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Central	problems	of	an	economy	class	12	notes

Central	problem	of	an	Economy	notes	are	a	comprehensive	resource	for	Class	12	students.	They	offer	in-depth	information	on	the	core	topics	of	an	economy,	helping	students	grasp	complex	concepts	quickly.	The	notes	cover	essential	subjects,	recommended	books,	and	study	materials,	making	preparation	more	efficient.	With	these	notes,	you	can
optimize	your	learning	process	and	gain	a	detailed	understanding	of	the	Central	problem	of	an	Economy	concept.	The	Central	Problems	of	an	Economy:	A	Guide	for	Students	and	Parents	Economies	face	fundamental	challenges	due	to	resource	scarcity,	requiring	optimal	decision-making.	The	central	problems	revolve	around	three	crucial	questions:
what	to	produce,	how	to	produce,	and	whom	to	produce.	Understanding	these	challenges	is	key	to	allocating	resources	efficiently	and	maximizing	societal	well-being.	This	guide	delves	into	the	significance	of	each	problem,	providing	examples	and	solutions	to	create	a	comprehensive	understanding	of	economic	resource	allocation.	###	1.	What	to
Produce	and	in	What	Quantity?	Economies	must	prioritize	based	on	societal	needs	and	preferences	due	to	limited	resources	like	land,	labor,	and	capital.	Key	considerations	include:	*	Consumer	vs.	producer	goods	*	Luxury	vs.	essential	goods	*	Civilian	vs.	defense	goods	Example:	A	farmer	must	decide	whether	to	grow	wheat	or	rice.	Similarly,	a
government	must	determine	the	balance	between	investing	in	healthcare	and	military	defence.	Solution:	Market	economies	are	driven	by	consumer	preferences	and	market	prices,	while	planned	economies	allocate	resources	based	on	priorities.	###	2.	How	to	Produce?	This	problem	addresses	techniques	and	methods	used	in	production,	including:	*
Labour-intensive	techniques	*	Capital-intensive	techniques	Example:	Footwear	can	be	manufactured	using	skilled	cobblers	or	automated	machines	in	factories.	Solution:	Producers	typically	select	the	method	that	minimizes	costs	while	ensuring	efficient	utilization	of	available	resources,	taking	into	account	factors	like	resource	availability,
technological	advancement,	and	societal	employment	goals.	###	3.	For	Whom	to	Produce?	This	problem	deals	with	distribution	among	different	sections	of	society,	including:	*	Target	consumers	*	Economic	equity	Example:	Essential	goods	like	grains	and	medicines	are	in	demand	by	all,	while	luxury	items	cater	to	a	smaller,	wealthier	segment	of	the
population.	Solution:	In	market	economies,	distribution	is	influenced	by	income	levels	and	purchasing	power,	while	in	planned	economies,	governments	ensure	equitable	allocation	through	subsidies	and	welfare	programs.	The	fundamental	challenges	facing	an	economy	revolve	around	resource	utilization,	development,	and	allocation.	Economies	must
optimize	resource	usage	to	minimize	waste	and	maximize	output.	Investment	in	education,	technology,	and	infrastructure	is	crucial	for	long-term	growth.	The	core	problems	of	an	economy	-	what	to	produce,	how	to	produce,	and	for	whom	to	produce	-	are	universal	and	critical	for	efficient	resource	allocation	and	societal	well-being.	The	Three	Central
Problems	of	an	Economy	An	economy	faces	three	primary	problems:	What	to	Produce,	How	to	Produce,	and	For	Whom	to	Produce.	These	issues	are	interconnected	and	require	careful	consideration	to	ensure	maximum	aggregate	satisfaction	for	society.	####	What	to	Produce	This	aspect	involves	deciding	which	commodities	to	produce	in	an
economy.	It	requires	choosing	between	consumer	goods,	capital	goods,	war	goods,	and	civil	goods.	The	decision	must	also	consider	the	quantity	of	each	selected	commodity	to	be	produced.	####	How	to	Produce	After	determining	what	to	produce,	another	central	problem	arises:	how	to	manufacture	the	goods	and	services.	This	involves	selecting	a
production	technique,	such	as	Labour	Intensive	Techniques	or	Capital	Intensive	Techniques,	based	on	factors	like	product	nature,	market	size,	location,	budget,	and	more.	####	For	Whom	to	Produce	The	last	central	problem	is	determining	for	whom	to	produce	commodities	and	services.	Since	an	economy	cannot	satisfy	the	needs	of	every	individual,
it	must	make	decisions	about	who	should	receive	how	much	production.	This	involves	deciding	between	producing	necessity	goods	for	the	poor	and	luxury	goods	for	the	rich,	based	on	income	level.	These	three	problems	can	be	solved	by	allocating	resources	efficiently	to	provide	maximum	aggregate	satisfaction	to	society,	combining	factors	of
production	to	minimize	cost	while	maximizing	output,	and	making	choices	about	distribution	based	on	income	level.	The	problem	of	"For	Whom	to	Produce"	can	be	categorized	into	two	main	areas:	Personal	Distribution	and	Functional	Distribution.	Personal	Distribution	focuses	on	how	national	income	is	allocated	among	different	groups	within	an
economy,	while	Functional	Distribution	determines	the	share	of	various	factors	of	production	in	a	country's	total	national	product.	Solving	this	problem	involves	ensuring	that	each	productive	factor's	urgent	needs	are	met	to	the	maximum	extent	possible.	Additionally,	the	problems	of	efficient	and	effective	resource	utilization,	as	well	as	the	growth	of
resources,	must	be	addressed.	However,	these	topics	are	not	included	in	the	11th	class	syllabus.	The	EduRev	app	offers	a	comprehensive	resource	for	Commerce	students	preparing	for	exams,	particularly	those	studying	Chapter	1	-	Introduction	&	Central	Problem	of	an	Economy,	Class	12	Economics.	This	guide	provides	extensive	practice	questions
that	cover	the	entire	syllabus,	helping	students	gauge	their	understanding	and	identify	areas	for	improvement.	Previous	years'	question	papers	are	also	included	to	familiarize	students	with	the	exam's	format	and	difficulty	level.	Moreover,	subject-specific	question	banks	enable	students	to	focus	on	weak	areas	and	boost	performance.	Students	can
access	the	EduRev	app	from	anywhere,	making	learning	more	convenient.	The	content	is	tailored	to	the	latest	Commerce	syllabus,	ensuring	that	students	receive	up-to-date	information.	Labour	plays	a	crucial	role	in	the	production	process,	but	its	presence	is	more	often	associated	with	the	question	of	"for	whom	to	produce,"	rather	than	the	quantities
or	techniques	used	in	production	itself.	The	labour-intensive	technique	refers	specifically	to	the	use	of	more	labour	than	capital	in	producing	goods.	This	distinction	highlights	how	resources	are	allocated	and	utilized	within	an	economy.	When	considering	economic	problems,	we	find	that	they	primarily	revolve	around	the	allocation	of	limited
resources.	The	central	issues	facing	an	economy	relate	to	deciding	what	goods	or	services	to	produce,	as	well	as	how	these	products	should	be	produced.	However,	the	core	question	remains	one	of	resource	allocation	-	ensuring	that	the	available	labour	and	capital	are	utilized	effectively.	In	examining	the	efficiency	of	resource	utilization,	it	becomes
apparent	that	underutilization	is	characterized	by	resources	not	being	used	efficiently	or	fully	utilised.	On	the	other	hand,	improvements	in	technology	can	lead	to	the	growth	of	resources,	indicating	an	efficient	use	of	what	already	exists.	The	question	then	arises	as	to	how	resources	should	be	utilized	-	whether	they	remain	idle	or	are	put	to	full	use.
Considering	points	on	a	production	possibility	curve	(PPC),	it	is	clear	that	a	point	on	this	curve	indicates	full	and	efficient	utilization	of	all	available	resources.	However,	a	shift	in	the	PPC	can	indicate	changes	in	resource	availability.	While	an	inward	shift	might	suggest	better	technology	leading	to	more	output	with	existing	resources,	an	outward	shift
indicates	growth	in	resources,	allowing	for	greater	production	possibilities.	When	discussing	unemployment,	it	is	understood	that	labour	unemployment	means	resources	are	not	being	fully	employed.	Furthermore,	underutilization	of	resources	within	the	PPC	suggests	a	point	where	some	level	of	resource	efficiency	has	been	achieved	but	there's	still
room	for	improvement.	Lastly,	addressing	economic	problems,	we	find	they	arise	primarily	due	to	the	limited	availability	of	resources	and	the	need	for	making	choices	about	how	these	resources	should	be	utilized,	leading	to	problems	in	achieving	all	desired	goods	and	services.	The	key	challenge	is	effectively	allocating	and	utilizing	these	resources	to
meet	societal	needs	and	wants	as	efficiently	as	possible.	The	problem	of	choice	arises	when	evaluating	whether	or	not	to	purchase	certain	goods	or	services.	On	the	other	hand,	producers	must	decide	how	to	allocate	their	limited	resources	for	production,	such	as	deciding	which	crops	to	cultivate	on	a	farm	and	in	what	proportions.	This	decision	is	also
influenced	by	the	technique	of	production,	as	choosing	between	different	methods	can	impact	the	use	of	labor	and	capital.	If	resources	were	unlimited,	there	would	be	no	economic	problem.	However,	scarcity	leads	to	choice,	as	seen	in	an	example	where	Neha	must	choose	which	items	to	purchase	with	a	limited	budget.	The	issue	of	what	to	produce
and	in	what	quantity	is	also	a	major	concern	for	producers,	such	as	Jaya,	who	must	decide	on	the	best	crop	to	plant	on	her	land	given	its	limitations.	This	decision	requires	weighing	the	potential	benefits	and	drawbacks	of	different	options.	Ultimately,	the	problem	of	choice	arises	due	to	scarcity,	forcing	individuals	and	economies	to	make	decisions
about	how	to	allocate	their	resources	in	order	to	maximize	benefit.	By	making	judicious	use	of	resources,	individuals	can	economize	and	achieve	the	greatest	possible	outcome	from	limited	resources.	Given	article	text	here	“how	to	produce?”	All	goods	can	be	produced	through	different	methods	of	production.	Different	production	methods	require
different	combinations	of	factors	of	production.	A	production	technique	can	be	either	labor-intensive	or	capital-intensive.	For	example,	on	Jaya’s	farm,	she	has	the	choice	of	using	different	combinations	of	labor	and	capital	to	produce	her	crop.	If	she	chooses	to	do	the	ploughing,	sowing,	harvesting,	and	threshing	with	her	bullocks	and	employing
people,	then	she	is	using	a	labor-intensive	technique.	On	the	other	hand,	if	she	uses	machines	such	as	plough,	sower,	harvester,	and	thresher	to	do	the	same	work,	then	she	is	using	a	capital-intensive	technique	of	production.	Similarly,	in	cloth	production,	the	use	of	handlooms	is	a	labor-intensive	technique	for	producing	cloth,	whereas	the	use	of
powerlooms	is	a	capital-intensive	technique	of	production.	When	the	population	grows,	so	does	the	amount	of	human	capital	available	to	an	economy.	Similarly,	discovering	new	natural	resources	increases	the	overall	availability	of	resources.	On	the	other	hand,	qualitative	changes	in	resources	occur	due	to	better	training	and	skill	development,	as
well	as	improvements	in	technology.	For	instance,	when	labor	receives	training,	its	productivity	can	increase	from	10	units	per	hour	to	15	units	per	hour	without	adding	more	workers.	A	production	possibility	curve	is	a	graphical	representation	of	all	possible	combinations	of	two	goods	that	an	economy	can	produce	with	full	and	efficient	use	of	given
resources	and	technology.	If	an	economy	operates	at	a	point	inside	the	curve,	it	indicates	underutilization	or	inefficient	usage	of	resources.	If	we	consider	Fig.	1.,	by	reallocating	resources,	an	economy	can	either	increase	production	of	one	good	while	keeping	the	other	constant	(as	seen	in	points	D	and	C),	or	find	unemployed	resources	to	boost	overall
output.	This	implies	that	at	point	G,	the	economy	wasn't	utilizing	its	available	resources	optimally.	At	point	U	on	curve	UZ,	cloth	production	exceeds	output	at	point	A,	reaching	20	million	meters,	while	pulse	output	remains	zero.	Conversely,	at	point	Z,	when	cloth	production	is	halted,	pulse	output	surges	to	5	lakh	quintals,	surpassing	the	4	lakh	quintal
mark	seen	before	resource	growth.	This	indicates	that	resources'	expansion	pushes	the	production	possibility	curve	outward,	resulting	in	higher	output	levels	for	both	goods	along	UZ	compared	to	AE.	The	free	price	mechanism	determines	the	problems	of	what	and	how	to	produce.	It	answers	'what	to	produce?'	by	prioritizing	commodities
commanding	positive	market	prices.	For	each	commodity,	production	is	set	where	demand	equals	supply,	maintaining	stable	equilibrium	prices	and	resolving	the	first	central	problem.	The	second	question,	'how	to	produce?',	hinges	on	choosing	a	production	technique	based	on	factor	prices.	Labor-intensive	techniques	are	favored	when	labor	is	cheap
and	capital	is	expensive,	while	capital-intensive	methods	are	preferred	otherwise.	By	adjusting	production	processes	accordingly,	economies	can	resolve	their	how-to-produce	dilemma.	The	production	possibilities	curve	(PPC)	represents	the	maximum	output	of	goods	and	services	that	an	economy	can	produce	given	its	available	resources.	Any	point
below	the	PPC	indicates	unemployment	or	inefficiency	in	resource	utilization.	If	a	combination	is	chosen	at	point	U,	which	lies	below	the	PPC,	it	signifies	unemployment	of	resources.	A	problem	of	inefficiency	arises	when	the	actual	production	level,	such	as	point	I,	remains	below	the	PPC	even	after	full	employment	of	resources.	This	implies	that
resources	are	being	utilized	inefficiently,	and	any	combination	below	the	PPC	post-full	employment	indicates	this	issue.	The	growth	of	resources	can	be	represented	by	shifting	the	PP	curve	to	the	right,	allowing	for	increased	production	of	both	goods.	Efficient	utilization	of	resources	is	achieved	when	a	point	lies	on	or	to	the	left	of	the	PPC.	Points	to
the	right	of	the	PPC	are	unattainable	with	current	resources.	Strictly	left	points	indicate	inefficiency,	as	existing	resources	could	produce	more	of	at	least	one	good	without	sacrificing	another.	A	point	on	the	PPC	represents	an	efficient	allocation,	where	increasing	production	in	one	area	requires	decreasing	it	in	the	other.	Microeconomics	focuses	on
individual	economic	units	like	households	and	firms,	studying	their	behavior,	demand,	production,	distribution,	and	welfare	economics.	Microeconomic	central	issues	include	resource	allocation	to	various	uses.	Macroeconomics	considers	the	economy	as	a	whole,	examining	national	income,	employment,	price	levels,	investment,	consumption,	and
aggregate	supply	and	demand.	Macroeconomic	central	concerns	involve	raising	output	and	growth	levels.	In	terms	of	aggregation,	microeconomics	has	a	lower	degree	of	aggregation,	focusing	on	industry-level	outputs,	whereas	macroeconomics	involves	higher	aggregation,	studying	national	output	and	aggregates	of	all	producing	units.	The	study	of
microeconomics	assumes	constant	macro	variables,	while	macroeconomic	studies	assume	constant	micro	variables.	Besides	offering	study	materials,	the	website	also	features	a	wide	range	of	content,	including	novels,	eBooks,	health	and	finance	articles,	biographies,	quotes,	and	more.	Economically	speaking,	a	problem	typically	arises	when	there	is	a
scarcity	of	resources,	which	leads	to	difficult	choices	being	made.	This	issue	stems	from	people	having	unlimited	desires	but	limited	means	to	satisfy	those	desires.	As	a	result,	it	becomes	challenging	to	meet	all	human	needs	with	the	available	resources.	The	causes	of	economic	problems	include:	*	Scarcity	of	resources:	The	availability	of	labor,	land,
and	capital	is	insufficient	compared	to	demand,	making	it	impossible	for	the	economy	to	provide	everything	people	want.	*	Unlimited	human	wants:	Human	beings	have	unlimited	demands	and	desires	that	can	never	be	fully	satisfied.	As	one	desire	is	met,	new	ones	emerge,	further	complicating	matters.	When	resources	are	scarce,	they	often	have
alternative	uses,	requiring	difficult	choices	to	be	made.	For	instance,	petrol	could	be	used	for	vehicles	or	generators,	but	not	both	simultaneously.	Some	key	economic	problems	include:	*	What	to	produce?	A	country	cannot	produce	all	goods	due	to	limited	resources,	forcing	it	to	make	choices	about	which	products	and	services	to	prioritize.	*	How	to
produce?	This	problem	refers	to	the	choice	of	production	technique,	with	options	ranging	from	labor-intensive	methods	that	promote	employment	to	capital-intensive	approaches	that	focus	on	efficiency	and	growth.	Finally,	there	is	the	question	of	for	whom	to	produce.	The	society	cannot	satisfy	all	individuals'	wants,	so	it	must	decide	who	receives
what	proportion	of	goods	and	services,	affecting	the	overall	purchasing	power	of	the	economy.	Mother	was	busy	preparing	dinner	in	the	kitchen.	She	was	chopping	potatoes	for	French	fries	and	vegetables	for	pizza.	Raju	asked	his	mother	how	long	it	would	take	to	prepare	his	meal,	and	she	replied	that	it	would	take	20	minutes.	When	the	pizza	and
French	fries	were	ready,	he	thanked	her	and	asked	if	he	liked	them.	His	mother	then	explained	that	even	though	their	fries	might	not	be	as	good	as	those	served	at	McDonald's,	they	made	up	for	it	with	quality	control	and	attention	to	detail.	She	also	shared	a	story	about	how	she	had	to	improvise	when	Raju	demanded	pizza	but	didn't	have	enough
vegetables	on	hand,	so	she	decided	to	make	both	together.	This	conversation	between	the	mother	and	father	highlighted	the	importance	of	managing	limited	resources	effectively	and	making	smart	decisions	in	production,	which	is	a	key	concept	in	economics.
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