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Studying this chapter mnru

enable you to:

= know  ickal the subfeet of
economics 15 abodf:-

» undersiand how econumics (s
rikex it thie sty of ecinomic
aclivitics In  éonsumption.
production and distristion;

. undcrf:md whu ;maqll'udge af
stattslics can hilp in describing

cortsimpllon, pmdurunn and
EsIrThon;
o learn abasul same uses of

mummﬂm:nﬂﬂﬂupdﬂgqf

COOOMAC efiriies:

|. Way ECoNOMIcS?
You have, perhaps, already had

Economies.as a subject for your earlier
classes at school. You might have been

old this subject 1s malnly around
what Alfred Marshall (one of the
founders of modern economics) called
“the study of man n the ordinary
business of We”, Let us undersiand
what that means.

When you buy goods (you may
want to satisfy yvour own personal
needs or these of your family or those
of any other person o wham you want
to make a gift) you are called
4 CONSUMEr.

When you sell goods to make
a prolit for voursell [you may be
a shopkeeper), you are called a seller.

When you produce goods (vou may
he a (armer or a manufacluring

‘company).orprovide services (you may



o

be a doctor, porter, taxi driver or
transporier of gonds) you are called a
producer,

Whesn you are i a Job, working lor
some other person. and you pel pald
for Il (vou may be emploved by
somecbody whio pays you wages or a
salury), you are called an employee.

When you employ somebody, giving
them awage, you are an employer.

I all these cases vou will be called
galnfully employed In #n economle
activity, Economic activilles are ones
thal are underialen for 3 maonelary
satn, This 1s what economisls mean by
ordinary business of life.

[— Activities

e List different netbellics of Lhe
members of your [amily. Wotld
you  cull thom  ecenomie
nethvitics? Give reasons.

* Do yon consider yoursell a

We cannot get something for

nothing

If you ever heard (he story of Aladdin
and his Magic Lamp, you would agree
thal Aladdin was a lucky guy.
Whenever and whatever he wanted, he
Just had to rub his magic lamp and a
perie appeared to fulfill his wish. When
he wanted a palace (o live o, the genle
instantly made one for him. When he
wanted expensive gifis to bring (o the
king when asking for his danghiter's
hand, he got them at the bat of an
evelid.
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In real ltfe we cannol be as lucky as
Aladdin, Though, Htke htm we have
unlmtted wants, we do nol have a
magie lamp, Take, for example, the
pockel money thal you gel (o spend. If
you had more of 1 then yvou coutid have
purchased almost all the things you
wanled. Bul since your pockel money
1s Umtted, you have o choose only
those things thal you wanl the mosl.
This |5 a baste learhing of Economics,

r Activities

* (Can you think o yoursell of
some otlier examples where o
porson with & given tncome haes
o chopke Which things and

whot guantitles he or she can

il the prives thal are being

chinrged (calizd ihe current

prices)?

& Wit will happen i the curment
prices go up? i
Searcity ts the rool of all economic
probilems, Had there been no scarcity.
there would have heen no economic
problem. And vou would not have
sindled Economies elther. In our datly
e, we face various [orms of scarcily.
The long queues dl radhway booking
cointers, crowded buses and (ratns,
shortage of essenttal commodities, the
rush to gela Ueket o watch a new il
ete., are all manifestations of scarcity,
We face scarvity because the things that
satisly our wants are Umited In
avaliabtiity. Capn vou think of some

moTe instances of scarciiy?

The resourves which Lhe producers
have are llmiled and also have
allemnative uses. Take the case of lood

z0ne 2%



INTRODUCTION

Lhat you eal every day. 1t salisfies your
want of pourishment. Farmers
employed i agriculiure ratse crops thal
produce your food. At any point of
Lime, the resources in agriculiure like
tand, tabour, waler, fertiliser, ele., are
given. All these resources have
altermative uses, The same resources
can be used in the production of non-
food crops such as rubber. colton, jute
ete. Thus, allernative uses of resources
give 1ise to the problem of cholce
between different commodilles that
can be produced by those resources,

* [dentify yoor-wants: How many
of them can you fulfill? How
many of them are unfulfilled?
Why you are umable to mifll
Uyemi'?

= Whaol wre' e dilfermat kimls 6f
searcity. thal you [aoe e, your
daily Hfe? Identify their mlBEH-J

Consumption. Productlon and
DHstribution

If you thought about 1, you mighi
have reallsed that Economtes tivolves
the study of man engaged n economic

3

activittes of various kinds. For this, you
need o know rellable facts aboul all
the diverse economic aciivities like
production., consumption and
disiribution. Economics is often
discussed in three paris: consumption.
production and distribution.

We want (o know how (he consumer
decides, given his Income and many
alternative poods (o choose from. what
Lo buy when he knows the prices. This
is the stucy of Consumplion.

We also wanl to know liow Lhe
producer. sinitlariy, chiooses what and
how 1o produce forihe market. This is
the siudy of Procduction.

 Pnally, we wanl to know how Lhe
national meome or the lolal tncome
ansing from what has been produced
in the conntry (called the Gross
Domestie Praduel or GDP} 1s
distribuled through wages {(and

‘salaries), profits and tnierest (We will
leave aside here income from

Intermational trade and investment),
This is the study of Distribution.
Besides these three conventional
divisions of the study of Economics
about which we want (o know all the
[acts, modern éconcmics has Lo
include some of the basle problems
factng the country for special studles,
For exzsmple, vou might want (o
know why or (o whal exienl seme
lwuseholds tn our soclely have Lhe
capacity to earn much more than
others. You mav wanl to know how
many people in (he country are really
poor, how many are middle-class, how
many are relatively rich and so on, You
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may want (o know how many are
iiterate, who will not gel jobs, requiring
education, how many are highly
educated and will have the best Job
opportumiles and so on In other
words, vou may wanl lo know more
facts in terms of numbers thal would
answer gquestons abomil poverty and
disparity i soctely. Il vou do nol ke
Lhe conlimance of poverty and gross
disparity and want 1o do something
about the ills of society yvou will need
o know the facts about all these things
before you can ask for appropriale
actions by the government. If you know
the facts it may-also be possible 1o plan
your own life betten Stmilarly, you hear
of — spme of you may even have
experenced disasiers ke Tsunami.
earthguakes, the bird Mo — dangers
threalening our couniry and so an thal
affect man's ‘ordinary bustness of e
enormously. Economists can ook at
these things provided Lhey know how
o collect and put together Lhe facts
aboul what these disasters cosl
systematically and correctly. You may
perhaps think aboul 1l and ask
vourselves whellier 1L 1s fghtl thal
modern economics now cludes
learptng (e basle sKills Involved 1n
making useiul studies for measuring
poverty. how Incomes are distributed.
how earming opportunites are retaled
o youreducatton, how environmerntal
disasters affect our lives and so on?
Obviously, f you think along Lhese
Hnes, you will also appreciale why we
needed Statistics fwhich 1s the study of
mmmbers relaling to selected fcts moa
systematic form) (o be added to all
modern courses of modern economics.
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Would vou now agree with the
following definliion of economies that
many economists use’?

“Economics is the study of how
people and soclety choose to employ
scarce resources that could have
alternative uses in order to
produce various commodities that
satisfy their wants and to
distribute them for consumption
among various persons and
groups {n society.” '

2. STATISTICS IN ECONCMICS

In the previous section you were told
aboutl certain spectal studles that
concern the basic problems facing &
counitry, These studies required Lhat we
know more about economic facts. Such
economic lacts are also known as
economic data.

The purpese of collecting data
about these economic problems 1s (o
understand and explatn these
problems in terms of the various catses
belund them. In other words, we (v Lo
analyse them. For example, when we
analyse the hardships of poverty, we
Ty Lo explain it i terms of the varfous
factors such as unemplayment, low
productivity of people, backward
techmology, et

But, whal purpose does the
anitlysis of poverty serve unless we are
able to find ways lo mitigate 1t We may.
therefore, also Iry to find those
measiures that help solve an economic
problem. In Economies, such
measires are known as policles.

So, do vou realtse, then, thal no
analvsts of an economie problem would

z0ne 2%
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he possible wilhout data on vartous
factors underlying an economic
problem? And, that, in such asiiuation,
no policies can be formuiated (o solve 11
IMyes, (hen youl have, Lo a large exient.
undersiood the basic relalionship
between Economies and Siatistics,

3. WHAT 18 STATISTICS?

AL this siage you are probably ready
to know more about Statistics. You
might very well want (o know whet the
subject 'Statistics’ Is all about.

Stattsties deals with the eollection,
analysts, nterprefation and presentation
of numeiical data. I 1s 4 branch of
mathemalies and also used in the
disciplines sucli as actounting.
ccononiics, managemenl, physics,
[mance, psychology and soctology.

Here we are concerncd with data
from the field of Economtcs. Most
Economics data are quaniitative. For
example, a stalement in Economies Hke
“the productton of rice in India has
tncreased from 39,58 mitlion {onnes o
1674-75 (o 106.5 milllon tonnes in
2013-14, 1s a quantitative data.

In addition o quantitattve data.
Economics also uses qualitative data.
The chief characterisiic af such
information is that they describe
attributes of a single person or 4 group
of persons that s imporiant (o record
as accuralely as possible even though
they cannol be measured 1o
guantitalive lerms. Take, for example,
‘grnder’ thal distinguishes a person as
man/woman or boy/girl. It Is oflen
possible [and vseldl) to state (he

information aboul an allribule of a
person tn termes of degrees (like better/
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worse; sick/ healthy/ more healthy:
unskilled/ skilhed / highly skilled, etc.),
Such gualitative Informatlon or
statisties 1s often used in Economics
and other soctdl sclencesand colleoled
and slored systemallcally ke
guemititative tnformallon (on prices,
Incomes, taxes paid. ete.). whether for
a single person ora group of persons.

You will study in the subsegquent
chaplers Lhal statistics tnvolves
collection of data. The next step 1s Lo
present the data 1o tabular,
diggrammailc and graphic lormis. The
data. (hen, are summarised by
calculating varous numerical indlces,
such as mean, varance, standard
deviation. elc., thal represent the broad
Characterisies ol the collected set of
information. Finally, the dala are
andlysied and ilerpreted.

l_ Activities

* Think of two exomples of
nuaalitadye nnd gEnniidalive
'Iﬁﬂ]!.‘.

* Whict of the lollowing would
give you: qualidabive dota:
bepsnty, intelligence, income
engned, marks ino posubjecl,

nhifity Ip stng. learning s,ms?J

4, WHAT STATIETICS DOES?

Stallsties 1s an indispensable ool for
an cconomist thal helps him (o
understand an cconomic problem.
Using lis vartous melhods, effon 1s
made Lo find the causes behimd 1L with
the help of qualitative amd quantitative
facts of an economie problem. Onee the
causes of the problem are idenlified, 1t
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15 easter Lo formulale certatn polioies
to lackie 1L

Bul there 1s more to Statistics. 1l
enables an economist lo present
economic [acls in a precise and definite
form thal helps In  proper
camprehenston af whal Is staled. When
cconomle facls are expressed In
stalistical lermis, they become exact.
Exacl [avts are more convinetng than
vague slaléements, For inslance,
saying that with prectse Agures, 310
people died in the recent carthquake
in Kashmir, 1s more [actual and, thas,
a stullsilcal dala. Whereas, sayiig
hundieds of people died. 1s nol

Stausties aiso helps 1n condenstig
mass data Into a lew numerical
measures (such as mean, vananee
ele., abpul which you will learn later).
These numerical measures help to
summarise dala, For example. 1L
would be tmpoessthle [or you Lo
remember the tncomes of all the
prople tn a data If the number of
peaple 15 very large. Yet, one can
remember easily & summary figure ltke
the average Income thal 1s oblatned
statistically. In this way. Statistics
summarises and presenis a
meaningful overall information aboul
a mass ol dala.

Quite often, Stalistics s used In
finding redationships between different
economic (aelors, An economist may
be mterested in finding out whal
happens (o the demand for a
commodily when ils price Increases
or decreases? Or, would Lhe supply of
i commoedity be affected by the changes
in s own price? Or, would the
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consumpllon expenditure Increase
whien the average income emeases? Or,
winit happens o the general price level
when the government expendilure
Increases? Such questions can only be
answered If any relatonship exists
betweesn the vartous economic factors
thiat have been stated above. Whether

such relatiomships extsi or not can be

eastly verilied by applying statistical
methods (o thelr data. In some cases
the economist might gassume certalin
relattonships hetween them and ke
L test whether the assumplion she /e
madle about (He relalionship 1s valid or
nol. The economist can do this anly by
using statistical techniques. .

In anolher iInstance, the economist
mtight be interested in predicting the
changes in one economic factor die
Lo the changes In another factor. For
example, she/he mighl be interested
in kpnowing the impactl of loday’s
ivesimenl on the natlonal tnéome in
future. Such an exerclse cannol be
underiaken without the knowledes of
Statstics.

Sometimes, prmulation of plans
and polictes requires the knowledge of
future Irends. For example, an
econoimic planner has (o detide in 2017
how muech the economy should
produce 1 2020, In other words. one
mus| know whal could be the expected
level of consumplion in 2020 tn arder
to dectde the production plan of the

ecanomy lor 2020, [n this stiualion,
one might make subjeciive Judgement
based on the guess about consumption
i 2020, Allernattvely, one might use
siatistical tools (o predicl consumption
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tn 2020, That could be based on the
data of consumplion of pasi years or
of recent years oblained by surveys.
Thus, statistical melhods heip
formulate appropriate economic
policies that solve economile problems.

9. CONCLUSION

Today, we increasingly use Slalislics
o analyse serfous sconomic probleins
such as rTising prices, growing
population, unemployment, poverty
ete, to find measures thal can solve
such problems. Furiher, 1L also helps
(o evaluate the impact of such policies

in solving the economic problems. For

example, it can be ascertained eastly
ustng statisiical lechniques whether the
palicy of fmtly planning is effective 1n

i

checking the problem of ever-growing
population.

In economic pollcles, Slatlstles
play=-a vilal role in declsion making.
For example, in the presenl tme of
rising global ofl prices. 1t might be
necessary Lo decide how much ofl Indta
should tmport tn 2026. The deciston
Lo lmpori would depend on the
expected domesite production of ofl and
the Hkely demand for otl in 2025,
Withoul the use of Stalisttcs. it cannol
be determimed what the expecled
domeste production aof ofl and the
Iikely demand for 1t would be. Thus.
the dectsion o ol caririol be made
unless we know the aciual requirement
of oil. Thisvital information that helps (o
make the decision o mpori ol can only

‘be obtamned statisticatly,

Statistical methods are no substitute for common seasa!

There is an inleresing siory ‘which s told (o omke i of stilisties. I is
saiid thoi p fomily of four persons fhushand, wife amd two children) onee
set et Lo eross a river. The Bather knew tie sveragie depth of the river. Sa,
he ealenlnted the average height of his fmily members, Sinee the avenyge
helght of his fmily members wis greiter tan the overage depth of the
river, lie thowphl Wiey-tonld cross salicly. Corseguendly, some members of
tho fnmily (children) drowned while crossing the river

Does the fault lle with the statistical method of calculating sverages
or with the misuse of the averages?
. —— — ==
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Onr wants are unfimiter but the resources used i the produc
nrﬁnhthulmwﬂnrwmﬁ:mlhnﬂndmdm Srarcity
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Mamitactiare of goods by producers lor the market t5 Production.
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Stutisiieil toals are used n prediction of Muure trends \
Mmhmmmmm i’
formuinte policics to sohvo them.

. Murk the llowing stulemepts sk irme or Glse.
i} Stulistics can only deal with guantitalive dala

(i} Swtistics solves cconmmic protdoms.

{iii} Statistics is of no wse to Economics without data.

Muke a It of activitles I o bus stand or 0 marked place. How muny of
Lhm are economle dedlvilles?

3. “The Governmert and policy mnkers use stntisticn] dota (o formutoic
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sultobie palicies of economic dovelopment”. Hhastrate with two examples.

“Yenu Have unlimited wants and limited resources to sallsfy them " Explain
this siatement by giving two examples,

How will you chogse the wants (o be satisficd’”
What are yhwtr reasons for studving Feonomies?

Sintistical mothods are oo substituie for common sense. Commemt with
cxamples from your datly i



