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Indroduction
the consumption is considered as basic important economic activity of
households and individuals, it use goods and services for To meet and satisfy

human needs.

1-The definition of The consumption

consumption, in economics, the use of goods and services by households.
Consumption is distinct from consumption expenditure, which is the purchase of goods
and services for use by households. Consumption differs from consumption
expenditure primarily because durable goods, such as automobiles, generate an
expenditure mainly in the period when they are purchased, but they generate
“consumption services” (for example, an automobile provides transportation services)

until they are replaced or scrapped.

Neoclassical (mainstream) economists generally consider consumption to be the
final purpose of economic activity, and thus the level of consumption per person is

viewed as a central measure of an economy’s productive success.

The study of consumption behaviour plays a central role in
both macroeconomics and microeconomics. Macroeconomists are interested
in aggregate consumption for two distinct reasons. First, aggregate consumption
determines aggregate saving, because saving is defined as the portion of income that is
not consumed. Because aggregate saving feeds through the financial system to create

the national supply of capital, it follows that aggregate consumption and saving
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behaviour has a powerful influence on an economy’s long-term productive capacity.
Second, since consumption expenditure accounts for most of national output,
understanding the dynamics of aggregate consumption expenditure is essential to

understanding macroeconomic fluctuations and the business cycle.

2- The Types of consumption

2-1 -Consumer Choice: Definition

Consumer choice is the choice of a consumer to buy a product or not. Usually,
consumption or the behavior to buy products increase with increasing income.
Moreover, it also depends on the happiness the consumer derives out of the product
he/she buys.

In other words, a consumer will choose to buy a product if his budget exceeds
the price of the product. Usually, when incomes increase, the budgets for consumption
increase automatically. However, utility or the satisfaction derived from buying a
product does not necessarily increase with increasing incomes. In fact, the utility may
be related to a lot of factors, such as geography, climate, cultural factors, and personal

choices of consumers.

In microeconomics, the theory of consumer choices connects the preferences of

consumers to consumption and consumer demand curves.

Usually, while considering consumer choices, production and consumption are
considered two different aspects. This is so because the two different economic agents

are involved in the two.

2-2-Types of Consumption

Direct Consumption/When the commodities consumed are for human want and they
are consumed directly, it is called direct consumption. Examples include foods and
beverages, toys, etc.


https://www.britannica.com/money/business-cycle

Productive Consumption/When a commodity is consumed in the production of

another product, such consumption is known as productive consumption.

For example, the use of soda for the production of soaps. Productive consumption is

also called indirect consumption.

Slow Consumption/The type of consumption of commodities that remain effective for

a long period of time is known as slow consumption.
For example, the use of consumer durables, electronics, etc., falls in this category.

Quick Consumption/The consumption of commodities that last only for a moment is

called quick consumption.

For example, consumption of single-use goods, such as tea, and coffee falls in this

category.

Wasteful Consumption/The consumption of commodities that lead to the creation of

waste or useless items is known as wasteful consumption.
Examples include the use of mirrors that break down due to mishandling.
2-3- How do Income, Prices, and Preferences Affect Consumer Choices?

Income — The budget constraints effects in consumer choices are usually
expressed with two products on the vertical and horizontal axes. Depending on the rise
of the income usually, an increase in consumption of both goods is observed in a
comparison budget line of two products. Similarly, a drop in income leads to a drop in
consumption of both goods. Goods and services that show such trends are known as

normal goods.



In the case of inferior goods, however, people trim the expenditure on goods and
services they availed previously with an increase in incomes. Such behavior is

observed because, with a higher income, people can opt for costlier products.

Price — Usually, an increase in prices leads to the consumption of one or both
goods in the case of normal goods. There are two effects that are mainly responsible
for this. The substitution effect occurs when people buy less of the product the price of
which has increased and more of that the price of which hasn’t. The income effect takes
place when the purchasing capability of the buyer goes down which leads to a cut in

the buying behavior of both the items.

Preferences — According to the completeness assumption of preferences, the
buyers will tend to buy products they like irrespective of income and price factors. The

consumer is usually capable to say which of the two items he prefers more.

According to the assumption of transitivity, if a consumer prefers good X over good

Y, and good Y over good Z, then he/she will automatically prefer good X over good Z.

The assumption of non-satiation on the other hand relies on the fact that more of any
good is better until it affects the consumer’s capability to utilize all other services or

goods.

3-The theory of consumption

3-1. The Absolute Income Hypothesis:

“...men are disposed, as a rule and on the average, to increase their consumption

as their income increases, but not by as much as the increase in their income”.

The basic tenet of the absolute income theory is that the individual consumer
determines what fraction of his current income he will devote to consumption on
the basis of the absolute level of that income. Other things being equal, a rise in his
absolute



income will lead to a decrease in the fraction of that Income devoted to
consumption. The first statement of this hypothesis was, perhaps, made by Keynes

in the General Theory.
3-2- Relative Income Hypothesis:

An answer to this apparent inconsistency is provided by the relative income
hypothesis, which seems to have been first propounded by Dorothy Brady and Rose
Friedman. Its underlying assumption is that saving rate depends not on the level of
income but on the relative position of the individual on the income scale. As such
relative-income hypothesis implies the assumption that spending is related to a
family*s relative position in the income distribution of approximately similar

families.

Duesenberry develops the proposition that the ratio of income consumed by an
individual does not depend on his absolute income,instead it depends upon his
relative income—upon this percentile position in the total income distribution.
During any given period, a person will consume smaller percentage of his income
as his absolute income increases if his percentile position in income distribution

improves and vice versa.

According to the relative income theory, each family,in deciding on the fraction
of its income to be spent, is uninfluenced by the fact that it is twice as well off in
absolute terms and is influenced only by the fact that it is no better off at all in
relative terms According to RIT, the level of consumption expenditures is not

determined by the absolute level of income but by the relative level of income.
3-3- The Permanent Income Hypothesis:

It is a theory that attempts to explain away apparent inconsistencies of empirical
data on the relationship of saving to income. Data for a single year show that, as

income rises, savings account for an increasing share of income, while data for a



long period of years show that, even though total income rises over the years, total

savings account for a fairly stable share of total income.

4- the Consumption Function

The consumption function is an economic formula that represents the
relationship between total consumption and gross national income (GNI). It was first
introduced by British economist John Maynard Keynes, who argued that the function

could be used to predict total aggregate consumption expenditure.

The consumption function is a valuable tool for understanding the economic cycle and
guiding economists and policymakers as they make key decisions about investments,

as well as monetary and fiscal policy.
KEY TAKEAWAYS

« The consumption function is an economic formula that measures the
relationship between income and total consumption of goods and services in
the economy.

« The consumption function was introduced by John Maynard Keynes.

« Keynes argued that the consumption function could track and predict total
aggregate consumption spending.

. Economists and leaders can use the consumption function to make important
economic and investment decisions.

« Other economists have come up with variations of the consumption function
over time, including those developed by Franco Modigliani and Milton

Friedman.

Calculating the Consumption Function
The consumption function is represented as:

C=A+MD
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C=consumer spending

A=autonomous consumption

M=marginal propensity to consume

D=real disposable income

Who Introduced the Consumption Function?

The consumption function was introduced by economist John Maynard Keynes.
He is known as the father of modern macroeconomics and the founder of Keynesian
economics. This branch of economics suggests that governments should be actively
involved in their economies. Rather than let their economies fall under the free market,
Keynes said government spending can be used as a tool to cut back on weakness in

the economy.
What Shifts the Consumption Function Forward?

The consumption function shifts forward (or upward) when disposable income
or accumulated wealth also increases. The inverse is true for a downward shift in the
consumption function. In this case, it drops or shifts downward when income or wealth

drops.
Why Is the Consumption Function Important?

There are multiple reasons why the consumption function is important to
economics. It is a macroeconomic tool that can help economists understand the
economy, including how business cycles work and the function of the money supply
among others. Economists and decision-makers can use it (and the formula) to make

investment decisions and shape monetary and fiscal policy to direct the economy.



akillagg JLA:'\".\.«.N\

Clalind Al Claddll 5 bl aaiin 5 ol 815 5 Laga Gnslasl Galiad) Ul egin) ysiny
Leelid) 5 sy

Ayl iy yat -]

Gy e Il Calidg s ud) J8 e cleadl) 5 alud) alasiul ga slasyl ale 8 Mgy

aliall 8 SOlgin¥) BEY) e SNIWY) Caling 5l aladinl cilardldl s aludl o) 15 98 5 ¢ SOlginY|

Al LS5 elgd W5y oy 5 il 8 cald JS BLas) a1 5 e laaall i 63 gamall ol (Y J5Y)
Lo aliill sl Ledlagind oy s (i) Claad 3 ) i 63 (Jiall Jaaw o) 48Dl cileaa”

blall Al pasall L B (Osubull) 23l G pSudISH SLaBY) ol pid iy
(ol SlaBBY) ~lail (6 S ja (uliiaS oAl SN (6 sia ) Sl Uil g o galaiEy)

) A g (S oal) slai@Y) g S aLaBY) (e JS (8BS e 1) 90 g & gl Al jo aal

Ca s ST Y S LAY KU NG sany Y 5l 0 et Cpand ST @MYL S SLaBY]

b sl s yxall sl Ll allail) MA (e sdaty KU LAY O 5 A<l 25 Y A Jaall ¢ ja aily

Y1 8 alaiiD Al 50l o o8 5l Legd JlaaY) @lslu g JSH @) b (Jlall Gl ) (e

SSin¥) LY ClSaalinn agd Gl ¢ il bl Gl IS8 S GEY) Of L (Ll el
e W15 ) 5 5 A Aol aiBY) L agdl (5 55 pua el S

Dlgi¥) gl 55l 2
Cay el sellgiiaal) Hldl) 2122

Alis o gVl alayy e sale 5 43l 58 axe ol it o) il ellgiaall sl s ellgiaa) sl
Oe llgiall laaciuy S saland) e Loayl aaieg 4ild celld e 3500 5 Jaall 30l ) s claiall ¢ 5

A iy (Al @l’\.d\



Ay ledie ale 5 aiiall a4l jae st 1) e oyl ellgiuall Ui s AT 3 )l

a3 Y mite ol b oo Ul Ll o dadiall (8 c@lld aay Lol @INEILY) bl jae 233 (Jsal)

Flall s Ll jaadl Jie el gl (o daelly ddagi jo dadiall oS5 08 (Bl Il (8 Jsaall 50Ly ) a3 5 pually
OSleiaall A ad Bl Cl HLadY) g 2aalEtl) Jal gall

Mg Giliaiay (pSlgiual) S ladl ellgiuall &l jLad) &y Hkas day 3 ¢ A5l sLa®@y) 4
(S Qllall g

Al s liline Glils Lagl e NGl 5 Y1 U ki) cellgionall el jlial b el vie ke
DY) (g s il GualaY) LS5l oY

Mg gl 5i1-2-2

¢ paila (< LSl a5 ) cilaliial 4l Algiual) aludl () 65 Lanie / il SIgiuy)
A ) Ly bl 5 il g piiall 5 daadad) ALY Jadis | pilaal) ey agle k)

BTG ALY 138 o yny ¢ AT aite ) Lo dali @Blgin) oy Ladie / aliny) eBlginy)
ey

iy Ll Al ia¥) e sl pball Z 1Y 12 geal) aladind (JBal Jaws e

bl e
el N (a3l (e ALy sl s yial Allad a3 3l aluad) gl g 53yl /e all D)
A3l o328 Cpana Gl ) L g il 5 5iSIY) 55 pamall B8O adaall aladiasd o o Jiall Qoo e
sl G Ban) g Aaal (5 g a g Y ) adaall g e (3l /a paall SIgELY)
Al o3a (pania 8 g8l g (GLAN Jia cBas) 9B e p2du AN adial) eBgin) & ot cJUal) Jas Ao

VL 3ilal) dapae oLl of cllas Gla ) g0 ) adud) el (o y/ch el D]
RERWA|

Leme el ¢ gas oy Jlanti 1 Ll el alasci) @l e 2BGY) (g

9



fellgtnal) ol Hlad) e sl w5 Jaall Jigy cas 3.

Crosaall e cpaia ellgina) col sl 84 jaall 368 <l il e el 25 Lesale — JAA)

L lie 4l jae dad 3 Griallll WIS elginl 830l 5 Jan DU Gale Jaall glas ) e 1alaie) | &Y 5 ol )

G bty aludl Cajad | cpialiad) WIS elgind 8 palassl ) Jaall (alesil gag cJially cpaiial
Agaladl adudly cilalasy) o Jia el

Lee | salin) Al claaadl g adadl o Blasy) (anlity el a6y il adudl Al 3 @lld aa g
A8 T claine jlal Gulll Sy cJAal) g 181 ae 43 o slall 138 JaaBl Jsaal) 5oy ) e Bl

Agalall alid) Al 6 LagilS g cpialiall saa) @Dlgial ) Slasl) g li ) o LeBale — jad)

sl e J8 dpeS Gl (5 yidy Ladie Jlagin¥) 53l oy 13 e el JS8) Y sae o) 5l Sl

A0 8l 5 paall [dd Larie Jaall 5l Gaany o yea i ol o) gminall (pe ST A0S 50 jas aidi ) 52
(O i) IS o) ) @l gl Gda ) g3 Lae (g yidiall

any L sy A clainall 61 58 ) (5 il Jaay Dl JLaiS) pial ¥ 8 g - cidlucadl
‘).\Si L ) () LST J"J;;’.Aslc \33\3 Metiall 6 e sale ‘M‘J Jaall d-“‘)‘: e ‘)‘L"\M

4l oz w\éc Y dalidl g oY dalldl ‘;g; X Aalidl Gllgioall Jaad 13) AJERY) oal siaY Gaj
Z aalldl e X Al Gl Juinin

i i bl Aalis (5 e 2 3l () Lol Aiia e g LulY) aae (a8l aing o5 Al Aali g
AV el gl cilaadl) praa (e BaELYT e ellginl 5,08 e el

Mg 4l -3
st Jaal) s 83-1,

D8 Gl S5 cagd 520 830 ) ae ag SOl 3ol ) () el siall (g dale Bac S (ulill ey

VAN = 3L
deaai A a4l e e Jall aag 3 all ellginall o g Glaall Jaall 4yl ol o)
Gllaall alin a5 ) )l oA L o s Al s Jaall Gl gllaall (o siuall Gulal e @il

10



Calli e OIS A il 03] (s Jsf Jads . Jaall elld e @Dl Gacadall ¢ Sall (alias) ) sag
Aaladl 4 kil 4 5iS

gl J01 daa i3-2-

53056 S0 Ol s s il JAl) dpm B 8 peaal o) (ealiil) 38 e Ala) aa

s o iy Y LAY Jae o 8 A i) oded bl Gl @Y 5 8 e JsY Walia e (le 3

O Laa it o) JRal) i b 8 138 ey Jaa Guliie e 2l i) gl e Ji Ja)
La S Alilaad) ) g JA g 558 (88 S niil) g sl Jasi 5 (S

o Gllaall alan e aaied ¥ 3l 4l o) Jaall L o Laalie dum 8 5 pminsy ) shay
e )b ol Iy MeaY) Jaall a5 A il a1 e - sl adin e Gl e Yy aaia
25 (A el dria s Cpnd 1) lhaall 4l o)) LS Al o 8 A (i) ellging Coguw e
s (pSall g Jaal)

Lol Ay Al Y ldan (pe ddaiin o) ¢ Jall aaad & 6yl IS 8 ) Jaall 4 el ad g
Cun e 3BY) Gle Vs Jeadl canad Lol diing Jaid il g cdillaall dadll Cun (e (45 yas Vs Jucail
Bllaall (s ginally 3% ¥ (St BAY) s gina (I o S ity gaal T gy Al il
Jaall ol (5 gluaally Jy Jaall

sl Jaal) 4o 83-3-

Jaally LAY G A3 Jsa A el UL & Rl sl ciladliall i J gl 4 i Ll
Sy dla 4

By Al agdll Jaall g S IR g A8Bal) Jid Aala®) drua oo DY) Al
il Lgaladiind Sy Ad1al) o200 Jacjg.ﬂ\ ¢S 3 )lle (s ey ) (salai@¥) 5all s ye J Y Lt
AL SN B sl

2L Clulpud) ¢l s alaBY) o) a4 519 Lol 5 ) sall agdl e Blal & IDlgiuyl Al
ALl g 208 Al e Slzad el HLaia1 ol At )l <l )8l aadlas)

11



paldtoeal) Jalasl) eﬂ

& Slaadll g allll JSH @lBleinl) g Jaall a A83all (i Apdbatl Aasa & ADlGLY) Alae
Aoy

LT Ay S ke (s pBe
(S SO LY a8 55 5 i LgiSay gL Alla o 53 ac e
Aage 4y el 5 dpaliail <l )8 HA3Y Mgl Ala aladiud 52l 5 sLaBY o) yual o Sage

Gl A 3 Ley gl 5 e D) A ddline JSET ) (5 AT ¢ spalai) o) Jaa o
Ol 8 G silie g (Al ge K3 i e sla

gy Alls il

A sl e iyl s (i
C=A+MD

S slasyl=C

Jatiad) SN I=A

Dl gl Juall=M
Siall AUl Jaall=pD

g Alla a3 A (4

Syl all gl o yma a5 S 0 5lile O sa o3LaBY) juall J8 (e NI A agai

Lol o Hlin o Cangy e sSa) 0 SLaBY) (e ) 138 58 530S SLaBY) (uge g Enaal) K

OSar e sSall Bl o) S JE G _all 3 sad) 5 jlans cand 2 Lgiladblail & 5 e Yy Lgslalass)
Sl 8 Canaall (e 2all 3101 daladin

12



ala¥) A IOl Alls Jsag sl L

Lyl 4 yiall 3 5300 ol 2Ll Jaadl 21a 3 Lesie (Ao ) 1) alel1 ) @lDlgial) Al J g
i) ) Jsati sl (s sl oda 8 @) Ay 8 Jau) ) il duilly musa (Sall
Bl o Jaall (adds Leaic

filage Mgy Alla aa3 13La)

o) pd aelud o Sy 2K Aualeatd) 310 Led) | alat daga DY) Ala Jaad soanie cilead @llia

Dsal O e il (g el ddida g5 Jlae Y1l 50 Jee AaS @l b Loy calaBY) agh o slaisy|

bl JiSi g Hlaiina¥) <l ) 8 3A3Y (Aapall 5) Lgaladind ) jall ¢ lia s SLaiBV) o) pal (Say 5 A
ALty aua gl Adlall ¢ dpasal)

The Investment and their function

1- The concept of Investment

2

Obijectives of Investment

Determinants of investment

3
4

Types of investment.

5- Conclusions

Introduction

13



Savings and investment are the two things that builds the country’s economy.
The investment is made with the hope of greater payment in future than the
originalamount. In other words, it is the asset that provides better income in the future
or will fetch higherprofit when sold later. But due to industrialdevelopment and the
growth of nation, the investment has changed to the next level as investment of money

in shares, purchase in bonds, mutual funds, crypto currency. debentures etc.

1- The concept of Investment Investment is defined as the commitment of current
financial resources in order to achieve higher gains in the future. Consumption is
defined as one’s total expenditure on goods and services that are used to satisfy his

needs during a particular period.

- Investing, broadly, is putting money to work for a period of time in some sort of
project or undertaking to generate positive returns (i.e., profits that exceed the
amount of the initial investment). It is the act of allocating resources, usually
capital (i.e., money), with the expectation of generating an income, profit, or
gains

- Investment is an employment of funds on assets in the aim of earning income or
capital appreciation.

- According to oxford dictionary “investment is defined as the action or process
of investment money for profit”.

- Definition-Economic sense

- “Investment means the net additions to the economy’s capital stock which
consists of goods and services that are used in the production of other goods and
services” (Capital formation) Investment is the net addition made to the nation’s
capital stock that consists of goods and services that are used in the production
process. A net addition to the capital stock means an increase in the buildings,
equipments or inventories. These capital stocks are used to produce other goods
& services.

- Definition—Financial sense

14



“Investment is a commitment / employment of funds made in the expectation of
some positive rate of return. If the investment is properly undertaken, the return
will commensurate with the risk that the investor assumes”.

- - Donald E. Fischer and Ronald J. Jordan

- Financial investment is the allocation of money to assets that are expected to

yield some gain over a period of time.

2- Objectives of Investment

Before investing, it’s important to understand why you are investing. While everyone’s
individual objectives may differ, the overall goals of investing money may include

building wealth, saving for retirement, or creating a financial cushion.

Here are some reasons why you should invest:

1.To maintain financial security:

Ensuring that your money does not erode over time is a key goal when investing.
Instruments such as fixed deposits, government bonds, and savings accounts are all
suitable for this purpose. They may not offer the highest returns, but they guarantee

that your capital remains secure.

15



2.To accumulate wealth:Investing money is done with the goal of building a sizeable
corpus over time. Capital appreciation is an important long-term goal that helps people
plan for their financial future. To grow your money, you need to consider your
Investment objectives and options that can provide high returns. Real estate, mutual
funds, commodities, and stocks are some of the best investments for growth but come

with risks.

3.To receive regular returns: Investments can be a reliable source of income.
Examples include fixed deposits and stocks of companies that regularly distribute
dividends. These investments can help cover everyday expenses in retirement, as well

as provide supplementary income during working years.

4.To minimise tax liability: In addition to capital growth or preservation, investors

may have other reasons for investing. The Income Tax Act, 1961 provides tax

exemption to those who invest in options such as Unit Linked Insurance Plans (ULIPS),
Public Provident Fund (PPF), and Equity Linked Savings Schemes (ELSS). This type
of investment can be deducted from one's total income, resulting in a lower taxable

income and a lower tax liability.

5.To prepare for retirement:Preparing for retirement is essential. Having a sufficient
retirement fund is important to ensure financial security during your later years, as you
may not be able to continue working forever. Investing your income wisely can help

your funds grow, giving you a comfortable retirement.

16
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6.To achieve your financial objectives:Investing can be an effective way to reach
your short-term and long-term financial objectives without too much effort or strain.
Some investments, such as those with a short lock-in period and high liquidity, can be
ideal instruments to store your funds in if you want to save up for near-term goals like
financing home renovations or setting up an emergency fund. Meanwhile, investments

with a longer lock-in period can be great for saving up for long-term objectives.

3- Determinants of investment
o 3-1- Interest Rates and Investment

there is a relationship between interest rates and investment . This relationship
applies to all forms of investment: higher interest rates tend to reduce the quantity

of investment, while lower interest rates increase it.

At any one time, millions of investment choices hinge on the interest rate. Each
decision to invest will make sense at some interest rates but not at others. The higher
the interest rate, the fewer potential investments will be justified; the lower the
interest rate, the greater the number that will be justified. There is thus a negative

relationship between the interest rate and the level of investment.

3-2 -The Level of Economic Activity

Firms need capital to produce goods and services. An increase in the level of
production is likely to boost demand for capital and thus lead to greater investment.
Therefore, an increase in GDP is likely to shift the investment demand curve to the
right.

To the extent that an increase in GDP boosts investment, the multiplier effect of an
initial change in one or more components of aggregate demand will be enhanced. We
have already seen that the increase in production that occurs with an initial increase in

aggregate demand will increase household incomes, which will increase consumption,
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thus producing a further increase in aggregate demand. If the increase also induces

firms to increase their investment, this multiplier effect will be even stronger.
« 3-3- The Stock of Capital

The quantity of capital already in use affects the level of investment in two ways.
First, because most investment replaces capital that has depreciated, a greater capital
stock is likely to lead to more investment; there will be more capital to replace. But
second, a greater capital stock can tend to reduce investment. That is because
investment occurs to adjust the stock of capital to its desired level. Given that desired
level, the amount of investment needed to reach it will be lower when the current

capital stock is higher.

- 3-4-The Cost of Capital Goods

the cost of capital goods themselves. If, for example, the construction cost of new
buildings rises, then the quantity of investment at any interest rate is likely to fall. The

investment demand curve thus shifts to the left.

3-5-Technological Change

The implementation of new technology often requires new capital. Changes in
technology can thus increase the demand for capital. Advances in computer technology
have encouraged massive investments in computers. The development of fiber-optic
technology for transmitting signals has stimulated huge investments by telephone and

cable television companies.
- 3-6-Public Policy - economic political

o Public policy can have significant effects on the demand for capital. Such

policies typically seek to affect the cost of capital to firms.

18



- 3-7-Changes in national income

Changes in national income create an accelerator effect. Economic theory
suggests that, at the macro-economic level, small changes in national income can

trigger much larger changes in investment levels.
4- Types of Investment Decisions

Strategic Investment — These investment decisions are taken with a long-term
perspective. Strategic investments can include many different types of projects, like
picking projects that give a company an edge over competitors, improve products

and services, and make operations more efficient.

Capital Expenditure — Capital expenditure decisions are important for
maintaining and expanding business operations. They include choosing long-term

investments in fixed or physical assets like machinery, plants, buildings, and land.

Inventory Investment — Every business must make sure that the goods they
hold in their inventories (the stock) are at optimal levels to meet customer demand
efficiently. These investment decisions involve deciding how much stock a
company should keep and balancing inventory levels to make sure that there is

enough stock to avoid shortages while keeping storage costs low.

Modernisation Investment — If a business wants to survive, it must keep up with
modern standards. As the name suggests, modernisation investment decisions are
made to update or upgrade a business’s operations, technologies, and systems. With
this, a business can be more efficient, competitive, and effective. Modernising also

helps improve customer satisfaction and reduce costs.

Replacement Investment — Many factors force businesses to replace old assets
with new ones. For example, an old manufacturing plant might not be able to deliver
optimal results due to wear and tear. A factory may become obsolete because a new

19



technology offers better efficiency and performance. Similarly, an old machine may
become too costly to maintain. Replacing outdated assets can make sure that a

company keeps up with the competition and stays productive.

Expansion Investment — When businesses want to grow, they can open new
branches, offices, factories, and plants to increase output. Since opening these new
locations is often very costly, businesses have to carefully assess their benefits. With
effective expansion investments, businesses can boost their production capacity,

reach more customers, and enter new markets.

New Venture Investment — Businesses often evaluate whether to fund and
support a new business idea, like a startup or a new project. When businesses make
these decisions, they have to look at the market potential, innovation, competition
and growth opportunities. These investments are also very costly and high risk, but

successful new ventures can lead to big profits and business growth.
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Economic Doctrines and systems
1- The definition of

- Economic Doctrines

- Economic systems
2- Prevailing economic doctrines and economic system.

1-1- Concept of economic doctrine.

'‘Economic Doctrines' refer to the principles and beliefs that guide the
relationship between the state and the economy, shaping policies related to economic
development, trade, and government intervention based on different schools of

economic thought throughout history.

Economic doctrines don’t emerge and become adopted on the basis of
intellectual arguments alone. The economic and social structures of an era profoundly
shape not only what economic doctrines emerge as dominant but also which policies
stemming from economic doctrines are effective. Thus, for example, the dominant
economic doctrine before World War 11 was classical economics, which supported the
primacy of markets and a limited role for government. In the 1940s, following the Great
Depression and the emergence of large corporations and large government after World
War |l, Keynesian economics emerged as the dominant paradigm. Keynesianism
emphasizes using federal government spending and other policies to spur economic

demand and manage the business cycle

Each economic doctrine has its bible, and the bible for neoclassical economics
is Adam Smith’s classic 1776 book, An Inquiry into the Nature and Causes of the
Wealth of Nations.
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Doctrine involves elements of moral order, philosophical order and spiritual

order etc.

It concerns various forms of interpretation of economic thought. Doctrine comes
from the Greek "doxa", opinion; it falls within the domain of belief and faith; it affirms
subjective realities; it seeks to interpret more than to know; it tends, therefore, to fall
into doxa, opinion by methodological filter. Doctrines condense the philosophical

beliefs of economists.
1-2- The Nature of economic doctrine

Economic doctrine is characterized by its societal specificity and cultural
nature. So, economic doctrine governing economic activity in an open Western
society is different from that of a conservative or closed society governing an Islamic

or socialist society.

Economic doctrine is consistent in its origins even if the qualities and

applications of these assets vary depending on the circumstances and conditions.

1.3. Prevailing economic doctrines ;

Capitalist Doctrine: This doctrine is based on:

1- Full economic freedom.

2- Freedom of ownership (private property) and priority of the private sector.
3- The market alone is able to allocate resources.

4- Free competition and antitrust.

5- The neutrality of the State, that is, the non-interference of the State in
economic life.

Socialist doctrine: This doctrine is based on a set of principles, including:

1- Collective ownership of means of production.
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2- The State’s direct intervention in economic life.
3- Comprehensive planning to allocate the nation’s wealth.
Islamic doctrine: Which is based on:
1- Economic freedom guided by Islamic disciplines.
2- Coexistence of multiple public, private, collective and cooperative property.
3- The State’s interference in the organization of economic life.
4- The effective role of the cooperative competition market.

4- Guiding planning of economic life
2. the Economic system

2.1. Concept of economic system

Economic system is the way that society organizes economic life in a manner
thatembodies the principles of economic doctrine in light of the various stages of
society’s development, and the size of its resources and the forms of its challenges, in
the context of prevailing internal conditions and the nature of developments in

international economic relations.
2-2-Characteristics of economic system
Economic system has the following characteristics:

- Real or on-the-ground reflection of economic doctrine, where it is usually based
on a group of institutions interconnected with a network of mutual relations that
ensures the organization and guidance of economic activities and various markets for

the purpose of addressing the existing economic problem.

- In its doctrinal applications, it reflects the cultural specificity of the community.
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- Applications of the system vary from stage to stage; the nineteenth century’s
economic system reflects doctrinal principles that differ from the current century’s

capitalist system, as well as from the socialist system that prevailed in the 1930s.
2.3. Components of economic system

Any economic system consists of an institutional and procedural systems.
Institutional system: it is consisted of:

1- Private and public economic companies and institutions.
2- Monetary and banking institutions.

3- Customs and tax institutions.

4- Non-banking financial institutions.

5- Financial markets.

5- Various departments.

Procedural system: Consisting of various economic policies, including
government’s package of actions, measures, laws, and regulations aiming to regulate
economic life, by including the following policies:

1- Fiscal and fiscal policies.
2- Monetary and banking policies.

3- Social, health, educational and other policies.
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