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Coined by the Norwegian 

economist Ragnar Frisch 

(1933) NOBEL PRIZE
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PRODUCTION CONSUMPTION

GROWTH

SUPPORTS

PRODUCTION CONSUMPTION
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INFLUENCED BY

Environment

Health

Education

Entertainment

Transport

Banking

Advertising

Planning

Govt policies

EXTERNAL ACTIVITIES

IMPORT EXPORT
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1. Status of Development

1.Developed

2.Underdeveloped

3.Undeveloped

4.Developing
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2. System of Activities
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3 .   Scale of  Activities 

STATIC

DYNAMIC

4. Nature of Functioning
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5. Nature of  operations

Closed

Open

6. Nature of Advancement 

Traditional 

modern

7. Level of National Income 

Low income

Middle income

High income
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Capitalistic 

Economy 
Socialistic 

Economy 

Mixed 

Economy 
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Freedom of 

Choice and 

Enterprise 

Profit Motive 

Role of  

government

Price 

mechanism

Private 

Ownership of 

Property 

Inequalities of  

income
Free 

competition

ADAM SMITH IS 

THE FATHER OF 

CAPITALISM

Role of  the 

government is less and 

market determine all  

economic activities
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MERITS OF 

CAPITALISM

1. Efficient use of  resources

2. Incentives for hard work

3. Economic progress

4. Consumer sovereignty

5. Higher rates of  capital 

formation

6. Automatic working

7. Development of  new 

technology

DEMERITS OF 

CAPITALISM

1.Concentration of  

wealth and income

2.Wastage of  resources

3.Class struggle

4.Business cycle

5.Production of  non 

essential goods
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1. Public 

Ownership 

of Means of 

Production 

4. Non-

existence of 

Competition 

6. Equality 

of Income 

3. 

Maximum 

Social 

Benefit 

5. Absence 

of Price 

Mechanism 

8. Classless 

Society 

2. Central 

Planning 

7. Equality 

of 

Opportunity 

KARL MARX IS THE 

FATHER OF 

CAPITALISM

CONTROLLED BY A 

CENTRAL 

AUTHORITY
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MERITS DEMERITS

1.Reduction Inequalities 1.Red tapism and 

bureaucracy

2.Absence of  

incentive

3.Limited freedom of  

choice

4.Concentration of  

power
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1.  Ownership 

of property

2.  Co – existance

of public and 

private sectors

3.  Economic 

planning

4.  Solution 

to economic 

problems

5.  Freedom 

and control
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MERITS OF 

MIXED ECONOMY
DEMERITS OF 

MIXED ECONOMY

1.  Rapid Economic Growth

2.  Balanced economic 

Growth

3.  Proper utilization of 

resources.

4.  Economic equality

5.  Special advantages to the 

society.

1. Lack of Co – ordination

2.Competitive Attitude.

3.  Inefficiency

4.Fear of Nationalization

5.  Widening inequality 
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Y = C=I
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Y = C + I + G 
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Y= C+I+G+(x-m)
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