. P o

msoEmMNMo ”n._—..mn.-nuo increase in Agricultural productivity- This is
i mﬁmmcﬂumwmmsam_ for take offstage so that sufficient food stuff
quantity fo the 14 cmﬁ mnmm._v rates to the masses and raw material in large
~ (3) More Expo A
o AW:‘: %MMOEE Mﬁu and less imports- Foreign exchange is essential
ey a country. For this purpose, exports must exceed
4
BES_A ) Un“.ﬂwmﬂ“:n..» of Key Industries- Development of key and
e wwmmmooamsnm i %H_W also an essential condition for take off stage. In
e e v MMB@:» of machine industries, no industrial
(5) Transport, Comm
» Communication and Power- Industrialistion is
Hﬂmﬂm@. Y ﬁ.ow economic growth. Developed :._m..._.:m: of ﬁﬂamwo.n.
:u..A_Mwn””o: and power lead to industrial growth
omoters- Enterprising and Promisin ; ired
M.“a mm.ﬁ.u:oq.:_n development of a country. This n_mmmw M—B %WH_%“NB%“_M@ a
w H.Mnco: for the country to march on the path of developmerit.
oo (7) Social and Political Environment- Social and economic
ronment also plays an important role in economic arowth. Political
stability is essential for material peace. S
!

Rostow's Stages of Economic Growth / 139

SHORT ANSWER TYPE QUESTIONS

Q.109. Explain fully the stage of take off as given by Rostow. Has
India reached the stage of take off ? India and Take off Stage

There is difference of opinion among economists about the stage of
India’s economic development. Prof. Rostow had accepted that India
reached the stage of take off between 1952 and 1962. It has entered the

- stage of maturity since 1962. The following arguments are given in this

respect- ! .

(1) New industries have started during the plan period.

(2) There has been an increase in the rate of investment and
capital formation.

(3) There has been a vast expansion in post and telegraph services,
transport and communication. ;

(4) Development of key industries alongwith traditional industries
has taken place. Large scale industries iron and steel,
chemicales, ores etc, have been set up.

(5) Per capita income and per capita productivity has increased. :

(6) Dependence on agriculture has gone down. A large part of
population has started working in industries.

(7) Methods of production have changed. Use of modern machines

-and tools, new technique of production are now widely used.
Specialisation and self operations have become normal features
now-a-days. :

(8) The country has become self-sufficient in respect of several chief

© products. :

(9) Agriculture has made progress. Maturity has been achieved in
respect of food grains.

(10) A change in the nature of exports and imports is noticed. Th
industrial and petroleum products are the main items of imports
whereas consumers goods are exported. Arguments against it

Z.Eo:m_.. the country has made progress in industrialisatin and

agriculture, some economists are not in favour to say that the country has
reached the take off stage. Their arguments are as under-

(1) The rate of investment in the country is very low. It should be
10% or more for take off stage but it is only 5% in India.

(2) There is slow industrial development in the country whereas the
population is rapidly increasing.
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) No rise in per capita income is seen. More than 40% of the
Population lives below the life line.

(4) There is no diminution in foreign loans. On the other hang
foreign loans and foreign aid is increasing.

(9) Imports are more than exports. ‘Balance of trade s
unfavourable, f .

(6) The country is still an agricultural country. )mna::cﬁ is

~ comparatively in a backward stage.

(7) Unemploymerit is increasing day by day.

(8) Standard of living of the masses is not rising. ,

(9) Social and political environment is backward.

(10) There is partial moderisation in industries.

Q.110. Discuss the essential conditions for obtaining take off stage.

CONDITIONS NECESSARY FOR TAKE OFF

‘ .“..?N ﬁo__oﬁznw n-o:&mo:m are essential for the take off stage-
) - 'ncreased Investment Rate- Adequate increase in the rate of
__-“.mc%ﬂm”.:m_ma. is essential for take off stages. It should be 10% or more of the
nal income. To achieve this target, production should be
SBEBN uno_c higher than the growth of population.
‘2. Adequate increase in agricultural .
. . production- There should
Hﬂ%ncmﬁm m__._.M.Mww.m _.: m_.on_cnmo: so as to enable the rising population to
oodstuff icient quanti :
be gl for 5&558.5 ty at cheaper rates and raw material may
3. More exports and less im )
, ports- Foreign exchange is essential
to reach take off stage for economic =
more exports and less imports. i Theslone, L
4. Development of Key industries- Deve i
; 2 es- lopment of key and.
capital goods industries is also essential in a take off stage for moomoa__m....

NMEE Mm a nation. Industrialisation is not possible in the absence of such-

]

6. Entrepreneurs- FEfficient and
. Promisin
required in a take offstage for economic growth. %#M:MMW«BMN:&W
directives in matters of production.
7. Social and Political Conditions- Favourable Social 2
political conditions are also essential for a take off wﬁmm_.w._.nm awarene
and enterprise are essential among the masses for economic
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VERY SHORT ANSWER TYPE QUESTIONS

Q.111. Give seriel number of Rostow’s Stages of economic growth.
Famous American economist Rostow devided the stages of growth in

the following 5 categories -

1. Hereditary society (Traditional Society)
2. Pre-condition to take off _
3. Self Sufficient Stage (Take off)
4. Stage of Maturity
5. High standard of consumption

ROSTOW'S STAGES OF ECONOMIC GROWTH : 0.T.Q.

O Choose Correct Option -
(1) The most important name in the field of stage of economic
development -
(a) Marshall (b) Keyns
(c) Rostow (d) Carl Marx
(2) Number of Sate of economic development -
(a) Two (b) Three
(c) Five . (d) Many
(3) Serial number of take-off stage is —
(a) Second (b) Third
(c) Fourth (d) Fifth
(4) Analysis of stages of economic development -
(a) Milt (b) Grass
" (c) Rostow (d) All of above
Ans. (1) c (2) c (3) b (4) d. a



“Concept of balanted growth lays emphasis on the growth and
development of all sectors whereas unbalanced grouth lays
.. emphasis on a few related sectors.

18 .

STRATEGY OF BALANCED AND
UN-BALANCED DEVELOPMENT

ot

B Long Answer Type O:na»_o:.

Q.112. Explain comparatively the concept of “Balanced Growth’
and “Unbalanced Growth’ with reference to economic
growth or development. .

Or
Explain the views of “Balanced Growth’ and “Unbalanced
Growth’ as modern approaches to Economic Growth.

MODERN APPROACHES TO ECONOMIC GROWTH

. Different economists have given different views, concepts and
theories for economic growth of under - developed or developing nations. A
few economists have given emphasis on balanced growth and some on
unbalancd growth. Which of the two views will be appropriate for an i
developed nation, it will be decided by a comparative study. - .

Q APPROACH OF BALANCED GROWTH g :

Balanced growth implies an overall economic growth
development. This type of growth encompasses balanced developmen
both agriculture and industry. .

Balanced growth has been defined us under-According to P
Loius, ‘All the sectors must be developed simultaneously un
development programmes so that there may be adequate balance be
agriculture, industries and cottage industries as also production relatin
exports.”

According to Prof. Ghosh, “Plannd economic development imp
development of all sectors of economy in the same proportion 50
consumption, investment and income may increase at the same rate.”

In simple words, concept of balanced growth can be defined in the
following way - Balanced growth implies an alround coordinated and
balanced development or an overall development of agriculture, indust?y
and regional prosperity is called balanced development,

[142)
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O CHARACTERISTICS OF BALANCED GROWTH
1. Attention is given on modemisation of agriculture alongwith
industrialisation.
Both consumer goods and key industries are established.
Both the public and private sectors are important.

ol

4. Industries are started in backward areas also so that they may

be developed alongwith cities.

5. . There Is coordination between large and small scale industries.
Cottage industries are also protected.

6. Agricultre is developed in a professional way. Attention is given
towards the development of food grains and cash crops. .

7. Policy of export and import should be chalked out in such a
way as to influence agriculture and industry favourable and
consumption may be balanced.

8. Demand and supply are well balanced in balanced growth.
Thus attention is given to all regions in balanced growth.

O APPROACHES OF UNBALANCED GROWTH
Among the critics, Prof. Hirschman is the most important

economist against balanced growth and he supports unbalanced growth
economy. The concept of unbalanced growth is based on this assumption
that first of all only a few particular regions of economy should be
developed so as to pave the way of development for other regions.

According to Prof. Singer, “A good plan of balanced growth will be
that the available resources are utilised in the regions which help economy
to be more elastic and expand rapidly accentuated by the increasing
demand of the market.” .

According to Prof. Hirschman, “Ordinarily, development policy
must be such as to maintain unbalanced growth rather than to remove
them. Profits and losses are the main elements of unbalanced growth of
economy in competition. If economy is to make continuous progress, the
main objects of development must be tension, disproportion and

unbalanced features.”

O CHARACTERISTICS OF UNBALANCED GROWTH

Attention is given to development of a few particular regions.
Investments are made only in profitable channels.

State intervention is less. Economic independence persists,
Private enterprise is predominant.

Capital concentrates in a few hands.

Urban areas develop rapidly.

oy B 0 B0
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.- Unprofitable units are closed down automatically.
8. Industrialisation s aimed at in economy.
Comparison between Balanced and Unplanned Econom

e e

Basis of Balanced . Unbalanced
| difference Economy __ Economy.
Balanced |Aftention towards balanced | In the absence of gover
Economic | economic growth of a control, developme
country growth is given in it.|unplanned. It is unl
Special attention is given - |and unarranged.
g I towards backward regions. s
3 isation Human and natural | Resources are not utilised
of resources are utilised in the best manner. _
Resources|a rational way without
wastage,
3. |Priorities |Priorities are deteymined. = | No priorities are determined,
: There is no order
development. ' People 's
- | industries according to th
choice. There is no:
programme of the
_ govemnment. :

- 4. | Objectives | Maximum social welfare is |No particular object in it.
the main object. Rapid and | Personal benefit instead of
balanced growth is its object | social benefit is its object.

" | S0 as to provide benefit to
each citizen of the country.
5. | Economic | Efforts are made to set up | No effort is made to fill up
Equality |socialistic Ppattemn of society | the gap between the rich
by removing disparities. and the poor, poorer.
. Economic welfare of the
poor class is aimed at.
6. |Scope The field of development | There is state control in
is broad. Programmes of planned economy.
development are prepared
keeping in view all the
sectors of the country, . .
7. |View The view of development is | The view in it is to solve the
broad and long term. Care | present problem only. There
of future is also taken into

consideration.

activities,

is no consideration of future
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8. |State Economic activities are No state control over
Interven- |under Interve-state control. ‘|economic activities. Free
tion Agriculture, industryand  [trade policy exists in the

trade are governed by the |country.
govemment. . o

9. |Coordi- |Human and natural resources|No attention is paid towards

nation are utilised on the basis of |coordination. There is no
coordination of production, |coordination between different .
distribution and consumption/factors of production.

10. | Social Social welfare plans are | No attention is given to
Welfare  |given attention in it like [these plans. Therefore, .,
Plans health, safety, sickness, social cost of industrialisa-

unemployment, education _|tion is high.
and housing. .

11.|Savings [Savings are invested for the | There is no direct
and Invest-|benefit of the nation. There |coordination between -
ments  |is Investments direct co-  [savings and investments.

| ordination between savings
and investments.

12. |Efficiency |Maximum technical It is not found in it.

efficiency is found in it.

13. | National. |Planned economy aims at |No national object exists it:
Objective |achieving national objects m:h_.w‘_mcu_ objects the target

in it.

CONCLUSION- %

After a comparative study of both the concepts of growth, it is
concluded that the developed nations should adopt a mid way of the two
concepts for economic development. In view of balanced growth, profitable
and useful regions should be attended to for development.

SHORT ANSWER TYPE QUESTIONS

Q.113. What do you mean by Balance Growth ? Discuss advantages
and disadvantages of Balanced growth.

APPROACH OF BALANCED

GROWTH

Balanced growth implies an overall economic growth or
development. This type of growth encompasses balanced development of

growth has been discussed us under-

both agriculture and industry advantages and disadvantages of Balanced
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ADVANTAGES OR IMPORTANCE OF BALANCED GROWTH

1. Exhaustive Development- A plan of balanced development
envisages the development of both agriculture and industry. They create
demand of products of each other. It helps an overall development.

2. Development of backward regions- Industrialisation iy
balanced growth is done in such a way that new industries are started in
backward regions so that they are economically developed.

: . 3. Establishment of different industries- Both types of
consumer goods and key industries are started in balanced growth. It covers
various types of industries. It leads to overall development.

4. Modernisation of Agriculture- Attention is also wm.cm: towards
the am.eﬁ_ovgmi and modemisation of agriculture side by side with
usncmnam._ development so that with the increase in production, income and
purchasing power of the farmers may increase. Agricultural products supply
raw materials for industries.

5. Increase in per capita income- With an increase in national
income, per capita income also increases in balanced growth. The
development is primarily socialistic. Therefore, efforts for improvement are
made in the condition of poor and middle class of persons.

6. _..g-o. in oppertunities of Employment- Balanced growth

- Presupposes the development of urban and rural areas, cities and villages,
Fam.mom_n and small scale industries, transport and communication, poor
and rich class of persons. So to say, balanced development gives emphasis
on the development of all the regions. It gives rise to employment

7. End of Poverty- Both demand and supply are limited in under
developed countries. Poverty exists in these countries, Balanced growth'
helps to minimise poverty. It gives rise to both demand and supply. :
Economic activities become more active. Economic condition of the.
masses improves. |

produced in large quantities in a country. Import and export become
completely well balanced. It helps to maintain favourable balance of trade:

Q CRITICISM (SHORTCOMINGS) OF BALANCED GROWTH pio
Prof. Hirschman and other economists have eriticised tof
balanced growth as under- ’ <aRCieconce E- |
1. Concept is not. Practical- Practically, the programme ol
y, the me ol
balanced growth cannot be implemented. The reason is, it _mﬂow possible {08
give equal attention towards the development of all regions with _
resources at one and the same time. g
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2. Unsuitable for under-developed countries- The résources of
under-developed and undeveloped countries are limited. Simultaneous
development programmes cannot be implemented for the development of
industries and agriculture with limited financial resources. Industries cannot
be started in all the regions. These countries lack technical know-how and
managerial efficiency. Therefore, large programmes of development are not
implemented in these regions. _ _

3. Increase in Industries Undergoing Losses- Balanced growth

" enables establishment of industries in backward regions. Cost of production

is increased due to absence of facilities. Goods are not sold easily on
reasonable prices, with the result that the industries go under loss and are
ultimately closed down.

4. State Intervention- In order to develop industries and
agriculture, state intervention is largely increased. Private sector is mostly
affected whereas public sector adversely affects economy of the country.

5. Haphazard Development- Under balanced growth, neither
industries are developed nor is agriculture. The result is balanced growth
does not give its contribution in the development of a nation.

6. Burden of Key industries- A huge amount of capital is
invested in key industries by under-developed countries. Financial
arrangements are rpade from local and foreign assistance with the result
that interest on loans increases and losses produce adverse effects on
economy.

7. Ignorance of the Principle of Comparative cost- According
to this principle, only those articles must be produced within a country, the
cost "of which is low, but the concept of balanced growth overlooks the
principle of comparative cost. It also emphasises the manufacture of the
goods which are not gainful.

8. Poverty- Under balanced growth, there is no improvement in the
conditions of poor class of persons, but the condition of rich class goes
down. Economic condition of the country as a whole is weak. Thus, we see
that the concept of balanced growth is theoretically good, but not

practically.

Q.114. Discuss the
. development.

ADVANTAGES (IMPORTANCE) OF UNBALANCED GROWTH
The propounders of ‘unbalanced growth have mentioned the
following advantages in support of their views-

1. Development of essential regions- Under unbalanced growth
economy, only those regions are developed which are considered essential

and profitable.

merits and demerits of unbalanced




class of persons. Therefore, there is a rapid growth of capital formation,

&ggssnggﬁgaggosasg
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2. Full utilisation of resources- Resources of undet-developeg |
countries are limited. They are fully utilised for profitable purposes, .

3. Rapid Development- Under unbalanced growth economy, they,
is a rapid growth in a few particular regions. This gives impetus to othe,
objects for development. -

4. Set up of Profitable Channels- Only profitable 5&553 are
started in this economy. Unprofitable units are automatically closed down,
efforfs are also made to meet their losses.

5. No state interference- There is no state interference i
unbalancd economic growth. Industrialists are free to start any industry any
where.

6. Capital Formation- Capital concentrates in the hands of ricj

Savings of the capitalists are invested in industries.

7. Competition- There is free competition in different regions and
among industrialists. This helps to lower down the cost and price of the
.product.

Q CRITICISMS (DISADVANTAGE) OF UNBALANCED GROWTH y

. 1. Capitalistic View- This concept is capitaligfic. It is based upogi
exploitation and one sided development. ; mw
2. One sided Development- In this conomy, ancm_ov.:n:"w

sided. A few regions get developed whereas others are neglected _.._.:a .L_._.‘

3. U_-on..EmiEu in demand and supply- _Bcn_u:oo_: A
demand and supply in this economy. With the development of a pa ._V.
industry or industries, production is increased but there is no 5
demand in the market. fue

5. Ug&nﬂo?oacm&onn&sgoﬁnﬂnavn&

commodities.
el 1 wln-an!—uo.u of >n..-o==5.n. b&onnmﬁ .

Thus, gmﬁ&ﬂ»::v&gggoacwsoﬁ
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VERY SHORT ANSWER TYPE QUESTIONS

' Q.115.Compare planned .5.“_ E.v_!.ag_ economy. Why is a

planned' economy considered superior to free ﬂ.nn..—iun
economy ?

Planned Economy- Planned or balanced economy means an .

economy by which economic and social growth of a country is well planned
for the achievement of particular objectives. Resources, natural and
human, both are fully utilised in a rational manner. Emphasis is laid on
balanced and permanent basis for economic development. The main object
of planned economy is maximum social welfare.

Unplanned Economy- Unplanned or unbalanced economy is one
is which there is no particular end in view for development. No attention is
given towards efficient and rational use of resources. There is no
government control over economic operations. Personal benefit is given
attention instead of social welfare.

Q.116.Discuss the thought of prof. Narksey on mi—!unﬂm

development.
PROF. NURKSE’S VIEWS ON BALANCED GROWTH

Prof. Nurkse has given a wide description of balanced growth.

(1) In a country where farmers are incapable of growing foodgrains
more than their requirements, there is no or less impetus for
industrialisation. The reason is farmers will have no additional
foodgrains in their godowns. Thus they will have no money to
purchase other articles. Under such circumstances, demand for
industrial products will be low and industrial development will
be slow.

(2) If non agricultural region of economy is backward, there will be
no agricultural development. It means if there is no industrial

] development in a country, demand for cash crops will be low
and there will be no agricultural development.

(3) Therefore, to avoid this contradiction, efforts for development
of both the sectors must be made because slow development of
one sector will affect the development of another sector. Nurkse

- *  was staunch supporter of balanced growth. He has compared
balanced growth with balanced diet like this “Just as balanced
diet is required for body, similarly balanced growth is necessary
for a country.”
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. STRATEGY OF BALANCED AND
cz-w.!.bznmo DEVELOPMENT : O.T.Q.
Q Choose Correct Option —
(1) In planned economy adopted -
(a) Balanced awcu_OﬂBmsw (b) Unbalanced development
(c) Spedly development (d) Continents development
(2) The following sector is developed in balanced development..
(a) Industrial development (b) Agricultural development
(c) Infrastructure development (d) All of above

g (3) The following included in balanced development-
AN u..d.“, 3 £ ».Aﬂw uﬂcﬂrug-ﬂn—ﬁagnigng

L - (b) Development of infrastructure industries

-~ (c) Co-ordination between public and private sector
(& Alofabove e
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e Inflation ¢ Deflation ¢ mn-aanao._._

Inflation is an invisible dacoit who plunders everyone.

19

CHANGES IN THE VALUE OF MONEY :
INFLATION, DEFLATION

m Long Answer Type Question

Q.117.What do you understand by "Inflation’ and "Deflation’ ?
Distinguish between them.
Or
. "Inflation is unjust and deflation is inexpedient. Of the two,
perhaps deflation is the worse'. Discuss.
: Or
What do you understand, by "Inflation’ and "Deflation’ ?
Compare them.

MEANING OF INFLATION

Inflation In simple terms means span or spread of money. In other
words, when circulation of money is more than its demand, it is called 2
state of inflation. During inflationary period, prices rise and value of money
falls. Thus inflationary trend is a state of affairs when the supply is more
than the demand for money.

In the words of Growther, "Inflation is a state of affairs when prices
tise and value of money falls.”

MEANING OF DEFLATION- :

Deflation is opposite of inflation. When the supply of money is less
than its demand it is called deflation. Deflation exists in metallic monetary
standard or when the representative paper money exists in circulation or
when there is less metallic money in reserve.

In the words.of Crowther, "During deflation, prices fall and value of
money rises." b

[151]
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Distinction in Inflation and Deflation i _ (4) Demonetisation- Inflation gives birth to ﬂ.w“__w&u__:ws m____._ u.
S. | Bases of . Deflation Inflation once started reaches its climax. If the govemnmen o I dlitbe
No. | Difference i inflationary trends, it ultimately, resorts to demonetisation.
1. |Supply of Supply of Money is more Supply of :..o".ﬂclﬂll. millions of people in the country.
| Money than its demand less than its demang, DEFLATION :WHY INEXPEDIENT 7
y n
2. |Value of | Value of money falls bec- Velue of money rises According to Keynes, deflation is inexpedient due to the following
Money ause purchasing power up because purchas. BSOS § . Sl i
3 v..- gv%aan._s:. : W:ma“o N._m__. s il (1) Depression- Depression disturbs the industries and trade o
% ?Mn.”onoﬂ % i MM» i Production s country. The labour class undergoes unemployment. PR
5. |Industrial [ New indusirics ave started | Industries are closed ) Loss of Revéntie- In depressior R:&%S:“ and crimes
.| developement |and old ones are expanded: | down. businessmen, investors and creditors meet losses. -
% it | in employment Unemployment increase, consequently, there is a decline Emocﬂ_:__n:.“_ﬂcm”on : sop == it
. . opportunities. increases. (3) Uncontrollable- Deflation once started does N anth
7. |Consupmption | Prices of consumption ‘| Cheap consumption reaches its climax. With the result that disequilibrium u%ﬂ
goods rise, i are available to con. economic structure,

sumers.
8. |Public . .. | State-can spend more on Both rich and poor
expenditure |welfare activities by adopting | classes of persons
, deficit financing. stand  to lose as
_ A income declines.
9, |Economic "

Ecomomic development 'is Economic develoment
Development | more. Production, employ- is stopped and no
! ment, savings and trade * progress s made.
develops. :
INFLATION WHY UNJUST?

... Keynes has called inflation unjust because of the following reasons-
-« (1) Invisible Taxation- When the government adopts the
deficit financing, it has to increase supply of additional 1
additional flow of money Is just like invisible taxation w
purchasing power and standard of living of tax payers. 1
Vakil has compared inflation with a legal dacoit who plunde
society. : AT 0
' ’(2) Bad Effect on Poor class- Inflation adverse

articles of necessity. ' e ORI B0

(3) Economic Irregularities— During inflationary period, fich
becomes richer and poor poorer. Thus inflation creates a gap between fid
and poor class of persons. R

widespread
(4) Unemployment and Poverty- There is
unemployment and poverty in deflationary period. The purchasing power of

Emammmmmwoﬂnoszﬁom:%m:oﬁnaggnsm:&30::3.

purchase commodities even at cheaper rates. "
(5) No Economic Development- Industries and factories EW
closed down. No efforts are made to increase production. Economic
develoment is stopped. , . 3 "
According to Keynes, deflation is worse. It is due to the following
reasons— .
(1) ' Production increases in inflation whereas it decreases in
. deflation. .
(2) Standard of living of the masses goes up in inflation whereas it
lowers down in deflation. B
(3) Employment opportunities increase in inflation whereas
unemployment increases in deflation. :
(4) Govermnment revenue increases in inflation whereas it decreases
in deflation.
(5) The condition of poor class of persons becomes worse in
deflation.
(6) Economic development flourishes in inflation whereas it is

stagnent in deflation.
Thus =m.”n: be asserted that inflation is unjust and deflation.is

inexpedient.
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Q.118. What do you mean by Inflation ?. Point out its causes and
ﬂﬂoo»,u. How can it be controlled ?
_ O GG
What is Inflation ? Under what circumstances, does inflation
become justfiable and to what extent 2

MEANING OF INFLATION

In simle words, inflation means spread of money. That is to say,
Where the supply of money is more than its demand, it is called inflation,
Prices of commodities increase and value of money falls.

In the words of Crowther, "Inflation is a state of affairs when the

]

value of money falls or prices of goods increase.”

CAUSES OF INFLATION

Inflation is more in paper money than metallic money. The following
are the main causes of inflation :— Gty

(1) Deficit Financing- When the govemment finds it unable to
raise funds from other resources for the purchases of expediting economic
_u_wne.gmmumanm ._“.uu_uo.. money standard, it resorts to deficit financing. It results
in on. lo recoup difficult financing, it prints notes and thus mone
circulation increases. : % :

(2) Increasing Demand of Money- Another reason of inflation Is
its increasing demand for money. When the government resorts to more
paper money, prices of goods and services increase. The government
arranges further circulating of money to meet the increasing public demand.
This tendency leads to inflation. W

(3) Credit Flow- Flow of credit is the reason of inflation. Banks
reduce their cash reserves and create credit. If increases monetary incom
of the people. ) v

(4) Fall in Production- Inflation arises when there is a fall
production, although additional supply of currency is not made.

(5) War and Emergency- Inflationary trends develop during
time. Similarly, supply of currency is increased with the increase
population. But the increase in production does not take place in the s
proposition and inflation ushers in. \

(6) State Trade Policy- With a view to earning foreign exche
the government increases exports of commodities. When expot
commodities are increased, shortage of goods is created in the marke!
results in the rise of prices and inflation appears, = s T

EFFECTS OF INFLATION

" Inflation affects the economy and the public of a 8§€>80
to Prof. C.N. Vakil, "Inflation is like a dacoit. Both snatch the rights,

X
A%
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the differeence is that the n_noo.n is visible whereas inflation is invisible. A
dacoit plunders a few persons at one time, while inflation attacks the whole
society. A dacoit can be sent to jail whereas inflation is legal.”

0O FAVOURABLE EFFECTS OF INFLATION
The follwing are the favourable effects of inflation :-

(1) Increase in Production- Inflation leads to an increase in
production. It is because of large profits due to rising prices and producers
are encouraged to enhance production. Besides this, demand for goods,
and services increase due to an increase in monetary income. This also
helps in increasing production.

(2) Employment Opportunities— Inflation also helps to provide

" more employment opportunities. It is because new industries are started

and old ones are expanded due to an increase in production. .

(3) More Public Expenditure- The government resorts to deficit
financing with the help of inflation, and spends more money. It increases
welfare activities of the public. .

(4) A rise in Standard of living— Due to increased monetary
income, the consumers purchase more commodities of good quality and
thereby raise standard of living.

(5) Fast Economic Development- Inflation helps in fast
economic development of a country. Economic activities are fast due to
increase in production, consumption, public expenditure and employment.

. .(6) Development of Banking and Insurance- During
inflationary period, monetary income of persons is increased. It helps in the
development of banks and insurance business. New banks are started and
deposits increase.

Q ADVERSE EFFECTS OF INFLATION

(1) Decrease in Real Income- Due to decrease in the purchasing
power of money, the real income of ‘the people decreases. It happens
particularly to poor and medium class of persons. :

(2) Dearness— The main problem of price rise and its cause is
inflation. The value of money falls and prices of commodities rise. Thus
deamess is the acute problem in India.

(3) Harassment to Savings- Due to a fall in the value of money,
people, have no faith in savings. They spend more on consumptions and
property and do not save. Thus there is no accumulation of wealth in the
country. _

(4) Invisible Taxation— Adoption of deficit financing in inflation is
a sort of invisible taxation. The government puts a burden on the public by
printing additional note currency. It has an adverse effect on the poor class.
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% Aawa ss_to Eoﬂlg_o;ow_cﬂ» 5 g Cor B
. i (6) Economic —Bhnlv—-:ur“.. S e e N P

; & —.ﬂmbmc—.w H%nwn to economic
Sost _we Sorium. A number of econoric and socil problems arise out o i

inflation is cautiously adopted it can prove useful as a medicine. It c

. poisonous if it is resorted to unwisely,
. 0 HOW TO CONTROL INFLATION 7. ¢ DU v

_A.“.mv_ﬂno: can be controlled in the ne__n..zsn .,._..m.‘ . S@ml
ncrease in Production- Agricultural and industrial
wM—wEn_. be increased so that demand for money may increase m: :

(2) ‘Ericouragement of ‘Saviage:Condinption Al
&wooc-ﬂmmamauﬁcm:mmgnoﬁi T TS mni; e
“* (3) Increase in Taxation- Thé govemment can
: 4 t can:
- purchasing power increasin : GoVEMInL cean
finished. 2 e
(4) Credit Control- Banks should control eredit by s¢
(5) Decrease in Expenditure- The governmen S.
expenditure on unproductive activities and increase on uhm_.“mﬁ\
- (6) Price Control- The govemment should resort o rat
.UM“M. control. Besides, budgets- should be: well balanced
p asing power should be snatched A sublic
public loans. \ : o the hénds omvcgng
(7) Demonetization— When all the efforts o controf
the government should resort to the policy of ana“o:%hmw_ i
the old currency and issue new.currency, =~~~ -
Conclusion- Inflation arises due to Wu:n ; ..5.0..5 o
 production. The solution is to increase viﬁ“% further
currency and credit should be arrested. b s A s

Q:119. What is deflation ? What are it, causes ? How das
" the different classes of society ? How ...M”m Nﬂvoeoo
. MEANING OF DEFLATION =~
e Deflation Is oppositeto inflation, When the stk of i
than its: demand, it is called: deflation.: Deflation M:#“ﬂ_c Om..nﬂ. .5

mgmﬂmomaose.._»wwoﬂﬁ*mirn:.ggg, .,
circulation or there is less metallic money in reserve ?mamavo.. it
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baoaﬁwﬂmmcﬁ._Ummmmo:wm.&usn:&!n: cm_cmomao:ntnmﬂ.
or prices fall." : )

O WHY DEFLATION ARISES ? :

The main reason of deflation is the shortage of metal in metallic
standard. When circulation depends upon gold or silver,, demand for
money increases and the government fails to increase its supply. This leads
to deflation. There is no possibility of deflation=in inconvertible paper
money standard. Some are of the opinion that deflation also arises when

the Central government checks deflation by means of different policies.

ECONOMIC EFFECTS OF DEFLATION

Economic effects of deflation as compared to inflation are more
adverse. Prices of goods and services fall in deflation and the purchasing
power of money increases. Consequently, industries and trade suffer losses.
Unemployment spreads. Government revenue falls and the whole economic
system becomes hotch potch. Deflation affects different sections of society
in different ways. Deflation affects in the following manner :—

(1) Due to a fall in prices of commodities, industrialists and

businessmen suffer heavy losses. Several mills and factories are
“closed due to losses. _

" (2) Consumers stand to gain because they get articles of necessity
comparatively at cheaper rates, but they cannot afford to
purchase cheap articles due to low incomes.

(3) Persons with fixed incomes also stand to gain in deflation
because due to increased purchasing power, they can raise
standard of living. . .

. (4) The labour class is adversely affected by deflation because due

" to depression, unemployment spreads in industry and trade. -
Although there is a general fall in prices, they are compelled to
lead a miserable life due to absence of purchasing power.

(5) Creditors gain due to increase in purchasing power whereas
debtors suffer loss. ,

- (6) Investment is adversely affected by deflation because the
investment sector becomes limited.

(7) Deflation checks the spread of the growth and development
because it adversely affects production, employment, income
and consumption. , .

(8) - The government has to .face a great difficulty in creating
additional money during a period of emergency like war, flood
and famines.




b R o._una. consumers, debtors and creditors.

< (i) Due to inflation, demand is more than the supply of goods, with
wm,— _-
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CONTROL ON DEFLATION
The following measures are suggested to control deflation :-

(1) Circulation of money should be increased.

- 2) Deficit budgets can be prepared by expanding pypy ;
expenditure and exemption of taxes. Keynes says i the |
government cannot provide ﬂ:v_oﬁsmsﬁgvaa:&cogﬁ !

it can do so in unproductive channels.

© (8) The Central bank can reduce the bank rate. The govemmey; |
e ggnggugggggnggnﬁggm :

open market.

““* ., (4) The govemment can increase production by providing financiy) _

aid and lowering tax rates on producers.

 (5) Weakness of the situation can be faced by payment of old debis

“by the government.

() >m=mmﬂmo=8§g§n&#§mo=oamzomo=gg=m§= i

~destruction of old products manufactured earlier.

,,,s.mﬂﬂwgﬂgﬂﬁgﬂm&g&gg% n_Wooca._

ged.

Q.120. Discuss the effects of Inflation and Deflation on various
" . .. classes of society.

EFFECTS OF INFLATION ON VARIOUS CLASSES

e Eg&g%g&gi&moaasuﬁ. A person
comes under different catergories. For example, a producer is a consumer
as well. He stands to gain as producer and loses as a consumer.

We shall examine effects of inflation on producers, investors, salaried

(1) Producers- Producers may be farmers, businessmen, traders
and industrialists. Generally, this class of person stands to gain. The reason

is gains accrue due to rising prices of commodities. The producer gets profit |

in these ways.
the result that prices rise. The goods are immediately sold and capital is not

(ii) The cost of production does not increase in the same proportion
as the prices rise. That is, cost of production is proportionately lower then
the rise in price. It is because it takes time for production. The raw materia
is purchased at low cost. When it is ready, its cost increases. Thus th¢
producer stands to gain.
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(i) As it is well known in the race of prices and wages, wages _%
behind. That is wages do not rise in the same proportion as p
manufactured goods rise. The producer stands to gain in this respect.
Traders also stand to gain like na%osw_. ﬂn 5»; time Enw: they purchase
goods, prices are low. But when they sell, prices go up.

(2) Investors— The class of society which invests money in v:um:e.?l
and trade comes in this category of investors. Investors are of two types =

(i) Investors whose income from investment is fixed.

(ii) Investors whose income from investment changes due to teji or
mandi. Inflation affects both the classes of investors. Fixed income
investors are those persons who purchase debentures of companies having
mixed capital or who purchase government securities. They get fixed
income. They are in loss by inflation. The reason is that their income is
fixed, wheréas purchasing power of money goes down.

" Flexible income investors are those who purchase shares of
companies$ having mixed capital. Income of such investors depends upon
teji or mandi. During inflation, they get more income and in depression, it
goes down. Thus during inflation they stand to gain as they get more
dividend. ‘

(3) Salaried class- This class comprises of persons who sell their
services for money, e.g., farm workers, factory labourer, Q:-u—owﬁﬁ of
offices and teaching etc. This class of persons stands to lose by inflation.
The reason is salaries and wages lag behind nﬂw ﬁ:omM .m.._.—nm.n is, ﬂggﬂ m.:n_
wages rise disproportionately to prices. Besides it, due to a rise in price
_mcm_. real EM.WEMM“ salaried class goes down. Therefore, ﬂ._ﬂumn_ class
always stands to lose in the period of inflation. However, this class gets
encouraged. Demand for labourers increases and it increases employment.

. (4) Consumers- Conusmers always stand to lose in inflation. Due
to a rise in price, purchasing power of money goes down, with the result
that consumers purchase comparatively, less commodities. Besides this,
shortage in necessary articles is experienced, with the result that a consumer
has to face a lot of difficulties. There are two types of consumers - firstly
the consumers whose income is flexible, that is during inflation, it rises and
secondly, those investors whose income is fixed. They suffer a lot from
inflation.

(5) Debtors and Creditors— Inflation affects debtors and creditors
as well. Inflation is advantageous to debtors and disadvantageous to

creditors. The reason is that value of money goes down in inflation whereas |

the rate of interest is fixed. Therefore, the real purchasing power of creditor
becomes low in the form of interest. Besides it, if debtors repays loan to the
creditor during inflation, the debtor stands to gain and the creditor loses.
The reason is that due to a fall in the value of money, the debtor retumns
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less purchasing power. But from another point of view, inflation is
advantageous to a creditor. The reason is, the demand for money t,
expand business increases and this results in an increase in the rate
interest. On the contrary, the debtor stands to lose because he has to pay
high rate of interest on new loans and he also faces difficulty in Obtaining
them. ’ :

EFFECTS OF DEFLATION ON VARIOUS CLASSES:

Deflation affects the entire economic life.

Its effects are us under -

(1) Producers and Traders— Producers and traders stand to Joge
by deflation. There are three reasons therefor (i) Cost of production is
comparatively slow than price fall. For example, rent, interest and wages
cannot be reduced with a fall in prices. (i) A producer has to pay more for
raw material. When he sells goods in the market, cost of raw material
further falls down and he is compelled to sell his manufactured articles at
low price. Moreover, demand for goods falls during deflation. It results in
bulk of commodities in stock and capital is blocked. (iii) Producers are
required to pay more at the time of purchase of raw material but the time
the manufactured goods are ready for sale, the price goes' down further,

The farmer also- stands to lose in inflationary period, particularly small |

farmers are the most sufferers.

(2) Investors— There are two types of investors (i) The investors
who have fixed income (ii) Those investors whose income is flexible.
Deflation affects both types of investors. Fixed income investors stand fo
gain. It is because their income is fixed but price level goes down. Theyare
in a position to purchase more goods and services. Debenture holders of
mixed capital companies and bond holders of government stand to gain
much as their income is fixed. On the contrary, investors getting flexible
- income stand to lose. It is because their income goes down.

(3) Salaried and Labour Class— Salaried and labotir class stand
to gain by deflation. The reason is that it is not easy to decrease salary and
wages at the time when prices fall. The trade unions oppose reduction in
wages. Similarly, saleries cannot be decreased. Consequently, both the class
of persons stand to gain in deflation. But they also stand to lose from
another point of view. Producers suffer losses due to deflation, with the
result that production decreases. A few undertakings are closed down.
Salaried and labour class of workers are retrenched. Unemployment
spreads. Unrest ushers in among laboures. Generally, trade unions opposé

x\\L\I/
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retrenchment. It results in strikes and lockouts and industrial peace =
disturbed in the country. . . . )

(4) Consumers— Sometimes consumers get benefit from mﬁoﬂ
The reason is consumers can purchase more commodities due toa o
price. Thus their purchasing power is increased. There are two type
consumers— . .
() Those consumers whose income is fixed in deflationary period,

e.g., salaried consumers, and _ p—

(i) Those investors whose income is flexible and anw: mm.“aca_n

riod. The first category of consumers stands .

(5) —WMG?E and O..amawwooa.. Creditors stand to Qw... and debtors
lose during deflation. The creditors stand to gain because their ﬁ:ﬁ:mﬂﬁ:ﬁm
voEmnwm:Qmmm&.WRE@nFmva:&v&W%ggE oy
to gain because they can lend it again with increased v%m vonMOm
Demand for money increases and it can be lent out at a desired _ﬂ_ :
interest. Thus a creditor stands to gain. But the debtor stands to lose
particularly the farmer who suffers most. .

.m_._oa. ANSWER TYPE QUESTIONS

Q.121. Write short notes on "Reflation’' and "Disinflation’.
REFLATION

Reflation is similar to inflation. According fo Prof. G.D.H. no_nm
"When inflation is' deliberately resorted to, to lessen the shortcomings o
depression, it is called reflation. .

In other words, reflation is a sort of controlled inflation. When there
is excessive deflation and prices mm= to a great ERQ.F num. government
resorts to reflation, that is the government increases Bnn...._mu..u: .om money
with a view to raising up the price level. This course helps in bringing up the
price level to a normal level. -

HOW TO RESUME REFLATION ‘
(1) The govemment can increase circulation of money by means of

" deficit budgets- _
2 The govemnment should spend more on constuction S.n..nmn and
" increase its speed. . 8"
(3) The govemment can make credit cheap by lowering down the,
rates of interest. It helps in increasing circulation of money in
the market.
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(4) More finances can be provided to increase production. It wil|

encourage businessmen and industrialists to invest more funds,

(5) Exemption in taxes can be given for capital investments.
DISINFLATION .

Disinflation is an activity when deflation is wilfully resorted to under
the conditions of excessive inflation and to remove its defects:

Disinflation checks the rising price level and helps to bring it upto
nommal level. After the world war II, prices of commodities had risen to a
very high level due to inflation in almost all the countries of the world.
Thus, when prices rise very fast, the rising trend of price level is checked by
disinflation.
.METHODS OF DISINFLATION

(1) The state or govemment tries to withdraw Eo:m.c from
: circulation by issue of debentures and levy of new taxes.
(2) Savings are also encouraged. It helps to lessen circulation of
money.
(3) Exploitation of additional money is resorted to by increasing
‘production. :
(4) A large part of old currency is destroyed.

Q.122. Distingush between demand-pull inflation and cost-push

-ﬂhﬂtﬁﬂ. Why is it n—_m.m-o-_» to separate one from the other ?

Or
‘Write short notes on - : :
(a) Demand-Pull Inflation, and (b) Cost-Push Inflation.
~ Broadly speaking, there are two main causes of inflation :
(1) Increase in aggregate demand for goods and services which

causes demand-pull inflation, and (2) increase in cost of production which
leads to cost-push inflation. ;

DEMAND-PULL INFLATION (EXCESS DEMAND
: THEORY OF INFLATION)

i According to Qnagn.vc__& inflation theory, inflation refers to a
situation in which aggregate demand at the existing price-level far exceeds
aggregate supply. of goods and services. In other words, this theory
maintains that it is the excess of aggregate demand over aggregate supply
that pulls up the general price-level ‘and. causes inflation. Before full
employment when aggregate demand increases, there is increase in output
also. But after full employment level, increase in aggregate demand does
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not evoke any increase in aggregate supply. Hence, prices begin to ammﬁ
Thus, inflation occurs when aggregate demand exceeds the full employmen
jevel.

(1) According to Peterson, "Demand Pull Inflation Theory holds
that inflation is caused by an excess of demand (spending) relative to the
available supply of goods and services at existing prices. #

(2) In the words of Shapiro, ‘According to Demand Pull Inflation,
the general price level rises because the demand for goods and services
exceeds the supply available at existing prices."

COST PUSH INFLATION (SELLER'S INFLATION OR MARK-UP INFLATION)
_ The cost-push theory of inflation (also called seller's inflation or
mark-up inflation) explains that inflation occurs not so much due to excess
demand but essentially due to autonomous increase in some important
items of cost of production, and this increased cost being _ummm@n_ on the
final buyers in the form of higher prices. In brief, inflation is caused by
increase in 'cost. The basis of this theory is that organised .Qo:_um. both
business and labour fix higher prices for =.§n products or mﬂ.Snmm. Under
cost-push inflation, is a rise in prices on the one hand and fall in output
and employment on the other. :

In simple words, the cost-push theory of inflation states that- )

(i) The real source of inflation is the increase in oom» of production.

() The increase in cost is free from demand conditions. .

(iii) The push forces operate through main cost components, su

as wages, materials, profits etc. ) .

which is passed on to the buyers in the form of higher wages. ;Wﬂ._mn
prices, in turn, leads to demand for higher wages in the other sectors of the
production causes an alround increase in wages.

Q.123. What do you mean by Inflation ? Discuss character of
inflation in India.
MEANING OF INFLATION

In simple words, inflation- means spread of Eowﬁuc. That _m to m..m@.
where the supply of money is more than its demand, it is called inflation.

Prices of commodities increase and value of money falls.

In the wo : :
value of money falls or prices of goods increase.

rds of Crowther, "Inflation is a state of affairs when the

FERERPLE.
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Present Inflation rate about 7% Due to adopting deficit finang;
policy inflation exist continuous after independence. b
CHARACTER OF INFLATION IN INDIA .

Inflation in India as a developing economy is slightly different frq,
inflation in an advanced country. As pointed out by Keynes, inflation ip "
advanced-economy generally sets in only after the point of full employm m_“
is reached. But, in a developing economy, inflation generally sets in mméms
than the point of full employment. In an advanced economy, increases .ﬁ
money supply result in the mobilization of idle resources instead of _mm&ﬂns
to a rise in the price-level. But, in a developing economy, due to Ew‘maxmm

and inelastic supply of the resources, increases in‘the money supp
invariably result in a rise in the price-level. Keynes calls it the GOE@.:M“”
inflation which sets in even-before the point of full employment is reacheq
There are certain additional causes for the early setting of inflation in .
developing country : :

(i) A developing country like India generally incurs i
expenditure to quicken up its planned @no:osmw nmco_ow.ﬂpﬁwvcwn
emphasis is generally laid on heavy basic industries and social o<m_.:mma”
rather than on the development of consumer goods industries. Since the
W:EE oﬁ. consumer goods does not keep pace with the expansion of mo
income, it invariably results in an inflationary rise in the price-level "

(ii) The marginal Propensity to consume ol |
mm._..ﬁm__c high with the result that the farmers :.Mu ‘h“&ﬁ”“ﬂﬂ“ Hwnhﬂ.“
bring the entire agricultural surpluses to the market for sale. The high
demand for consumer goods naturally pushes up the prices of these goods
_u_u.E@n. a good part of the Primary products of these countries is n&
to mo».@_ﬂn_.w countries, creating, additional shortage of these goods N

iii) In India the large magnitude of disguised :
underemployment  that waiwﬁsma. cq_ﬁonc:a“m\na»ﬂwﬁam%m
::m:.ﬁ._ow:um:» and underemployment is not so readily .Buvo:mmcm to an
~expansion of money supply. Despite the increase in the supply of money,
the oc.nu:» of goods and services does not increase so Bmamcwm account om

the existence of disguised unemployment and underemployment.

Q-124.What do you mean by Stagflation ? Under what

circumstances does stagflation Come into existence.

At present, inflation has reappeared in a strange manner in the form

of stagflation. It is also called inflationary recession. Stagflation is formed
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of two words stag and flation. Stag means stagnation and flation means
inflation. S

MEANING OF STAGFLATION

If inflation exists and development is stagnant, it is called

stagflation. It can be defined as under -

 "When economic structure is below the level of employment and
does not encourage inflation, employment and production, but conversely,
employment production and level of development is stagnant or is checked
from further progress, it will be called stagflation.”

In other words, stagflation exists when inflation exists simultaneously
with stagnant economic development. During inflation, prices continuously
rise, but production, income and employment remain stagnant. In the
words of Prof. Samulson, "Stagflation is a new name of a new disease.
During stagflation, with the increase in prices and rates of wages,
unemployment spreads and manufactured goods become unsaleable.” It is
clear that stagflation is a state when prices of commodities and rates of
wages increase but their demand falls.

It can also be said that during stagflation, money illusion arises. It .

means there is illusion in the minds of public that their real income is
increased with the increase in their monetary income. Monetary wages, no
doubt; increase but the purchasing power of increased wages nfﬂ.mmrmﬂ
more than previously. This state of affairs appears when the rate of growth
is zero in comparison to rising prices.
Causes of Stagflation- ‘
(1) With the rising price of oil and other goods there is adverse
change in the business condition. .
(2) A great increase in the quantity of labour power.
(3) Strong Trade Unions have compelled to increase wages very
high, more than its productivity.
Stagflation does not appear only in developed countries. It is

experienced in India and other countries as well. Production of cloth, steel, -

tyre, tractor, transport vans, engineering etc. is declining and unemployment
is increasing whereas inflation is increasing. In India, causes of stagflation
are — increase in administrative prices, increase in intemational oil,
corruption, etc. .

h
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VERY SHORT ANSWER TYPE QUESTIONS

Q.125. Make difference between disinflation and deflation.

Disinflation is an attempt aiming at reducing the abnormally high
prices. Disequilibrium caused by inflation is sought to be corrected through
disinflation by bringing down the prices. However, if disinflation persists for
long, it may transform itself into deflation.
Deflation and disinflation resemble each other in two ways :

(1) In both, supply of money increases. (2) Both lead to a fall in the
price-level. But there are some basic differences between the two.

Difference Between Deflation and Disinflation

S. Basis of Deflation Disinflation
No.| Difference
1. | Meaning | Deflation refers to a Disinflation is a process
situation of general fall | aiming at reversing inflation
_ . |in price-level and wide | without causing any decline
. spread unemployment in income, output and
| caused by deficiency of . | employment.
effective demand.

2. | Cause It may occur due to, It Is always the direct result
certain natural causes or | of a deliberate policy of the
may be the result of a - | govemment.
deliberate policy of the
govemment. . :

3. | Change in | Under it, prices may fall |Its objective is to bring down

Price Level | below the nomal level. | prices to the normal level.
There is no limit to fall e
in prices. : ‘
4. | Effect on (It generally creates It affects the economy
Economy | depression in the economy. favourably as its aim is
Hence, it affects the to reverse the process of
. | economy adversely. | inflation,
5. | Time of It occurs before the level | It occurs after the level of
Occurance

of full employment.

full employment.

—

_ /
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U.una. Distinguish between :

(a) Inflation and Reflation

(b) Deflation and Disinflation.
Difference between Inflation and Reflation
eflation
S.No. Inflation Refla :
1 It can arise by human efforts It %mﬂeﬂmﬁ by wilful
or natural factors. human efforts. e
2 Prices of goods and services Prices are allow:
. rise speedily. slowly and mﬁﬂnﬁwm_
. i to
3. - A period of Teji starts in Reflation is resort
inflation. .8:5.& mﬁwﬂm o
4 Economic infra-structure is m&mnoa is T vy
. destroyed in the absence of a view to cﬁwﬂ:&ﬂo :
reasonable control. improvemen nomy.
Difference between Deflation and Disinflation
on
S.No. Deflation Disinflati :
1. |It is man made or natural. Wﬁ E mwummum Embm:_uu e. —
iti down ces of goods servi
: MMHMMWBEO&:& °e allowed to go down m_o“_c. "
3 In a period of deflation, Umm_.bmmmon._m nmmonnn wi R
. d ion in trade cycles arises. a view to bringing improvem
epressio in the dsing trend. ) .
4. In the absence of control on E& mmva...m aﬁwwmbo:. i
deflation, unemployment disturbs | is bome in _.Ebnn 1 e
the whole economy to a great unemployment is checked.

" | extent.
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CHANGES IN THE VALUE OF MONEY:
INFLATION, DEFLATION : O.T.Q.

O Choose Correct Option —
(1) Change of valiie of moeny affected by—
(a) Inflation .
(c) Above 'a' and 'b
(2) Inflation value of maony is-
(a) Increased
(c) Stable

(b) Deflation
(d) Policy of RBI

(b) Decreased
(d) No Impact

]
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av c.-_ﬂa of money in n&-p:ou —ol

(a) Increased ‘
“(b) Decreased
(4 WU-ZO et e _,._W_..___._A& ?E of above
v :.mvuamwo::huno.:manol _ _
a cit finanding -+ .,@ __.ﬁ—.@oﬂ:m n_mBm:n_ of mon
& “w —B&Uﬂoﬁ?.%: of 9..@“__: : 3 ‘..\..Ev gom m_...oco Qc
(a) Inflation. 10
?_ Unnn:on st 1
. (c) Above both - gL (d) None of aaove
(6) Price Level is... hﬂnsglloﬂl
~ (a) Increased (b) Decreased
~ (¢) No effeccted | (d 9_.8__& %
3 _"...u...zs. and deflation are-
a) Both are not good =
* (c) Inflation is lesser than a_n?uos?_ a_nn_.. E.n moon
(d) Both are necessary ;

- >... e @b Qe @4 a; @.Sp V

VAL RS,
O R

For Quick Revision of the Subject Chart / 169

¢ For Immediate Revision of the Subject

APPLIED ECONOMICS
At a Glance (B.Com. II Year)

m UNIT- I

@ Meaning of
Micro economics

@ Scope of
Economics

® Importance of
Micro Economics

® Limitations of
Micro Economics

e Meaning of
Macro Economics

® Characteristics
of Macro

Micro economics can be de fined, as an economic
analysis which studies individual ﬁmaosm. units, firns
etc.

(1) In the field of Consumption (2) In the field of
Production (3) In the field of Exchange (4) In the field
of Distribution.

(1) From individual to aggregate (2) Help' in taking
Decisions (3) Personal knowledge (4) Evaluation of
economic policies (5) Determination of Remuneration
(6) Knowledge of individual (7) Helpful for Macro
Economics (8) Predictions (9) Economic Welfare.

(1) No Knowledge of Whole Economy (2) Not
Applicable on Aggregate (3) Unreal Assumptions
(4) Some Problems Remain Unsolved (5) Full
Employment not possible. -

It covers the study of whole economy. It studies
large units concerned with aggregate economy, e.g.
National income, total savings, total employment,
etc.

(1) Study of aggregate economy, (2) Study Material,
(3) Broad view, (4) Mutual inter-dependence.

Economy
® Importance of
Macro Economics

® -.._-::rmonu or
disadvantages
of macro

economics

(1) Exhaustive scope, (2) Assists in the formation of
economic policies (3) Helps in formation of plans
(4) Valuation of aggregate behaviour, (5) Importance
in distribution of - resources, (6) Helpful in
understanding contradictions, (7) Helps micro
economics.

(1) Decisions - are n_oc_umc_ (2) Difficulties in
measurements (3) Variations in items of group

| (4) Portions of groups overlooked.
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. @ Meaning or

concept of
National income

@ Different parts

of concept of
National income

® Methods of

measurement of
national income

® Difficulties in

‘measurement of
national income

National income is the aggregate of total
production of all factors obtained in a country.

(1) Gross national production, (2) Net national

Production (3) National income (4) Per capita
income (5) Consumption incomes.

: (1) Census of production method (2) Census of

income method (3) Census of savings consumption
method, (4) Census of occupational method,
(5) Social accounting method.

(1) Absence of reliable statistics (2) Difficulty to

express in terms of money, (3) Duplicacy in
calculation, (4) ' Remaining out of calculation,
(5) Absence of measuring rod, (6) lelliteracy
(7) Incomplete instructions. .

m UNIT- II

® Consumption
Function ;

@ Keynes view
of Income
Consumption

_ Relatgionship -

‘® Keynesions
theory of
- employment.

The 83::6”:5 function refers to income
consumption onship. It is a functional
relationship between two aggregates i.e. total
consumption (c) and total income (y). Where C is

“|dependent and Y is independent variable i.e. C is

determined
(1) No' ‘Proportionate _Eug (2) Savings and

| consumption go simultaneously (3) Increase in both

_ |consumption and savings with an increase in

2+ | The Kyenesian theory of income and employment
‘. |may briefly be put as follows :
| (@) The level of income and of employment in a

*[country at any given time depends upon the volume
- fof @m.nonco demand (b) An increase in eff

_mo_dm:a_s:_nmnﬁom:_:ﬁommm_:vn&

@ Criticism of

Keynesion theory
of employment

For Quick Revision of the Subject Chart /171

income and a rise in the level of employment. (c)A
decrease in effective demand will result in a
contraction of production, of income and fall in the
level of employment.

(1) Full employment is not attainable (2) Not
Comprehensive treatment of unemployment
(3) Based on the assumption of perfect competition

(4) Wrong assumption (5) Concentrates only on

inducement to invest (6) Ignores the long period

(7) Theory is based on the assumption of 'Closed

| Economy’'. @ Limited application (9) Static model .

(10) Ignores Micro analysis.

= UNIT- III
® Value of Money

@ Quantity Theory
of Money

@ Assumptions of
Quantity Theory
of Money

® Equation of
Quantity
® Criticisms of

the Quantity
Theory of Eo-oL

Purchasing power of money of one unit for moo&m
and services is called value of money.

According to this theory, if there is increase in the
supply of money, its value diminishes, and the price
of commodities increases. Thus any change in the
supply of value has an opposite effect on the value
of money.

(1) Demand for money and trade, (2) No barter
system (3) No change in credit money, (4) No change
in velocity of circulation of money, (5) Fixed ratio of
currency and credit money.

_MV+M'V

= i

(1) Assumptions are untrue and unpractical,

(2) Difficult to measure velocity of circulation of
money, (3) No mention of the causes of changes of
velocity of circulation, (4) No correct measurement
of purchasing power, (5) Ignorance of effects of
trade cycles, (6) Stagnant economy is imaginary.







