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Class XI - Micro Economics
Unit 1- Introduction

What are Central Problems of an Economy?
We know that when resources are limited in relation to unlimited wants, it is important to 
economise their use and utilise them in the most efficient manner.

It leads to the following central problems that are faced by every economy.   

1. What to produce
2. How to produce
3. For whom to produce

1. What  to  produce: It  is  basically  the  problem  of  selection  of  commodities  and  their
quantities to be produced. There is a limited resource, and thus producers can’t produce
all the goods, in an economy.

So, every economy has this problem that what to produce and in what quantities. It has two 
dimensions.

(a) Kinds of goods to be produced

(b) Quantity of goods to be produced

2. How to produce: this problem refers to the selection of technique to be used for the
production of goods and services.

There are various techniques available to produce goods.  

(a) Labour Intensive Technique (greater use of labour)

(b) Capital Intensive Technique (greater use of machines)    

Choice of technique mainly depends upon the availability of resources, structure of economy and
policies of the government. Thus it is difficult to allocate the resource efficiently and effectively.

3. For whom to produce: Due to lack of resource in every economy, can’t satisfy all the
wants of its people. So, there is a problem to select the category of people who consume
the goods. Whether to produce goods for the rich section or poor section of society or
more for rich and less for the poor section.    

The allocation of scares resources and the distribution of the final goods and services are the
central problem of the economy.

The  Reason  behind  these  central  problems  is  the  compulsion  of  making  choices  among
alternative uses of scarce resources to get maximum satisfaction.

Types of Organisation of Economic Activities

 Centrally Planned Economy

 Market Economy
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Centrally Planned Economy

A centrally  planned  economy can  be  defined  as  – ‘An  economic  structure  in  which  the
government or state takes economic resolutions or decisions instead of these decisions being
taken by the interaction between customers and entities.’

Market Economy

A market economy can be defined as – ‘An economic structure in which economic decisions
and  the  pricing  policy  of  goods  and  services  are  leaded  absolutely  by  the  comprehensive
interactions  of  a  nation’s  individual  citizens  and  entities.  There  is  meagre  government
involvement or central organising.’

What is Positive Economics?

Positive economics is a part of economics that contemplates the explanation and elucidation of
economic occurrence. It concentrates on certainty and cause-and-effect behavioural association
and incorporates the development and trial of economics thesis.

It  is  the  study  of  economics  grounded  on  the  intentional  analysis.  Most  economists  today
concentrate  on  the  positive  economic  analysis,  which  follows  what  is  and  what  has  been
materializing  in  an  economy  as  the  rationality  for  any  statement  about  the  upcoming  days.
Positive  economics  stands  in  contradiction  to  normative  economics,  which  uses  value
discernments.

What is Normative Economics?

Normative economics is an outlook on economics that contemplates normative or ideologically
dictatorial,  discernments toward economic enhancement,  statements,  investment projects and
framework.  Disparate  to  positive  economics,  which  depends  on  intentional  data  analysis,
normative  economics  decisively  solicitudes  itself  with  value  discernments  and statements  of
“what  has  to  be”  rather  than  certitude  based  on  cause-and-effect  declarations.  Normative
economics manifests ideological  judgments about what may be the outcome in an economic
pursuit if public policy changes are made.

Difference between Positive and Normative Economics

Basis for 
Differentiatio
n

Positive Economics Normative Economics

Meaning A part of economics
grounded on the information

and certainty is positive
economics.

A part of economics grounded
on values, perspectives and
discernment is normative

economics.

Nature Illustrative Dictatorial
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Outlook Objective Subjective

Deals with? What actually is? What has to be?

Testing 
(Trial)

Statements can be tested Statements cannot be tested

Economic 
problems

Evidently elucidates the
economic concerns and

issues.

Provides a solution for the
economic concerns, based on

the value

Economics
Economic  is  a study  about  how individuals,  businesses,  and governments  make choices on
allocating  resources  to  satisfy  their  needs.  These  groups  determine  how the  resources  are
organized and coordinated to achieve maximum output. And they are mostly concerned with the
production, distribution, and consumption of goods and services.

Economics is divided into two important sections, they are: macroeconomics & 
microeconomics

Macroeconomics deals with the behaviour of the aggregate economy and
microeconomics focuses on individual consumers and businesses.

What is Microeconomics?

Microeconomics  is  the  study  of  decisions  made  by  people  and  businesses  regarding  the
allocation of resources and prices of goods and services. The government decides the regulation
for taxes. Microeconomics focuses on the supply that determines the price level of the economy.
It  uses  the  bottom-up  approach  strategy  to  analyse  the  economy.  In  other  words,
microeconomics tries to understand human choices and resource allocation.  Microeconomics
does not decide what are the changes taking place in the market, instead, it explains why there
are changes happening in the market.

The  main  key  role  of  microeconomics  is  to  examine  how  a  company  could  maximize  its
production and capacity so that it could lower prices and better compete in its industry. A lot of
microeconomic information can be gleaned from the financial statements.

The important key factors of microeconomics are:

 Demand, Supply, and Equilibrium

 Production Theory

 Costs of Production

 Labour Economics

Examples: Individual Demand, Price of a product.
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What is Macroeconomics?

Macroeconomics is a branch of economics that depicts a substantial picture. It scrutinizes itself
with the economy at a massive scale, several issues of an economy are considered. The issues
confronted by an economy and the headway that it makes are measured and apprehended as a
part and parcel of Macroeconomics.

Macroeconomics studies the association between various countries regarding how the policies of
one nation have an upshot on the other. It circumscribes within its scope, analysing the success
and failure of government strategies.

In macroeconomics we normally clarify the survey of how the nation’s total manufacture and the
degree of employment are associated with features (called ‘variables’) like:

 Cost prices

 Wage rates

 Rate of interest

 Profits etc.,

The important concepts covered under microeconomics are:

1. A Capitalist Nation
2. Investment expenditure
3. Revenue

Examples: Aggregate Demand, National Income.

Difference between Microeconomics and Macroeconomics

Basis for 
Differentiati
on

Microeconomics Macroeconomics

 

Meaning

Microeconomics studies 
the particular market 
segment of the economy

Macroeconomics studies the 
whole economy, that covers 
several market segments

Deals with? Microeconomics deals with
various issues like 
demand, supply, factor 
pricing, product pricing, 
economic welfare, 
production, consumption, 
etc.,

Macroeconomics deals with 
various issues like national 
income, distribution, 
employment, general price level,
money, etc.,

Business 
Application

Applied to internal issues Environment and external issues
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Scope Covers several issues like 
demand, supply, factor 
pricing, product pricing, 
economic welfare, 
production, consumption, 
etc.

Covers several issues like 
distribution, national income, 
employment, money, general 
price level, etc.,

Significance Useful in regulating the 
prices of a product 
alongside the prices of 
factors of production 
(labour, land, 
entrepreneur, capital, etc)
within the economy

Perpetuates firmness in the 
broad price level and solves the 
major issues of the economy like
deflation, inflation, rising prices 
(reflation), unemployment and 
poverty as a whole

Limitations It is based on impractical 
presuppositions, i.e. In 
microeconomics, it is 
presumed that there is full
employment in the 
community which is not at
all feasible

It has been scrutinized that 
Misconception of Composition’ 
incorporates, which sometimes 
fails to prove accurate because 
it is feasible that what is true for
aggregate (comprehensive) may
not be true for individuals too
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