INTRODUCTORY MICRO ECONOMICS

Chapter 1: INTRODUCTION(@pwo@o 1: @rgeio)

Adam Smith (Father of economics): Wealth definition, book: Wealth of nations(1776) :.
Lionel Robbins: scarcity definition, book:. An Essay On Nature And Significance Of Economics(1932).
Alfred Marshall: welfare definition book: Principles of Economics (1890).
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£1IeM®@3 ¢0oMNMaU &:Hon MIBALalMo, ajaydso . An Essay On Nature And Significance Of
Economics(1932).

@) @AW" 2BaH@3: GHUN MIBALaIMo, aJaydso: Principles of Economics (1890).

Central Problems of an Economy 8@ qumidaijaimuaqges @siaunom @J@endd
Due to scarcity of resources every economy faces the problem of choice, that lead to central problems.
REASONS:
1. unlimited human wants
2. limited resources

3. resources have alternative uses

These 3 reasons give rise to 3 central problems namely
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1. WHAT TO PRODUCE?: this problem is also known as Allocation problem, Every economy has to decide
what they want to produce with matching available resources and their wants, and allocate the resources
according to priority of wants.
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2. HOW TO PRODUCE?: this problem is related to the selection of technique of production. The economy
have to decide whether to use (a) labour intensive technique (i.e., use more labour and less capital) or (b)
capital intensive technique (use more capital and less labour).
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3. FOR WHOM TO PRODUCE?: this problem is also known as distribution problem. The output of the
economy should be distributed functionally i.e. among 4 factors of production as their rewards. Labour gets
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wage, land gets rent ,capital gets interest and entrepreneur gets profit.

3. epdaseaicnd 9@ «odlxllansmo? : M @JWo ANMAEM @JUZo af)MVo GROIWEIFMD. TLMIGIZAITLOWSS output
@AIBODMa IO OGO §21QeMo, GRGIV® D@ IBMAMINMG 4 ~LISHERSEIG8 GRAIYHS (@G laneIndW.
@RWIMOMIM” &ell ISlasa, G2l AISH:Qo PRIWMODIM” alelltdo MooRHM” LI0BAJ ~IG1BEBD.

Organisation of economic activities. MIMIOWIS: JUBEDMEZHS TVoALISMo

We discussed the central problems of an economy. These problems are solved differently in differently
economic systems.

a) The centrally planned Economy

In a centrally planned or socialist economy the central economic problems are solved by the planning
authority or government. There is a strong central government. Most of the resources are owned by
government. Through control of resources, the government or planning authority decided what to produce,
how to produce and for whom to produce.

b) The Market Economy

In a market or capitalist economy most of the resources are privately owned. The central problems are solved
with the help of market mechanism or what is called price mechanism. Market Mechanism allows free play

of the interests of individuals. Market operated through the forces of demand, supply and price. Markets send
price signals which facilitate decision making. The market mechanism facilitates automatic decision making.

¢) The mixed Economy

In reality, all economic are mixed economies. In a mixed economy there exist both public property and
private property. Some important decisions are taken by the government and some are taken by individuals.
So with the help of planning commission and price mechanism basic economic problems are solved.
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Macro Economics and Micro Economics aya:y quomiami: 6oaqyalo augel muomiamsiie wiayajo

The word micro is derived from Greek word “mikros” means small, the word macro is derived from
Greek word “makros” means large. Both words first used by Ragner Frisch.
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Macroeconomics and Microeconomics

Macroeconomics
v analyzes the economy as
a whole;
v studies aggregate economic

behavior, i.e. the behavior of
aggregate economic agents on
aggregate economic markets;
v deals with the economic
issues that affect the entire
economy and meost of society;

v studies aggregate variables
such as gross domestic
product, national income,

aggregate demand, aggregate
supply. general price level, rate
of unemployment, public

deficit, exchange rate, etc.

Microeconomics

analyzes individual components
of the economy;

studies economic behavior of
individual wnits (individual firm
or individual household) on
markets for particular goods and
services (wheat, computers, oil,
bicycles, gold, etc.);

deals with the decision-making of
a certain firm (a producer) or a
certain household (a consumer);

studies such variables as the
amount of a firm’s output or of a
consumer’s income, quantities
demanded and supplied of parti-
cular goods and their prices, etc.
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