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ABBREVIATIONS 
D        –  demand
E        –  equilibrium

e.g.     –  example 

etc.     –  et cetera (=and so forth)
GDP   –  Gross Domestic Product

M       –  money
MV    –money and velocity  
NOW –  Negotiable Order of With​drawal
P        –  price

PQ     –price and quantity  

Q       –  quantity   

S        –  supply

USA  –  the United States of America

V       –  velocity 

         WTO  –  the World Trade Organization  
$        –  dollar   

INTRODUCTION

Economic theory is one of the ancient sciences. It always attracts attention of scientist and educated people, because the studying economic theory is the understanding a relative necessity of motivation, human acts in economics, laws of economics. 

Today interests of educated man is more than it was before by cause of global changes, which are going on in the world and particular in Kazakhstan.

Graduated students should be familiar with economic questions, able to understand and estimate conservative and positive tendency of economic development to define his/her view on changes and transformations, to have own world outlook. It is the aims of many disciplines, and economic too. 

Importance of economic theory is not set up of recommendations or steps which should be directly used in a life, but to be way, intellectual instruments to make right conclusions and good decisions.    

Methodology to study of economic theory is unity of history and logic, analysis and synthesis, induction and deduction, scientific abstraction, mathematic models, economic experiment, prognosis.    

There are detached the basic economic categories, micro and macroeconomics,  production, its structure, classification of economic system, supply and demands, economic laws by The Basic State Program of Bases of economic theory.
The goals and objectives of Bases of economic theory includes to give a theoretical knowledge of economic development of society, classify economic system and define its attributes, principals and motivations of economic behavior of human, production and its structure,  market, its type and functions, job of money, supply and demand, its laws and etc. 
SUBJECT AND METHOD OF ECONOMIC THEORY
Economic theory is the name commonly given to the more general and abstract parts of economics, the principles. These parts are no less practical than concrete-descriptive or applied economics but are less directly related to immediate problems. The mechanics of price relations or of markets afford a general explanation of the organization of production and distribution insofar as this is actually worked out and controlled through competitive buying and selling – which would largely be true even in a planned or socialistic economy that stopped short of complete military regimentation. This brunch of the study bears somewhat the same relation to economic politics that pure physics bears to the engineering sciences. Hence the problems of value and distribution have continued to hold their place among the central concerts of economists. However, there has been a notable – one might say a revolutionary – change in the general character of the analysis. The older classical economists centered their attention on the long-run relations between value and costs and were generally content to dispose of short-run variations of price by merely invoking the formula of supply and demand. This was used without careful analysis of the short-run situation, particularly of the role of demand. Work directed toward filling in this gap that had important effects in changing the whole conceptual picture. Enlarged theories of production, distribution, consumption, business fluctuations, and other economic elements have been introduced and continually reconsidered from a variety of viewpoints.

Economics is the social science that studies the production, distribution, and consumption of goods and services. The term economics comes from the Greek for oikos (house) and nomos (custom or law), hence "rules of the house(hold)."

A definition that captures much of modern economics is that of Lionel Robbins in a 1932 essay: "the science which studies human behaviour as a relationship between ends and scarce means which have alternative uses." Scarcity means that available resources are insufficient to satisfy all wants and needs. Absent scarcity and alternative uses of available resources, there is no economic problem. The subject thus defined involves the study of choices as they are affected by incentives and resources.

Areas of economics may be divided or classified into various types, including:

1. microeconomics and macroeconomics; 

2. positive economics ("what is") and normative economics ("what ought to be"); 

3. mainstream economics and heterodox economics; 

4. fields and broader categories within economics. 

One of the uses of economics is to explain how economies, as economic systems, work and what the relations are between economic players (agents) in the larger society. 

Origins1776. Adam Smith, author of The Wealth of Nations (), generally regarded as initiating modern economics.

Although discussions about production and distribution have a long history, economics in its modern sense is conventionally dated from the publication of Adam Smith's The Wealth of Nations in 1776. In this work Smith describes the subject in these practical and exacting terms:

Political economy, considered as a branch of the science of a statesman or legislator, proposes two distinct objects: first, to supply a plentiful revenue or product for the people, or, more properly, to enable them to provide such a revenue or subsistence for themselves; and secondly, to supply the state or commonwealth with a revenue sufficient for the public services. It proposes to enrich both the people and the sovereign. 

Smith referred to the subject as 'political economy', but that term was gradually replaced in general usage by 'economics' after 1870.

Areas of economics may be classified in various ways, but an economy is usually analyzed by use of microeconomics or macroeconomics.

Microeconomics examines the economic behavior of agents (including individuals and firms) and their interactions through individual markets, given scarcity and government regulation. A given market might be for a product, say fresh corn, or the services of a factor of production, say bricklaying. The theory considers aggregates of quantity demanded by buyers and quantity supplied by sellers at each possible price per unit. It weaves these together to describe how the market may reach equilibrium as to price and quantity or respond to market changes over time. This is broadly termed demand-and-supply analysis. Market structures, such as perfect competition and monopoly, are examined as to implications for behavior and economic efficiency. Analysis often proceeds from the simplifying assumption that behavior in other markets remains unchanged, that is, partial-equilibrium analysis. General-equilibrium theory allows for changes in different markets and aggregates across all markets, including their movements and interactions toward equilibrium. 

Macroeconomics examines the economy as a whole "top down" to explain broad aggregates and their interactions. Such aggregates include national income and output, the unemployment rate, and price inflation and subaggregates like total consumption and investment spending and their components. It also studies effects of monetary policy and fiscal policy. Since at least the 1960s, macroeconomics has been characterized by further integration as to micro-based modeling of sectors, including rationality of players, efficient use of market information, and imperfect competition. This has addressed a long-standing concern about inconsistent developments of the same subject. Analysis also considers factors affecting the long-term level and growth of national income within a country and across countries. 

Methods of economics:

1. Analysis is a method of the breaking dawn of whole into its component parts, and investigation of each part. For example, if we research the regularities of market supply we have to start with research of price, incomes of consumers, their wants and etc.

2. Synthesis is a method of reconstitution of the whole from parts. So, market demand and its dynamic could be better understood if we research it as the whole of network price, income and human wants.

              3. Induction is a method based on the transition from single observations to general propositions. A good example is a utility: the additional utility derived from consuming one more unit of some good or service. The consumers will buy the additional goods when the price decreases.

4. Deduction is a method based on the progression of knowledge from the premises to the their consequences. For example, all cereals form ears in the course of growing; bamboo is a cereal; therefore bamboo forms ears in the course of growing 

              5. Analogy is a method of cognition based on the applying one features of famous subject on the non familiar phenomena (comparison of money circulation with blood circulation)     

6.  Mathematical and quantitative methods. Economics as an academic subject often uses geometric methods, in addition to literary methods. Other general mathematical and quantitative methods are also often used for rigorous analysis of the economy or areas within economics. Such methods include the following. Mathematical economics refers to application of mathematical methods to represent economic theory or analyze problems posed in economics. It uses such methods as calculus and matrix algebra. Expositors cite its advantage in allowing formulation and derivation of key relationships in an economic model with clarity, generality, rigor, and simplicity. For example, Paul Samuelson's book Foundations of Economic Analysis (1947) identifies a common mathematical structure across multiple fields in the subject.

7.  Econometrics applies mathematical and statistical methods to analyze data related to economic models. For example, a theory may hypothesize that a person with more education will on average earn more income than person with less education holding everything else equal. Econometric estimates can estimate the magnitude and statistical significance of the relation. Econometrics can be used to draw quantitative generalizations. These include testing or refining a theory, describing the relation of past variables, and forecasting future variables. 

Economic theory has the numbers prognostic methods of research of economic reality. Based on the conclusion of positive and normative economic theory, political decisions are more effective.    
History and schools of economics

Early economic thought. Ancient economic thought dates from earlier Mesopotamian, Greek, Roman, Indian, Chinese, Persian and Arab civilizations. Notable writers include Aristotle, Chanakya, Qin Shi Huang, Thomas Aquinas, and Ibn Khaldun through the 14th century. Joseph Schumpeter credits the late scholastics of the 14th to 17th century as "coming nearer than any other group to being the 'founders' of scientific economics" as to monetary, interest, and value theory within a natural-law perspective. 

Two other groups, later called 'mercantilists' and 'physiocrats', more directly influenced the subsequent development of the subject. Both groups were associated with the rise of economic nationalism and modern capitalism in Europe. Mercantilism was an economic doctrine that flourished from the 16th to 18th century in a prolific pamphlet literature, whether of merchants or statesmen. It held that a nation's wealth depended on its accumulation of gold and silver. Nations without access to mines could obtain gold and silver from trade only by selling goods abroad and restricting imports other than of gold and silver. The doctrine called for importing cheap raw materials to be used in manufacturing goods, which could be exported and for state regulation to impose protective tariffs on foreign manufactured goods and prohibit manufacturing in the colonies. 

Physiocrats, a group of 18th century French thinkers and writers, developed the idea of the economy as a circular flow of income and output. Adam Smith described their system "with all its imperfections" as "perhaps the purest approximation to the truth that has yet been published" on the subject. Physiocrats believed that only agricultural production generated a clear surplus over cost, so that agriculture was the basis of all wealth. Thus, they opposed the mercantilist policy of promoting manufacturing and trade at the expense of agriculture, including import tariffs. Physiocrats advocated replacing administratively costly tax collections with a single tax on income of land owners. Variations on such a land tax were taken up by subsequent economists (including Henry George a century later) as a relatively non-distortionary source of tax revenue. In reaction against copious mercantilist trade regulations, the physiocrats advocated a policy of laissez-faire, which called for minimal government intervention in the economy. 

Classical economics. Publication of Adam Smith's The Wealth of Nations in 1776, has been described as "the effective birth of economics as a separate discipline." 

The book identified land, labor, and capital as the three factors of production and the major contributors to a nation's wealth. In Smith's view, the ideal economy is a self-regulating market system that automatically satisfies the economic needs of the populace. He described the market mechanism as an "invisible hand" that leads all individuals, in pursuit of their own self-interests, to produce the greatest benefit for society as a whole. Smith incorporated some of the Physiocrats' ideas, including laissez-faire, into his own economic theories, but rejected the idea that only agriculture was productive.

In his famous invisible-hand analogy, Smith argued for the seemingly paradoxical notion that competitive markets tended to advance broader social interests, although driven by narrower self-interest. The general approach that Smith helped initiate was called political economy and later classical economics. It included such notables as Thomas Malthus, David Ricardo, and John Stuart Mill writing from about 1770 to 1870. 

While Adam Smith emphasized the production of income, David Ricardo focused on the distribution of income among landowners, workers, and capitalists. Ricardo saw a conflict between landowners on the one hand and labor and capital on the other. He posited that the growth of population and capital, pressing against a fixed supply of land, pushes up rents and holds down wages and profits.

Thomas Robert Malthus used the idea of diminishing returns to explain low living standards. Population, he argued, tended to increase geometrically, outstripping the production of food, which increased arithmetically. The force of a rapidly growing population against a limited amount of land meant diminishing returns to labor. The result, he claimed, was chronically low wages, which prevented the standard of living for most of the population from rising above the subsistence level.

Malthus also questioned the automatic tendency of a market economy to produce full employment. He blamed unemployment upon the economy's tendency to limit its spending by saving too much, a theme that lay forgotten until John Maynard Keynes revived it in the 1930s.

Coming at the end of the Classical tradition, John Stuart Mill parted company with the earlier classical economists on the inevitability of the distribution of income produced by the market system. Mill pointed to a distinct difference between the market's two roles: allocation of resources and distribution of income. The market might be efficient in allocating resources but not in distributing income, he wrote, making it necessary for society to intervene.

Value theory was important in classical theory. Smith wrote that the "real price of every thing ... is the toil and trouble of acquiring it" as influenced by its scarcity. Smith maintained that, with rent and profit, other costs besides wages also enter the price of a commodity. Other classical economists presented variations on Smith, termed the 'labour theory of value'. Classical economics focused on the tendency of markets to move to long-run equilibrium.

Marxist economics. The Marxist school of economic thought comes from the work of German economist Karl Marx.

Marxist (later, Marxian) economics descends from classical economics. It derives from the work of Karl Marx. The first volume of Marx's major work, Capital, was published in German in 1867. In it, Marx focused on the labour theory of value and what he considered to be the exploitation of labour by capital. Thus, the labour theory of value, rather than simply a theory of price, was a method for measuring the exploitation of labour in a capitalist society, although concealed by appearances of "vulgar" political economy. 

Neoclassical economics. A body of theory later termed 'neoclassical economics' or 'marginalist economics' formed from about 1870 to 1910. The term 'economics' was popularized by neoclassical economists such as Alfred Marshall as a substitute for the earlier term 'political economy'. Neoclassical economics systematized supply and demand as joint determinants of price and quantity in market equilibrium, affecting both the allocation of output and the distribution of income. It dispensed with the labour theory of value inherited from classical economics in favor of a marginal utility theory of value on the demand side and a more general theory of costs on the supply side. 

In microeconomics, neoclassical economics represents incentives and costs as playing a pervasive role in shaping decision making. An immediate example of this is the consumer theory of individual demand, which isolates how prices (as costs) and income affect quantity demanded. In macroeconomics it is reflected in an early and lasting neoclassical synthesis with Keynesian macroeconomics. 

Neoclassical economics is occasionally referred as orthodox economics whether by its critics or sympathizers. Modern mainstream economics builds on neoclassical economics but with many refinements that either supplement or generalize earlier analysis, such as econometrics, game theory, analysis of market failure and imperfect competition, and the neoclassical model of economic growth for analyzing long-run variables affecting national income.

Keynesian economics. John Maynard Keynes (above, right), widely considered a towering figure in economics.

Keynesian economics derives from John Maynard Keynes, in particular his book The General Theory of Employment, Interest and Money (1936), which ushered in contemporary macroeconomics as a distinct field. The book focused on determinants of national income in the short run when prices are relatively inflexible. Keynes attempted to explain in broad theoretical detail why high labour-market unemployment might not be self-correcting due to low "effective demand" and why even price flexibility and monetary policy might be unavailing. Such terms as "revolutionary" have been applied to the book in its impact on economic analysis. 

Keynesian economics has two successors. Post-Keynesian economics also concentrates on macroeconomic rigidities and adjustment processes. Research on micro foundations for their models is represented as based on real-life practices rather than simple optimizing models. It is generally associated with the University of Cambridge and the work of Joan Robinson. New-Keynesian economics is also associated with developments in the Keynesian fashion. Within this group researchers tend to share with other economists the emphasis on models employing micro foundations and optimizing behavior but with a narrower focus on standard Keynesian themes such as price and wage rigidity. These are usually made to be endogenous features of the models, rather than simply assumed as in older Keynesian-style ones.

Other well-known schools or trends of thought referring to a particular style of economics practiced at and disseminated from well-defined groups of academicians that have become known worldwide, include the Austrian School, Chicago School, the Freiburg School, the School of Lausanne and the Stockholm school.

Within macroeconomics there is, in general order of their appearance in the literature; classical economics, Keynesian economics, the neoclassical synthesis, post-Keynesian economics, monetarism, new classical economics, and supply-side economics. New alternative developments include evolutionary economics, dependency theory and world systems theory.
2. Public production and its structure
Production is expedient human activity to satisfy their needs. The basic means of production as a labor, capital, land and entrepreneurial ability cooperative is in a network with each other. The effect of that work is production material and non material wealth satisfying the humans wants. 

Human needs are identified as feeling of dissatisfactions which should be overcome.  And that is reason of production to satisfy own interests or needs. There are two category of human needs the first is the initial (or lower) and the second (or upper). The last include intellectual, spiritual needs as an entertainment, art, education and etc. The initial needs are food, water, cloths needs.
The goods are way to satisfy the needs. Economists define differ the goods: 

1. Economic and uneconomic goods. The almost of economic means is limited, but the last as air, sun energy is unlimited and identified as uneconomic means.
2.  Consumer’s and production’s goods or direct and indirect. The consumer’s goods are the produced goods and service (book, bread, Pepsi and etc). Goods of production are means to manufacture the goods and service (plant, machine, land, worker buildings and etc).

3. Private and public goods.  Private goods include that which has been got by individual as bus ticket, dinner in restaurant and so on. Public goods are national security, legislation, public order.

Everything is above describing only material goods, but process of production includes material service as a transportation of goods, or guaranty on a short or long period.  Otherwise an advice of advocate, a lecture in university or sermon in a church is included by nonmaterial goods.

Wealth is everything which is valuable. It contains knowledge, natural resource, and free time. But when we talk about economic wealth it display as money aggregation or in numerous of goods and service per one year. If material and nonmaterial goods are able to make us happy, it means we are rich.  
As an effect of production we have the Gross Domestic Product. The GDP passes several stages: production, distribution, exchange, and consumption.
Production is initial stage of manufacturing material and nonmaterial goods. When the businessman gets a price signal he/she starts to produce in a market economy. The last and initial propose of goods is to be consumed.  Production is endless circulation of process including distribution, change, and consumption. 

Exchange provides the increasing of public wealth. However many economists see the different cause of this. Thus physiocrats believed that only agriculture could be effective and lead to prosperity. According to A. Smith and D. Ricardo industry is the best way to the wealth. Summarizing, exchange is effective and provides a transformation of goods and service, which is cause of human satisfaction.

Distribution is economic category of allocation not only manufactured goods and service, but also means of production. There is distribution by influence of price mechanism in a market economy.
Consumption is subdivided on individual and production. The first type is over of public production: food, water, reading and etc. The last type includes public consumption as a theater performance, cinema, football match and so on.  
In microeconomics, Production is simply the conversion of inputs into outputs. It is an economic process that uses resources to create a commodity that is suitable for exchange. This can include manufacturing, storing, shipping, and packaging. Some economists define production broadly as all economic activity other than consumption. They see every commercial activity other than the final purchase as some form of production.

Production is a process, and as such it occurs through time and space. Because it is a flow concept, production is measured as a “rate of output per period of time”. There are three aspects to production processes:

1. the quantity of the commodity produced, 

2. the form of the good created, 

3. the temporal and spatial distribution of the commodity produced. 

A production process can be defined as any activity that increases the similarity between the pattern of demand for goods, and the quantity, form, and distribution of these goods available to the market place.

Efficiency and cross-efficiency

A production process is efficient if a given quantity of outputs cannot be produced with any less inputs. It is said to be inefficient when there exists another feasible process that, for any given output, uses less inputs. Some economists (in particular Leibenstein) use the term X-efficiency to indicate that production processes tend to be inherently inefficient due to satisficing behaviour. The “rate of efficiency” is simply the amount of (or value of) outputs divided by the amount of (or value of) inputs. If a production process uses 50 units of input (or $5000 worth of inputs) to produce one unit of output it is more efficient than a process that uses 55 units of input (or $5500 worth of inputs) to produce the same level of output. It is said to be 10% more efficient ({55-50}/50=1/10=10%).

Factors of production. The inputs or resources used in the production process are called factors by economists. The myriad of possible inputs are usually grouped into four or five categories. These factors are:

1. Land 
2. Labour services 

3. Capital goods 

4. Land 

5. Enterpreneur 

The scarce means of production are land, labor, capital, and entrepre​neurial ability. Sometimes they're referred to as resources. We'll take up each in turn.

Land. Some land is so valuable that we price it by the square foot. What makes land valuable? Primarily its location and also its scarcity. For example, there is a very limited amount of land near the intersection of Nurken Abdirov st. and Bukhar –Zhirau, one of the most desirable lo​cations in the world; as a result, that land is very expensive.

Land can also be expensive because oil or gold or another precious commodity is buried under it—or because people think it is. Rich farm​land, too, particularly in the wheat and corn belts of the Midwest, is rel​atively expensive. In every case, the amount of land is limited, so it goes to the highest bidder. And in general, since there is a finite amount of lane on this planet, the most desirable land is relatively scarce.

Labor. Economists consider virtually all paid work "labor." Farmworkers, office and factory workers, and corporate executives are part of our labor force. Is labor scarce? Yes. Because only a certain number of people are physically, mentally, and emotionally capable of doing the work that needs to be done. We can tell just how scarce a resource is by how much we need to pay for it. Some kinds of labor—like a doctor's services or a plumber's—are so scarce that they can be very expensive indeed.

Capital. When we talk about capital, we mean essentially all the plant and equip​ment used to turn out the goods and services that we produce. Capital, then, includes factories, machinery, farm equipment, shopping malls, of​fice buildings, computer systems, and all of the tools of production and distribution.

As you might well imagine, some businesses require a huge invest​ment in capital. Imagine how much capital you would need to start your own airline or automobile assembly plant. And capital, like land and labor, is limited in quantity.

Entrepreneurial Ability. This last resource is sometimes called management ability, but it really goes a couple of steps beyond that. A manager runs a business enterprise, or at least a part of one. But an entrepreneur recognizes an opportunity to make a profit, raises the money to open a business, and eventually hires managers to run that business.

The entrepreneur is able to combine land, labor, and capital in a way that will make money. There is evidently no shortage of entrepreneurial talent in the United States, Japan, Taiwan, South Korea, and even in Cuba and China as well. Nevertheless, entrepreneurial ability is a limited resource. Not everybody can set up a successful business. 

Unlimited Wants. The first half of our definition of economics had to do with scarce, or lim​ited, resources. The second half deals with the satisfaction of human wants. Economists maintain that human wants are unlimited relative to the resources available.

On a macroeconomic level, we can look at our entire output of goods and services and ask if there are enough to go around. The answer is "no." And on a microeconomic level, how about you? If you hit the lottery, would you refuse to collect your millions because you couldn't think of anything to buy with them? In a word, then, we are still talking about scarcity. We just don't have enough resources to satisfy everyone's wants.

Opportunity Cost. Because there is scarcity, we have to make choices. Do we buy a VCR or take a vacation trip? Will you spend your bonus on new clothes or caps for your front teeth? The thing you give up (i.e., your second choice) is called the opportunity cost of your choice.

It would be great if we didn't have to make choices, if there were no scarcity, and if we could have everything we wanted. But until that day conies we'll have to do the best we can with our limited resources, and we'll be forced to make choices, thereby incurring opportunity costs.

In the next section, we'll see that nations also must make choices. The production possibilities curve is a graphic description of those choices.

The production possibilities curve. How much output can one country produce? We've already talked about the limited resources—land, labor, capital, and entrepreneurial ability. A tiny country—say, Monaco or Luxembourg, with a very small land area, a very low population, a very low stock of capital, and only a small num​ber of people with entrepreneurial ability—will never be able to mate! the industrial giants in total output of goods and services.

But remember that it's not just how big you are, but how you use your resources that counts. Does this little country operate at full capacity? Does it utilize the best available technology? Given its limited resources, is it producing at its full potential? If the answer is "yes" to all of the questions, then the country has reached a certain point on its production possibilities curve.

This curve is based on the assumption that the nation produces only two goods—cars and houses, for example, or consumer goods and capi​tal goods, or guns (military goods) and butter (consumer goods). If it de​votes all of its resources to producing butter, for example, it will produce no guns. The nation that is producing nothing except butter is at point A on Table 1.
Table 1. Hypothetical production schedule for a two production economy

	Point
	Units of Butter
	Units of guns

	A
	15
	0

	B
	14
	1

	C
	12
	2

	D
	9
	3

	E
	5
	4

	F
	0
	5


 If guns represent military goods and butter represents con​sumer goods, what can you say about the military preparedness of this country? There isn't any. How about point B"? One unit of guns repre​sents some preparedness. But notice that consumer goods output has fallen to 14. So what is the opportunity cost of producing that first unit of guns? It's one unit of consumer goods.

When we go from point B to point C, what's the opportunity cost of that second gun? It's two units of consumer goods.

Figure out the opportunity costs of going from C to D, from D to E, and from E to F. Write your answers. It should have been 3, 4, and 5.

In the “long run” all of these factors of production can be adjusted by management. The “short run” however, is defined as a period in which at least one of the factors of production is fixed.

A fixed factor of production is one whose quantity cannot readily be changed. Examples include major pieces of equipment, suitable factory space, and key managerial personnel.

A variable factor of production is one whose usage rate can be changed easily. Examples include electrical power consumption, transportation services, and most raw material inputs. In the short run, a firm’s “scale of operations” determines the maximum number of outputs that can be produced. In the long run, there are no scale limitations.
3. Economic institutes, property and business
The concept “economic institutes” has been described by institutionalized social way of economic theory. The founders of institutionalism are Wablen T., Mitchell T., Halberd J. and others. 

Institutes are set up formal and informal rules to limit economic agent’s activity, and a mechanism of control for protection and observation.  The mechanism of control is defined as a set up ways to identify maintenance of or infringement rules, and sanction of penalties or reward. Institutes include formal norms (constitution, legislation, property law), and informal norms (traditions, customs, code of behaviors). 
By K. Manger, institutes are defined as a public wealth. When institutes provide information to coordinate work of economics agents, that information is the public wealth. For example, price as a carrier of information is based on the interaction of agents regulated by numbers of rules.

Institutes as a public capital could change by way of depreciation and new investment. Formal norms could be change very fast, but informal norm take a long time. 

The role of institutes is a very important in human life. Institutes organize and structure our life, relationship between people, define and limit numbers of alternative economic behavior.

To transform to market economics a variation of property form is one of the basic terms.  The differ economic school give differ definition of property. According to Marxist theory, property as an economical category that expresses human relationships by cause of appropriation (or alienation) means of production to produce , distribute, exchange and consumption the new goods and serves.
The basic attributes of property include appropriation, possession, use, and running. Appropriation is separation of individual property from common property by subject (individuals) by legal or illegal way. Possession is a partial appropriation. An owner is representative of means of production. For example, rent, credit is the paid back, and possession a part of income.  Use is the use of items in economic and other human activities. Running is ability of owner to take decision about way of use of items. 

To sum up, property is a whole, and its elements are appropriation, possession, and running.

American economists R. Cause and A. Alchaean gave the concept of property rights. Set of elements includes: appropriation, possession, running, income, sovereign, protection, inherence, responsibility, restoration of rights and band on pollution of environment.
The human history is familiar with variety of property forms, ones of the importance are state and individual property. 
The economic areas which need to be controlled and centralized usually use a form of state property. Those areas include informational, social and manufacturing fields, environmental protection, sciences, space science and etc.).
There is no country in the world, where government has no deal with economics. State property is effective in some cases, because of state instrument and functions to regulate on macroeconomic level, to plan the social –economic development, to optimize structure of national economics. But unfortunately state property could be cause of brake of economic development, reduction of human motivation, stagnation of market mechanism and origin of state monopoly.     

One of the best form of economic, commercial, and legal relation for town as a self regulated economic system is municipal property. To municipalize means transformation property rights on land, building, and local state enterprises to local city administration by government. The municipalized objects are power, water supply system, gas system, vehicle, houses and etc. Municipality purposes to improve life conditions, keep and order all public services, to predict and plan development of city economics. 
Private property is non government property. The private property includes: 
1. household as the economic units produce goods and service for personal needs, 

2. legal private enterprises work according with law (a large and small business),
3. illegal private enterprises of “black market”, those have not license to produce goods and service.

For a better development private property needs the following:
1. freedom as a free price, based on agreement of consumer and seller, free trade, free selling –and –buying property, free credit system, free investment, freedom of employment,
2. law guaranty to implement duties of agreement (facilities to apply into a court to compel an offender),
3. legal protection of property,
4. stimulation of private investment,
5. respect to other property 

To we can say that private property changes its face. Many economists believe not only private (individual), but collective, group and share property.   

Investment, which is carried out primarily by business firms, consists of the production of new plant and equipment, additions to inventory, and new residential housing. Let's see how businesses are organized. Then we'll examine how they produce investment goods.

There are three basic types of business enterprise: the proprietorship, the par-tnership, and the corporation.We'll examine each of these three types of enterprise.
The proprietorship. Proprietorships are owned by a single person, and they are almost always a small business: groceries, barber shops, dry-cleaning stores, restaurants, candy stores, family farms, and gas stations.

The Partnership. A partnership is a business enterprise that is owned by two or more peo​ple. Although the typical partnership has two partners, some law firms and accounting firms have hundreds of partners. There are two key ad​vantages to the partnership: (1) two owners can raise more capital than one and (2) the partners can share the work and responsibility of running the business. A typical division of labor between partners would be pro​duction and sales, or, in the parlance of business, inside and outside.

These advantages must be weighed against two basic disadvantages: (1) the partnership must be dissolved when one partner dies or decides to leave the business and (2} both partners are liable for all debts run up by their business. For example, if the firm is sued for negligence, both part​ners are personally liable if the firm is unable to pay the full amount awarded. If one partner absconds with funds, the other partners may lose their homes and cars even though they were innocent victims. The way out of this dilemma is to incorporate.

The Corporation. The key advantage of the corporation is limited liability—that is, each owner's liability is limited to the amount of money he or she has invested in the business.

A corporation is a legal person. As such, it can sue and be sued. The attribute is significant because it means that the people who own the cor​poration—the stockholders—cannot be sued no matter how grievous the transgressions of the corporation.

A second advantage of a corporation is its perpetual life. While I partnership must be dissolved when one of the partners leaves the business, a corporation can continue indefinitely. The stock owned by the principal who wants to pull out is purchased by someone else. In the case of very large, publicly held corporations, such transactions take place routinely at the major stock exchanges.

Still another advantage of incorporating is that the company can sell stock to the public to raise more money. Because the owners have limited liability and the firm itself has perpetual life, the corporation is in a better position than the proprietorship or partnership to go to the public to raise funds, though only a few of them choose to do so.

There are two disadvantages’ to incorporating: (1) the owners must have papers drawn up and pay a fee for a charter and (2) the corporation must pay income tax. Although the rates are very low for small corpora​tions, those with large profits must hand over thirty-four cents out of every tenge of profit to the internal budget.
4. Types of economic systems and regularities of  development
An economic system is a particular set of social institutions which deals with the production, distribution and consumption of goods and services in a particular society. The economic system is composed of people and institutions, including their relationships to productive resources, such as through the convention of property. It addresses the problems of economics, such as the allocation of scarce resources in a given economy. Examples of contemporary economic systems include capitalist systems, socialist systems, and mixed economies. Economic systems are the category of economics that includes the study of respective systems.

An economic system is a set of methods and standards by which a society decides and organizes the ownership and allocation of economic resources. At one extreme, production is carried in a private-enterprise system such that all resources are privately owned. It was described by Adam Smith as frequently promoting a social interest, although a only a private interest was intended. At the other extreme, following Karl Marx and Vladimir Lenin is what is commonly called a pure-communist system, such that all resources are publicly owned with an intent of minimizing inequalities of wealth among other social objectives. 

Alternatively, 'economic system' refers to the organizational arrangements and process through which a society makes its production and consumption decisions. In creating and modifying its economic system, each society chooses among alternative objectives and alternative decision modes. 

An economic system can be considered a part of the social system and hierarchically equal to the law system, political system, cultural system, etc. There is often a strong correlation between certain ideologies, political systems and certain economic systems (for example, consider the meanings of the term "communism"). 
The basic and general economic systems are:

1) Market economy (the basis for several "hands off" systems, such as capitalism). 

2) Mixed economy (a compromise economic system that incorporates some aspects of the market approach as well as some aspects of the planned approach). 

3) Planned economy (the basis for several "hands on" systems, such as socialism). 

There are several basic and unfinished questions that must be answered in order to resolve the problems of economics satisfactorily. The scarcity problem, for example, requires answers to basic questions, such as: 
Question 1: What Goods Shall We Produce?

In the United States put most of our effort into producing consumer goods and services. Japan, however, concentrates on the production or plant and equipment. And back in the days of the Cold War, the Soviet Union expended a large part of its resources on the manufacture of mili​tary goods. Now, who makes these decisions?

In the former Soviet Union the exact mix of military and consumer goods was decided by a government planning committee, while in Japan and the United States consumers and business firms make most of the basic decisions (albeit with some input from the government). For exam​ple, the United States devotes 4 percent of its national output to military goods, while the Japanese devote just 1 percent. Eventually, then, in these two countries the government takes its share of output—usually about 20 to 25 percent—and lets the private sector decide what to do with the rest. In other words, in the United States all vote on what they shall produce, and the voting is very fair because it amounts to one dollar, one vote.

Interestingly, in China, still at least nominally a communistic society in which the government decides just what gets produced; a majority of goods and services is now produced by the private sector. Indeed, this sec​tor is so dynamic that despite an extremely inefficient public sector, domi​nated by huge, sclerotic government enterprises.

Question 2: How Shall These Goods Be Produced?

There are only two possible answers to this question: (1) the government or (2) privately owned business firms. In the United States, nearly all goods and services are produced by private business firms. In socialist countries the government may produce most of the output. But even in communist China, there is a large and growing private sector.

Question 3: For Whom Shall the Goods Be Produced?

Every nation, no matter what its form of government, says that all pro​duction is for its people. But who gets what? And how much?

In Sweden and Norway, the government provides all its citizens with the basic necessities of life and taxes away a large part of the income of the rich. Consequently, income is distributed fairly evenly. A few other socialist countries have similar income distribution patterns.

In many developing nations, a few very wealthy families, usually less than 1 percent of the population, receive most of the nation's output, while the rest of the people live at the subsistence level. Most of the in​dustrialized nations—including the United States, Germany, Canada, Great Britain, Italy, and France—have a few rich families, a very large middle class, and a minority of relatively poor people.

How the economic pie is divided, then, varies from country to coun​try. An economic system is a way of answering these basic questions. Different economic systems answer them differently.

A market economy is an economic system in which the production and distribution of goods and services take place through the mechanism of free markets guided by a free price system.

 In a market economy, businesses and consumers decide of their own volition what they will purchase and produce. In theory this means that the producer gets to decide what to produce, how much to produce, what to charge customers for those goods, what to pay employees, etc., and not the government. These decisions in a market economy are influenced by the pressures of competition, supply, and demand. This is often contrasted with a planned economy, in which a central government decides what will be produced and in what quantities. 
Friedrich von Hayek and Milton Friedman stated that economic freedom is a necessary condition for the creation and sustainability of civil and political freedoms. They believed that this economic freedom can only be achieved in a market-oriented economy, specifically a free market economy. They do believe, however, that sufficient economic freedom can be achieved in economies with functioning markets through price mechanisms and private property rights. They believe that the more economic freedom that is available the more civil and political freedoms a society will enjoy.

Friedman states: "economic freedom is simply a requisite for political freedom. By enabling people to cooperate with one another without coercion or central direction it reduces the area over which political power is exercised." Friedman, Milton and Rose Friedman, Free to Choose: A Personal Statement, Harcort Brace Janovich, 1980, p. 2-3

           Generally market economies are bottom-up in decision-making as consumers convey information to producers through prices paid in market transactions. 

The proper role for government in a market economy remains controversial. Most supporters of a market economy believe that government has a legitimate role in defining and enforcing the basic rules of the market. Different perspectives exist as to how strong a role the government should have in both guiding the economy and addressing the inequalities the market produces. For example, there is no universal agreement on issues such as protectionist tariffs, central banking, and welfare programs.

A mixed economy is an economic system that incorporates the characteristics of several different economic systems. This usually means an economy that contains both private-owned and state-owned enterprises or that combines elements of capitalism and socialism, or a mix of market economy and planned economy characteristics. 

There is not one single definition for a mixed economy, but relevant aspects include: a degree of private economic freedom (including privately owned industry) intermingled with centralized economic planning (which may include intervention for environmentalism and social welfare, or state ownership of some of means of production).

The mixed economy is most commonly associated with social democratic forms of government. However, given the broad range of economic systems that can be described by the term, most forms of government are consistent with some form of mixed economy.

A planned economy is an economic system in which the state or government to one degree or another manages the economy. Its most extensive form is referred to as a command economy, (centrally planned economy, or command and control economy) In such economies, the state or government controls all major sectors of the economy and formulates all decisions about their use and about the distribution of income, The planners decide what should be produced and direct enterprises to produce those goods. Planned economies are in contrast to unplanned economies, i.e. a market economy, where production, distribution, and pricing decisions are made by the private owners of the factors of production based upon their own and their customers' interests rather than upon furthering some overarching macroeconomic plan. Less extensive forms of planned economies include those that use indicative planning in which the state employs "influence, subsidies, grants, and taxes, but does not compel."

A planned economy may consist of state-owned enterprises, private enterprises directed by the state, or a combination of both. Though "planned economy" and "command economy" are often used as synonyms, some make the distinction that under a command economy, the means of production are publicly owned. That is, a planned economy is "an economic system in which the government controls and regulates production, distribution, prices, etc." but a command economy, while also having this type of regulation, necessarily has substantial public ownership of industry. Therefore, command economies are planned economies, but not necessarily the reverse (example: Nazi Germany's private ownership yet use of the Four Year Plan could construe them as a planned economy in the wide sense, but not necessarily a command economy, while the Soviet Union with public ownership would be a command economy).

Planned economies exist in some countries such as Cuba, North Korea, and Myanmar
Advantages of economic planning

1. Supporters of planned economies cast them as a practical measure to ensure the production of necessary goods—one which does not rely on the vagaries of free markets.

2. Stability. A planned economy can ensure the continuous utilization of all available resources. If isolated and unresponsive to consumer demand, a planned economy does not suffer from a business cycle. Under an ideally administered planned economy, neither unemployment nor idle production facilities should exist beyond minimal levels, and the economy should develop in a stable manner, unimpeded by inflation or recession.

3. Long-term infrastructure investment can be made without fear of a market downturn (or loss of confidence) leading to abandonment of the project. This is especially where returns are risky (e.g. fusion reactor technology) or where the return is diffuse (e.g. immunization programs or public education).

4. Conformance to a grand design. For example, a planned city can be designed for efficient transport, while organically grown cities tend to suffer from traffic congestion. Critics would point out that planned cities will suffer from the same problems as unplanned cities, unless reproduction and population growth is subject to strict control, as in a closed city.

5. Meeting collective objectives by individual sacrifice. A planned economy serves collective rather than individual needs: under such a system, rewards, whether wages or perquisites, are to be distributed according to the value that the state ascribes to the service performed. 

6. The government can harness land, labor, and capital to serve the economic objectives of the state. 
Disadvantages of economic planning

1. Inefficient resource distribution — surplus and shortage. Critics of planned economies argue that planners cannot detect consumer preferences, shortages, and surpluses with sufficient accuracy and therefore cannot efficiently co-ordinate production (in a market economy, a free price system is intended to serve this purpose). 
2. There is also the problem of surpluses. Surpluses indicate a waste of labor and materials that could have been applied to more pressing needs of society. 
3. Cannot determine and prioritize social goods better than the market can. 

4. Lack of reward for hard work. When wages and prices are fixed by a central committee, there is no incentive for the wage earner to work harder -- indeed, the incentive is to work as little as possible without sanction from the supervisor. 
5. Infringement on individual freedoms. 
Some economists also define such economic system as transferred economics, traditionally, and participatory economics. Transferred economics is economics that is on the way of changes of its system. Participatory economics is a proposed economic system that uses participatory decision making as an economic mechanism to guide the production, consumption and allocation of resources in a given society.  A traditional economy is an economic system in which resources are allocated by inheritance, and which has a strong social network and is based on primitive methods and tools. 
5. Forms of public development. Goods production. Money
The goods are a way of satisfaction of human needs. We should distinct economic and uneconomic goods. If the quantity of goods is limited it is economic goods. For example, you live in a forest and woods are uneconomic goods for you than for man who lives in a steppe or water is more valuable goods for people who live in a desert. By K. Manger, the goods are economic goods for exchange.  The basic attributes is utility of goods, its consumer’s and exchanged value. 

Consumer’s value shall satisfy individual needs or be means of production. So, bread, butter, potatoes should satisfy hunger. Exchanged value is quantity correlation of one consumer’s value with other. So, 1 axe is equal 20 kg of corn               
People often confuse utility and usefulness. "Why did he buy that thing? It has no utility." In economics that would be a self-contradictory statement. Utility means only that you think enough of something to buy it.

Suppose you were ravenously hungry and came upon a hamburger stand. If the attendant told you that he had just one hamburger left— you're hungry enough to put away four—and that you'd have to pay 100 tenge for it, would you buy it?

If you did, that hamburger would have given you at least 100 worth of utility. What if you had refused to pay 100, but when he lowered the price to 75 you bought it? Then that hamburger's utility would have been 75.

You were still hungry and soon came upon a second hamburger stand. You said to yourself as you approached, "I'd be willing to spend 70 on a second hamburger." Why not 75? Because you're not as hungry as you were when you wolfed down that 75 hamburger.
Suppose you spent 70 on a second hamburger and would be will​ing to pay just 50 for a third. Notice how the utility derived from con​suming that third hamburger is much less than what the second one was worth.

If you managed to find someone who would let you have that third hamburger for no more than 25 tenge, what then? You'd try to get a fourth hamburger for 25.

You've seen that the first hamburger you consumed had a utility of 75 tenge, the second had a utility of 70, the third, 50, and the fourth, 25. Thus, you just derived your marginal utility schedule.
Marginal utility is the additional utility derived from consuming one more unit of some good or service. What happens to your marginal util​ity as you consume more and more hamburgers? It declines from 75 to 70 to 50 to 25 tenge (table 2).
Table 2. Hypothetical marginal utility schedule

	Units purchased
	Marginal utility (tenge)

	1
	    75

	2
	   70

	3
	   50

	4
	   25


We've come to the law of diminishing marginal utility. As we con​sume more and more of a good or service, we like it less and less. That might be okay for an exam answer, but I have to be a bit more elegant here, so let's restate the law as follows. As we consume increasing amounts of a good or service, we derive diminishing utility, or satisfac​tion, from each additional unit consumed.

Think about it. How many movies would you want to go to in a day? In a week? How many plane trips to Europe would you want to take in a week? How many times do you want to take an economics course?

Are you ready to put all of this together? Let's hope everything will come together when we look at total utility. Total utility is the utility you derive from consuming a certain number of units of a good or service. To get total utility, just add up the marginal utilities of all the units purchased. Table 3 does this for your hamburgers.
Table 3. Hypothetical utility schedules

	Price
(tenge)
	Units purchased
	Marginal utility
(tenge)
	Total utility
(tenge)

	75
	1
	75
	75

	  70
	2
	70
	145

	  50
	3
	  50
	195

	  25
	4
	  25
	220


Let's go over Table 2 column by column. The first two columns come from Table 2, which is your hypothetical demand schedule for hamburgers. The third column, "Marginal Utility," shows how much utility you derive from the first, second, third, and fourth hamburgers.
Can you figure out how we got the fourth column, "Total Utility"? Start with a total utility of 75. That's the marginal utility of the first hamburger. How much is the second hamburger worth to you? It's worth 70; so what's the total utility of two hamburgers? It's 145—75 for the first hamburger plus 70 or the second.

How much is the total utility of three hamburgers? It's 195—75 for the first plus 70 for the second plus 50 for the third. And finally, how much is the total utility of four hamburgers? It comes to 220 tenge (75 +70 + 50 +25).

There are two ways to find total utility. First, we can add up the mar​ginal utilities of the items purchased, in this case hamburgers. A shortcut would be to add the marginal utility of the last hamburger purchased to the total utility of the previous hamburgers purchased. 

Just over a century ago, the great English economist, Alfred Marshall, wrote these words:

The price which a person pays for a thing can never exceed, and seldom comes up to, that which he would be willing to pay rather than go without it, so that the satisfaction which he gets from its purchase generally ex​ceeds that which he gives up in paying away its price; and he thus derives from the purchase a surplus of satisfaction. It may be called consumer's surplus.

Consumer surplus is the difference between what you pay for some good or service and what you would have been willing to pay.

A person keeps buying more and more of a good or service until that person's marginal utility for that item falls to the price level. Therefore, each unit purchased except the last one was a bargain because marginal utility was greater than price. No one ever paid more than he or she was willing to pay; no one ever bought anything whose price exceeded its utility; and anyone who ever bought several units of the same product at a fixed price enjoyed a con​sumer surplus.

Money. Money is any token or other object that functions as a medium of exchange that is socially and legally accepted in payment for goods and services and in settlement of debts. Money also serves as a standard of value for measuring the relative worth of different goods and services and as a store of value. Some authors explicitly require money to be a standard of deferred payment. 

Money includes both currency, particularly the many circulating currencies with legal tender status, and various forms of financial deposit accounts, such as demand deposits, savings accounts, and certificates of deposit. In modern economies, currency is the smallest component of the money supply.

Money is not the same as real value, the latter being the basic element in economics. Money is central to the study of economics and forms its most cogent link to finance. The absence of money causes a market economy to be inefficient because it requires a coincidence of wants between traders, and an agreement that these needs are of equal value, before a barter exchange can occur. The use of money is thought to encourage trade and the division of labour.

Liquidity describes how easily an item can be traded for another item, or into the common currency within an economy. Money is the most liquid asset because it is universally recognised and accepted as the common currency. In this way, money gives consumers the freedom to trade goods and services easily without having to barter.

Liquid financial instruments are easily tradable and have low transaction costs. There should be no — or minimal — spread between the prices to buy and sell the instrument being used as money.

Money has three jobs. It serves as (1) a medium of exchange, (2) a standard of value (sometimes called a unit of account), and (3) a store value, or of wealth.

Without money, we would have to do business by bartering: "H: many quarter sections of beef do you want for that car?" or "Will you accept four pounds of sugar for that eighteen-ounce steak?" In order: barter to work, we need a double coincidence of wants. I must want what you have, and you must want what I have. This makes it pretty hard to do business. Money makes it much easier to buy and to sell, because it is universally acceptable. If I have enough money, I can go out and buy what ever I want. Similarly, a seller will sell to anyone who offers enough money. Money, then, provides us with a shortcut in doing business. I acting as a medium of exchange, money performs its most import;: function.

Money performs well, too, as a standard of value. If I told you I got gallon of gasoline for 60 tenge, you'd immediately ask of the location of that gas station. Or if I said I bought a hotdog at a fast food place for 20, you'd just shake your head at my stupidity, A job that pays 20 tenge per l hour would be nearly impossible to fill, while one paying $100 an hot would be swamped with applicants.

Money performs poorly as a store of value, however. This is cause of inflation, since money loses value as prices rise. However, relatively short periods of time—say, a few weeks—money does not lose very much of its value. More significantly, during periods of price stability, money is an excellent store of value. Of course, the best time to hold money is during deflation, because the longer you hold it, the more it worth. 

Our money supply

What does our money supply consist of? Gold? No. Government bonds? No. Diamonds? No. Money consists of just a few things: current (coins and paper money), demand (or checking) deposits, and checklik: deposits (commonly called NOW—or Negotiable Order of With​drawal—accounts). Coins ('pennies, nickels, dimes, quarters, half-dollar, tiyn and silver dollars) and paper money (dollar bills, fives, tens, twenties, fifties, hundreds, and five-hundred dollar bills) together are considered currency.

Demand deposits are payable on demand. When you write a check, your bank must honor it, provided, of course, that you have enough money in your account to cover the check. These deposits constitute close to three quarters of the money supply. We have to be careful, however, to distinguish between checks and demand (or checking) deposits. Jackie Gleason used to tell a story about two guys who got into an argument in a bar about who was cheaper. Suddenly, one of them pulled out a dollar bill and a book of matches, lit the bill, and let it burn to a crisp. Not to be outdone, the other guy pulled out a five, lit it, and watched it burn to a crisp. Then the first guy did the same thing with a ten. The other guy didn't want to look bad, so he reached into his pocket, pulled out his checkbook, wrote a check for $1,000, lit it, and watched it burn to a crisp.

Checks are not money. Checking deposits (and NOW deposits) are.
The equation of exchange

The equation of exchange and the quantity theory of money are easily confused, perhaps because the equation of exchange is used to explain the quantity theory. I warn my students every term about how easy it is to write down the equation of exchange when asked for the quantity theory, or vice versa. Despite my warnings, however, many of my students re​main faithful to the tradition of confusing the two concepts.

Here is the equation of exchange: MV — PQ. (Some economists prefer to use T, total number of transactions, instead of Q.) What do these let​ters stand for? M is the number of dollars in the nation's money supply— the currency, demand deposits, and checklike deposits. V is the velocity of circulation, or the number of times per year that each dollar in our money supply is spent. M times V, or MV, is our money supply multiplied by the number of times per year each dollar is spent, in other words, total spend​ing. And total spending by a nation during a given year is GDP. There​fore, MV-GDP.

Now look at the other side of the equation. P represents the price level, or the average price of all the goods and services sold during the year. Q stands for the quantity of goods and services sold during the year. By mul​tiplying P times Q, we get the total amount of money received by the sell​ers of all the goods and services produced by the nation that year. This is also GDP. Since MV equals GDP and PQ also equals GDP, MV equals PQ.

That's the equation of exchange. It must always balance, as must all equations. If one side goes up by a certain percentage, then the other s.-must go up by the same percentage.

The quantity theory of money 

There are two versions of the quantity theory of money—a crude version and a sophisticated version. The crude quantity theory of money says that when the money supply changes by a certain percentage, the level changes by that same percentage. For example, if the money sut were to rise by 10 percent, then the price level would rise by 10 percent Similarly, if M were to double, then P would also double. Using the figures we have assigned to the equation of exchange, let's see what happens if M and P double:

MV=PQ

900X9=81X100

1800X9=162X100

16,200=16,200

If we double M, then MV doubles also. And if we double P, then PQ also doubles. Since both sides of the equation must be equal, it appears that the crude quantity theory of money works out.

There are only two problems here. We are assuming that V and Q re​main constant. Do they? If they do, then the crude quantity theory is cor​rect. But what if they don't? For example, what if M, P, and Q all double. In order for the equation to balance, V would have to go down by 50 per​cent. Similarly, what if M doubles and V declines by 50 percent? In that case, the rise m P would be canceled by the decline in V. If M doubles and MV stays the same, could we expect an automatic doubling of P?

Let's take a closer look at V and then at Q. Since 1950, V has risen fairly steadily from about 3 to a little more than 9. In other words, indi​viduals and businesses are spending their dollars much more quickly. Al​ternately, they are making more efficient use of their money balances.

There are several explanations for the rise of V. First, there's inflation. Why hold large money balances when they lose their value over time? Sec​ond, why hold idle cash balances when they could be earning interest. Fi​nally, the use of credit cards, especially during the last two decades, has al​lowed people to carry less cash. As a result, V has more than tripled since the mid-1950s.

Now let's see about Q, the quantity of goods and services produced. During recessions, production—and therefore Q—will fall. For exam​ple, during the 1981-1982 recession, Q fell at an annual rate of about 4 percent during the fourth quarter of 1981 and the first quarter of 1982. During recoveries, production picks up, so we go from a declining Q to a rising Q.

Obviously, then, we cannot regard V or Q as constants. Therefore, the crude version of the quantity theory is invalid in this instance.

Today's monetarists, those who believe that changes in M are the key economic variable, have come up with a more sophisticated quantity the​ory. They assume that any short-term changes in V are either very small or predictable. Q, however, is another story.

Let's say M rises by 10 percent and V stays the same. MV will rise by 10 percent and PQ will rise by 10 percent. So far so good. In fact, so far the crude and sophisticated quantity theories are identical. But what hap​pens next depends entirely on the level of production, Q.

If there's considerable unemployment and we increase M, most, if all, of this increase will be reflected in an increase in production. . Money flowing into the economy will lead to increased spending, output and employment. Will it lead to higher prices as well? Probably not. I though our recent experience during recessions makes us wary of large surges in the money supply, it is not unreasonable to expect most of the rise in M to be reflected in a rise in Q.

As we approach full employment, however, further increases in M will begin to lead, more and more, to increases in P, the price level. And it is there that the sophisticated quantity theory becomes operative. We therefore can summarize the sophisticated quantity theory in two statements:

1. If we are well below full employment, an increase in M will lead mainly to an increase in Q.

2. If we are close to full employment, an increase in M will lead main to an increase in P.

That's the sophisticated quantity theory of money. Please don't confuse it with the crude quantity theory of money, and don't confuse either of those theories with the equation of exchange.

6. Market: kinds, structure, models
Market is one of the famous categories in economic theory and basic concept of economic activity. There are the basic causes of market origin:

1. Public labor division and specialization. There is no society where people could self satisfy their needs. People are specialized as producers of different goods and service. Thus, two producers make shoes and clothes. The first supplies two pair of shoes and four shirts. The second produces three pair of shoes and nine shirts. The alternative cost of shoes of the first man is equal to two shirts, and of the second man is to three shoes. So, both of them have to specialize on shoes (the first man) and shirts (the second man).

2.  Private property or autonomy from public property. Market could work if rights of goods easy transfer from one person to other. 

3. Transaction cost, cost in exchange area linked with transformation of property rights. It includes expenditures on a license, searching information, tax and etc.

4. Freedom of businessman, free exchange, free price. 

The understanding and meaning of market has been changed with the development of human civilization. 
The first market is considered as a bazaar or market place, or market square. Market appeared in the period of breaking down of primitive society, when exchange was more regular, took the form of goods exchange in particular place and time. The market relations and trade became more complex with development of towns and handicrafts. In further as a cause of development of goods exchange, appearance of money and goods –money relationships market took the contemporary meaning.  
If we look at market as a subject of market relationships than market shall be defined as aggregation of consumers or any group of people who have a deal buying and selling of goods and services.

Let’s look at market as element of manufacture of public production and way of movement of some goods. In that sense market is aggregation of economic relation to assist a goods circulation in goods –money form.
Market shall be considered as a system or type of economic network between the economic subjects. It is two type of economic network:

1. Nature –goods relation, according to quantity and structure of needs. 

2. Goods relation provided by market. The basic attributes are mutual agreement of parties, equivalent of goods, free choice of partners, competition. Goods relation is possible only on base of free buying –selling the goods and service.   
It is a very important the role of both direct (production –market –consumer), and feedback (consumer –market –production) economic relations. In that sound market is public form of organization and functioning economics. 

Market include not only buying and selling, but also social –economic relationships as a property, production, distribution and etc.), organizational –economic interaction. So, market is independent subsystem in whole working economics. Economics is a set up of different subsystems, its interaction and interdependence. Such system could be represented by the following graph 1.
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Graph 1. Structure of mixed economic system 

 As you see economics includes three subsystem, subsystem defines the type of economics: if market dominate, it is market economics; if state control biggest part of economics it is planned economics. 

All market definition shows us the different stages of historic development of concept about market as an economic phenomenon. Universal characteristic of market could be shown in the following scheme 1.

[image: image2] Scheme 1. Market characteristic

Market is economic category and links with exchange, circulation, trade, and trade service.

Exchange could be defined in two ways:

1) as a movement of goods and services, process of public exchange ;

2) as a creation of public relation by cause of exchange. 

As economic category exchange is economic connection among people as consumers and producers y cause of labor results to satisfy the public needs. Exchange could be goods exchange (goods to goods) or goods circulation.

Goods circulation is developed form of public exchange by money (goods to money, money to goods). 

Trade is human activity by cause of goods exchange and selling –buying relations. Trade deals by sellers is selling (goods to money), and selling (money to goods) is a content of trade activity.

Trade service is relation of intermeddle human activity by cause of buying and selling the goods. There is two types of service. The first, basic trade services include trade operation as researching of demand, advertisement, demonstration of goods, representation, consultation, monitoring, registration and etc. The second, additional trade services connect with further process of production as transportation, packing, storing and etc. 

Financial and credit services is take place in goods circulation. It satisfies the needs of money supply in market.  Trade capital is separated part of goods capital. It means that a businessman, investing the goods production, has not deal with distribution of it, the trade agencies done this work. Trade capital is industrial agent and provides the trade service for it. A trader by selling the goods just stores time and money of businessman (because he knows better demand of consumers and market conditions). Both of them have a benefit as trade profit. Movement of trade capital could be represented by the next formula M –G –M`, where M is money, G –goods, M` –money with trade profit.
Therefore, market as economic category is sum of economic relation and connection between consumer, seller, and trade intermediary by way of money and goods circulation, reflecting economic interests of subjects of market relation and providing goods exchange.            

   Essence of market reflects on the basic economic functions (scheme 2)
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Scheme 2. Function of market 
Integrative function aims to connect area of production (producers), consumption (consumers), and trade agency (sellers) into one process of goods and services exchange. Producer and consumer needs satisfy through market. Market provides labor division and integration of economics.
Regulative function means to affect on each area of economics, provides cooperative work of production and consumption in assortment structure, equilibrium of supply and demand in a price, quantities and structure, balance among the regions and national economics.   Market is able to some​what alter the answers to the three questions from: What will be produced? How? and For whom?

Simulative function purposes to induce a producer to manufacture new goods with less expenditures and more profit, to encourage scientific development and intensification of production.
Price forming (equivalent) function is establishment of valuable equivalent for goods exchange. Market compares individual labor spending to produce the goods with public etalon, expenditures and results.

Controlling function. As a main controller, market monitors the end results of production. It defines the quantity and quality of supplying goods and serves.   
Intermediary function provides a meeting producer and consumer to exchange the results of work. Consumer could choose sellers by his/her wish, and seller does it.

Informational function provides information about supply and demand to the subjects of market relation by interest rate, price and etc.  

Economical function aims to reduce the expenditures of consumers and suppliers.

Function of satisfaction the interests of market subjects is explained by A. Smith who described the market mechanism as an "invisible hand" that leads all individuals, in pursuit of their own self-interests, to produce the greatest benefit for society as a whole. 

Role of market is:

1) to send a signal to production: what should be produced? how much? and where?; 

2) to balance supply and demand;
3) to differentiate income producer;

4) to sanitary non competitive enterprises and old mechanism of production.  
There is the following calcification of market in economic history: undeveloped, free, regulated and deformed market.

Undeveloped market is characterized by accidental market relation and barter system. It is the first stage of social differentiation and labor specialization. 

 Free (classic) market includes the next attributes:  

1) unlimited numbers of subject of market relation and free competition among them;

2) free entrance for all members of society in any area of economics;

3) full mobility of means of production, unlimited freedom of capital supply;
4) free information about market (profit rate, supply, demand and etc.)

5) homogeneity of the same goods (no trade brand);

6) nobody could effect on market;

7) price is formed by market nature;

8) no monopoly and state control.

There are several key ad​vantages to the free market: 1) effective distribution of resource in society; 2) flexibility and high adaptation to new conditions; 3) free choice and activity of market subject; using scientific achievement; 4) ability to satisfy the differ wants; improving a quality of goods and services. These advantages must be weighed against the basic disadvantages: 1) market is a cause of social differentiation, it makes people to work very hard, and it is not bad. Yet, market does not provide social guaranty in cases of unemployment, inflation, poverty. It is a work of government to solute social problems. Distribution is based on incomes of worker, so people who could not work more productive, because of health, age and etc, have to beg. Market could not provide rights on labor for members of society. Free market does not guarantee full employment and stable price; 2) mechanism of free competition could not supply enough money to produce. A government and National bank take care about emission of money; 3) work of free competitors is often reason of environment pollution, black market, production of illegal goods and etc. Free market ignores negative effect of taken decisions; 4) free market does not stimulate a production of public (collective) goods as national security, environment protection, government and etc; 5) market does not motivate the scientific research which take a long time and investment; 6) economics, based on the free market, suffers from instable development, recession and inflation; 7) market has not deal with social area as public health, education, science, culture and etc. 

Therefore free market could exist as pure system, than it is abstraction. There is no full economic freedom in the world.

Regulated market is result of civilization and humanization of society, government tries to make economics fall dawn softer in cases of inflation, or recession. Market should be monitored by government. 
An excessive effect of government is a cause of deformation of market relations. One of the examples of market deformation is Kazakhstan market in the beginning of 90 years. 

The essential attributes of deformed market are: 1) lack of market subjects; 2) centralization in distribution of means of production; 3) state monopolization; 4) unbalance of supply and demand; 4) increasing price, inflation, deficit, money emission 5) black market; 6) barter system; 7) deformation of interest, lack of motivation; 8) lack of choice.   

Structure of market is inner construction, order of elements, its role and place in whole market. Market structure by objects is shown in the following scheme 3.  
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Scheme 3.  Market structure by subjects of market relation.

Market of consumers includes market of goods and services (transport, municipal and etc.). That market satisfies needs of different social group, each family, and each person. There obviously displays effect of inflation, variation of supply and demand. Labor market is defined as buying and selling of labor force, including good and non good worker, manager and directors. Land market is represented by farmers, building industry, industry and state structure. Money market is where money as the goods is  effected by net of supply and demand. Market of information is where books, magazines, pictures, advertisement as source of info is objects of selling and buying. Market of innovation includes goods of know-how, and invention. 

Market classification by subjects consists of 1) market of consumer, where supply should be more than demand; consumer has facilities to compare the goods; 2) market of sellers is characterized by domination of supply over demand; 3) market of state office includes aggregation of buying and selling by state office; 4) market of agency is set up of economic relations of individuals and organization to sell to someone else.
Market classification by labor specialization: 1)local; 2) regional; 3) national; 4) world.

Also market is classified: by level of satiety: 1) balance; 2) deficit; 3) surplus market; by level of development: 1) undeveloped; 2) developed; 3) developing; by competition: 1) perfect; 2) monopoly; 3) oligopoly; 4) mixed; by legislation: legal and illegal; by organization of market exchange: wholesale; retail; export; import.   
        7.  Supply. Demand 
Market mechanism is mechanism of net of all elements as demand, supply, price, competition and basic economic laws.    

Demand is the schedule of quantities of a good or service that people are willing and able to buy at different prices.
Table 1. provides an illustration of a demand schedule for pizza. Using the data in this table 4, we can draw the demand curve shown in Fig​ure 2. So, both the graph and the table illustrate the demand for pizza. 
Table 4. Hypothetical demand for pizza

	Price ($)
	Quantity demanded

	 2.50
	1

	2.25
	3

	2.00
	8

	1.75
	19

	1.50
	40

	1.25
	73

	1.00
	116

	0.75
	178


Price 
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Figure 2. Curve of demand

You'll notice that people buy more and more pizza as the price de​clines, which is pretty much what you would expect. But we need to un​derstand why people buy more at low prices than at high prices.

Let's suppose that if CDs sold for $15 each, you'd buy just one. But if the CDs were on sale at $10 apiece, why not stock up? At an even lower price of, say, $5, you might snap up all ten CDs. Why? Because the price is a real bargain, and because you can afford to buy a lot more CDs at $5 apiece than at $15 apiece. So we know you would buy at least three times as many CDs at $5 as you would at $15.

Now let's take another example. Would you pay someone to chain you to a wall and whip you? Suppose that the service provider usually charges $10 for ten lashes, but when the shop is running a special, you can get twenty lashes for $10. Would you take advantage of that bargain?

Probably not, since most people would not want to be whipped. I would also like to point out to you that since you are not willing to be whipped, you would not take advantage of this "service," even if it were free. The word wilting is a very important element of the definition of demand.

People are hedonists. We like to maximize our pleasure and minimize our pain. So, implicit in our demand for various goods and services is the assumption that we are buying things that give us pleasure. What about the person who pays to get whipped? That person enjoys it, otherwise there would be no demand for that service.

Let's sum up the law of demand: All other things being equal, price and quantity demanded are inversely related. In other words, as price falls, people buy larger quantities. Or, alternatively, as price rises, people buy less.

"All other things being equal" means that nothing changes: that is, people's tastes and incomes remain the same as do the prices of substitute products. If tastes and incomes did change, maybe those changes would cause changes in the quantity demanded. 

Individual and market demand

Individual demand is what we've just discussed. It is the schedule of quantities of a good or service that an individual is willing or able to buy at different prices. Market demand is the sum of all the individual sched​ules in a market. Let's suppose that Vanay, Irina, Alex, Sveta are also in the market for CDs. When we add up their demand for CDs, together with yours, as we've done in Table 5, we end up with the market de​mand for CDs.

Table 5. Hypothetical demand for CDs

	Price
	Yourself
	Vanay
	Irina
	Alex
	Sveta
	Market demand

	$ 15
	1
	0
	1
	1
	0
	3

	14
	1
	0
	2
	1
	1
	5

	13
	2
	1
	2
	1
	2
	8

	12
	2
	1
	3
	2
	3
	11

	11
	2
	1
	4
	2
	4
	13

	10
	3
	2
	5
	3
	4
	17

	9
	3
	3
	5
	3
	5
	19

	8
	3
	3
	6
	4
	7
	23

	7
	4
	4
	7
	6
	8
	29

	6
	5
	4
	8
	8
	9
	34

	5
	6
	5
	10
	11
	12
	44


The market demand, then, is the sum of the demand schedules of ж the individual buyers in the market. But what is the market? That de​pends on the good or service being purchased.

The market for groceries, for example, is very local. You will shop at a supermarket that's close to your home. Why? Because you don't want your food to spoil on the way home. Have you ever eaten refrozen ice cream? I guarantee that it is a treat you would never try more than once.

How about the market for used cars? How far would you be willing to go to buy a used car at a bargain price? May be a hundred miles? Or even two hundred miles? So, the market for used cars would be within, say, a couple of hundred miles of where you live. How many used car markets are there in the country? Probably over a hundred.

What about new car markets? Perhaps a little less than a thousand, because people might be willing to travel somewhat further to get a good deal on a new car than on a used car.

There are national markets and even international markets for certain goods and services. 

Changes in demand

A change in demand is any departure from the demand schedule. If any change whatsoever occurs in the quantity of a good that is purchased at least one price in the schedule, a change in demand has taken place. For example, in table 6 we have a change in demand from schedule 1 to schedule 2.

Table 6. Two hypothetical demand schedules 

	Price
	Quantity demanded 1
	Quantity demanded 2

	$ 20
	1
	1

	19
	2
	2

	18
	4
	5

	17
	8
	9

	16
	14
	13

	15
	23
	22


Usually a change in demand will be reflected by an increase in the quantity demanded at all prices, in which case we would say there has been an increase in demand. Alternatively, if quantity demanded at all prices decreases, then there has been a decrease in demand.

This is illustrated in Figure 3. If we go from curve D1 to D2, there has been an increase in demand. And if we were to go from D2 to D1, then demand has decreased.

[image: image6]
Figure 3. Shift in demand

There are three main causes for increases or decreases in demand. First, if people's incomes increase, their demand for most goods will rise. However, the demand for "inferior goods" will decrease. Inferior goods are those items that people buy only when they are short of money. Thus, as their incomes rise, people buy smaller quantities of these goods, which include rice, spaghetti, potatoes, and Hamburger Helper-type products.

A second possible cause of an increase or decrease in the demand for a particular good or service is a change in taste. This would reflect another change in taste.

The third main cause of an increase or decrease in demand for a goods or service is a change in the prices of substitute products. If the price chicken fell to 25 cents a pound, what do you think would happen with demand for steak? Or if the price of steel doubled, what would happen 0 the demand for aluminum, plastics, and other steel substitutes?
Supply. One of the nice things about microeconomics is its simplicity. For in​stance, take the definition of supply. Change just two words in the defini​tion of demand (at the beginning of frame 1) and you've got it: supply is the schedule of quantities of a good or service that people are willing and able to sell at different prices.
We can do the same thing with the law of supply. Change just two words in the law of demand and you've got the law of supply (stated near the end of frame 1): all other things, being equal, price and quantity sup​plied are directly related. In other words, as price rises, people sell larger quantities, Or, alternatively, as price falls, people sell less.

Table 7 illustrates the law of supply with a supply schedule. Draw the supply curve in Figure 4, using the data from the table. 
Table 7. Hypothetical supply schedule

	Price ($)
	Quantity supplied

	12
	28

	11
	25

	10
	20

	9
	12

	8
	2


Price
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Figure 4. Curve of supply 

Why does the supply curve slope upward to the right? Why are greater quantities supplied at higher prices than at lower prices? There are two answers to these questions.

First, at any moment in time there are a fixed number of sellers, or firms, in an industry. Right now there may be nine firms making cloth in Kazakhstan and perhaps there are three unisex hair salons in our town.

Let's see what happens when prices go up. The automakers will in​crease their output, operating their plants on double or even triple shifts. The unisex hair salons will stay open longer hours and will hire more bar​bers and beauticians.

But over time, if prices stay high, new firms will be attracted to these industries, increasing output still further. So ultimately, if prices rise and stay high for a fairly long time, the quantity supplied will increase for two reasons: (1) existing firms will produce more and (2) new firms will be at​tracted to the industry.

Equilibrium in supply and demand

The equilibrium point is where the demand and supply curves cross. E is that point quantity demanded equals quantity supplied.

You've already graphed the demand and supply curves separately. Are you ready to put them together on the same graph? Use the data from Table 8 to fill in Figure 5 After you've completed the graph, find the equilibrium price and quantity.
Table 8. Hypothetical demand and supply schedules 
	Price 
	Quantity demanded
	Quantity supplied

	$ 20
	2
	31

	19
	5
	28

	18
	9
	25

	17
	18
	16

	16
	28
	6



[image: image8]
Figure 5. Equilibrium of supply and demand
What is the effect of an increase in supply on equilibrium price and quantity?

Price will decline and quantity will rise. What is the effect of an increase in demand on equilibrium price and quantity?

Price and quantity will increase.
Next: What is the effect of a decrease in demand on equilibrium price and quantity?

The effect will be just the opposite: price and quantity will decrease. 
One more problem: What is the effect of a decrease in supply on equi​librium price and quantity? Price rises and quantity declines.

How can you remember all this stuff? If a stranger were to walk up to you on the street and ask, "What is the effect of a decrease in demand on price and quantity?" would you have a ready answer?

If you memorized the answers to these four questions, you certainly would be ready. 

Isn't there an easier way of coming up with the right answer? Think about it before you read on.

Here's the answer. You ask the person who asked you the question for a piece of paper. Then you sketch the graph and figure out the answer. And that's the way to Figure out a lot of answers to microeconomic questions.
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Appendix 1
TEST
1. Who decides what gets produced in the USA

a) a government planning committee

b) individual consumer

c) individual consumers and the government

d) individual consumer

e) WTO

2. Who decides what gets produced in the former Soviet Union

a) a government planning committee

b) individual consumer

c) individual consumers and the government

d) individual consumer

e) WTO

3. Who decides what gets produced in China

a) a government planning committee

b) individual consumer

c) individual consumers and the government

d) individual consumer

e) WTO

4. Who decides what gets produced in Japan

a) a government planning committee

b) individual consumer

c) individual consumers and the government

d) individual consumer

e) WTO
5. This is the study of the allocation of the scarce means of production towards the satisfaction of human wants

a) accounting

b) management

c) economics

d) marketing 

e) macroeconomics

6. This is ability to make a profit, raises the money to open a business, to run this business, to combine land, labor, capital

a) management ability

b) intelligence

c) entrepreneurial ability

d) fate 

e) accounting ability

7. Naturally occurring goods such as soil and minerals this are used in the creation of products

a) land

b) labor

c) capital goods

d) techniques

e) human being

8. Human effort used in production which also includes technical and marketing expertise 

a) land

b) labor

c) capital goods

d) techniques

e) human being

9. Human made goods which are used in the production of other goods

a) land

b) labor

c) capital goods

d) techniques

e) human being

10. Economic system where government can produce almost all the goods and services

a) a command economy

b) private economy

c) pure capitalism

d) mixed economy

e) private and government economy

11. Economic system where can be some government production and some private production   

a) a command economy

b) private economy

c) pure capitalism

d) mixed economy

e) private and government economy

12.  A for profit, limited liability entity that differs from corporations in that it has members, as opposed to shareholders, who share decision making authority 

a) partnership

b) sole proprietorship

c) corporation

d) cooperative

e) trade union 

13. The author of The Wealth of Nations

a) Adam Smith

b) J.M. Keynes

c) Paul Volcker

d) H. Ford

e) Ricardo

14. Economy is a self regulating system by

a) J.M. Keynes

b) Paul Volcker

c) H. Ford

d) Ricardo

e) Adam Smith

15. Author of The General Theory of employment, interest, and Money

a) J.M. Keynes

b) Paul Volcker

c) H. Ford

d) Ricardo

e) Adam Smith

16. Economics should be controlled by government according to

a) classical economists

b) Keynesian economists

c) monetarists

d) neoclassical economists

e) margenalists  

17. One of the founders monetarist school

a) J.M. Keynes

b) Milton Friedman 

c) H. Ford

d) Ricardo

e) Adam Smith

18. Who from economists believed that they can give people a greater work incentive by cutting tax rates

a) classical economists

b) Keynesian economists

c) monetarists

d) neoclassical economists

e) supply side economists 

19. The schedule of quantities of good or service that people are willing and able to buy at different prices

a) demand

b) supply

c) production

d) needs

e) output 

20. All other things being equal, price and quantity demanded are inversely related

a) law of supply

b) law of demand

c) statement of equilibrium 

d) consumer’s expenditures

e) budget spending 

21. Law of demand

a) as price rises, people buy more

b) as quantity increases, consumer buy less

c) as price falls people buy larger quantities 

d) supply and demand is equal 

e) as price rise, producer reduces supply  

22. Supply is schedule of quantities of a good or service that people are willing and able to sell at different price

a) demand

b) supply

c) production

d) needs

e) output 

23. All other things being equal, price and quantity supplied are directly related

a) law of supply

b) law of demand

c) statement of equilibrium 

d) consumer’s expenditures

e) budget spending 

24. Law of supply

a) as price rises, people sell larger quantities 

b) as quantity increases, consumer buy less

c) as price falls people buy larger quantities 

d) supply and demand is equal 

e) as price rise, producer reduces supply  

25. Equilibrium is

a) the demand and supply curves do not cross

b) quantity demanded equals quantity supplied

c) consumer’s expenditures equals seller’s expenditures

d) consumer’s expenditures equals seller’s expenditures plus profit

e) law of supply and demand

26. What is the effect of an increase in supply on equilibrium price and quantity 

a) price and quantity will increase

b) price and quantity will decrease

c) price will decline and quantity will rise

d) price rise and quantity declines

e) neither price nor quantity will increase 

27. What is the effect of increase in demand on equilibrium price and quantity

a) price and quantity will increase

b) price and quantity will decrease

c) price will decline and quantity will rise

d) price rise and quantity declines

e) neither price nor quantity will increase 

28. What is the effect of decrease in demand on equilibrium price and quantity

a) price and quantity will increase

b) price and quantity will decrease

c) price will decline and quantity will rise

d) price rise and quantity declines

e) neither price nor quantity will increase 

29. What is the effect of a decrease in supply on equilibrium price and quantity 

a) price and quantity will increase

b) price and quantity will decrease

c) price will decline and quantity will rise

d) price rise and quantity declines

e) neither price nor quantity will increase 

30. When market price is above equilibrium price than 
a) buyers will be unhappy

b) the market price will fall to equilibrium price 

c) quantity of demand rises

d) quantity of supplied declines 

e) buyers will be unhappy, the market price will fall to equilibrium price; when that happens, quantity of demand rises, while quantity supplied declines, until the surplus is eliminated

31. When market price is below equilibrium price than

a)  a surplus and dissatisfied sellers are

b) deficit

c) deficit and dissatisfied buyers are

d) dissatisfied buyers and sellers are

e) supply equals demand

32. When market price is above equilibrium price than

a) a surplus and dissatisfied sellers are

b) deficit

c) deficit and dissatisfied buyers are

d) dissatisfied buyers and sellers are

e) supply equals demand

33. The additional utility derived from consuming one more unit of some good or service

a) marginal utility

b) consumer supply

c) total utility

d) marginal demand

e) total demand

34. As we consume increasing amount of good or service, we diminishing utility, or satisfaction, from each additional unit consumed

a) law of consumer supply

b) law of total utility

c) law of marginal demand

d) law of total demand

e) the law of diminishing marginal utility

35. The utility people derive from consuming a certain number of units of a good or service  

a) marginal utility

b) consumer supply

c) total utility

d) marginal demand

e) total demand

36. The difference between what people pay for some good or service and what people would have been willing to pay

a) marginal utility

b) consumer supply

c) total utility

d) marginal demand

e) total demand

37. If we know a person’s demand schedule, we can find

a) her marginal activity, but not her total utility

b) her total utility, but not her marginal utility

c) both her total utility and her marginal utility

d) nether her total utility nor her marginal utility

e) her expenditure 

38. If a service is free, you will consume more and more of it until

a) your marginal utility is zero

b) your total utility is zero

c) both your marginal utility and your total utility are zero

d) neither your marginal utility nor your total utility are zero

e) your marginal is one

39. The owners must have papers drawn up and pay a fee for a charter and this firm must pay income tax is disadvantage of

A. partnership

B. sole proprietorship

C. corporation

D. cooperative

E. trade union 
40. The objective of every business firm is to

a) satisfy demand

b) market equilibrium 

c) maximize profit

d) produce the goods and services

e) progress in scientific area 

41. There are many sellers; they all sell the same product, free entry into industry 

a) perfect competition 

b) monopoly

c) monopolistic competition

d) oligopoly

e) ordinary market

42. Example of perfect competition

a) Kazakhtelecom

b) Microsoft, Apple 

c) agriculture

d) De Beers Diamond Company

e) Big Mac, Coke

43. Competition where the sole supplier of good or service for which there are no close substitutes 

a) perfect competition 

b) monopoly

c) monopolistic competition

d) oligopoly

e) ordinary market

44. Control of an essential resource, government franchise, getting there first, barriers to entry, all of this are bases for 

a) perfect competition 

b) monopolistic competition

c) oligopoly

d) ordinary market

e) monopoly

45. Example of monopoly

a) Kazakhtelecom

b) Microsoft, Apple 

c) agriculture

d) Big Mac, Coke

e) Barber shops
46. Which statement is true 

a) the monopolist always produces at peak efficiency

b) the monopolist never produces at peak efficiency

c) monopolies are inherently evil

d) monopolies generally break even in the long run

e) monopoly is private sector 
47. Barber shops, restaurants, family farms are examples of 

a) partnership

b) sole proprietorship

c) corporation

d) cooperative

e) trade union 

48. Ford Motor Company is a(an)

a) perfect competitor 

b) monopolist

c) oligopolist

d) monopolistic competitor

e) state property 
49. An industry with only a few firms

a) perfect competition 

b) monopolistic competition

c) oligopoly

d) ordinary market

e) monopoly
50. Two owners can raise more capital than one and the partners can share the work and responsibility of running the business is advantages of

a) partnership

b) sole proprietorship

c) corporation

d) cooperative

e) trade union 
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