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PREFACE

Welcome to Indian Economy for RAS Preparation - a carefully
curated and exam-focused resource designed exclusively for
aspirants of the Rajasthan Administrative Services (RAS)
examination. This book is brought to you by RASonly, an institution
committed to delivering high-quality, student-centric content that
meets the evolving demands of RAS preparation.

The Indian Economy is a vital segment of the RAS syllabus, crucial
for understanding the nation’s development policies, fiscal
structure, monetary framework, economic reforms, and
contemporary challenges. This book aims to present economic
concepts and data in a simplified yet comprehensive manner,
ensuring conceptual clarity and relevance for both prelims and
mains. Whether you're a beginner exploring economic
fundamentals or an advanced learner revising key concepts, this
book is structured to support every stage of your preparation. It
provides a topic-wise breakdown of core areas such as national
income, planning, banking, inflation, fiscal policy, budgeting,
agriculture, industry, and international trade, along with current
economic issues and government schemes. Strictly aligned with the
latest RPSC syllabus and exam trends, the book emphasizes clarity,
factual accuracy, and analytical depth. It not only helps you grasp
the basics but also encourages critical thinking about India’s
economic direction, policy choices, and development priorities.

At RASonly, we believe in empowering aspirants with knowledge
that goes beyond memorization. Our approach integrates
conceptual understanding with real-world applications, enabling
you to connect economic theories with policy implications and
ground realities. We hope this book proves to be an essential part
of your preparation toolkit and helps you navigate the Indian
Economy with confidence and insight.

Wishing you success and clarity on your journey!

RASonly TEAM

COMPILED BY: HARSHIT SHARMA DESIGNED BY: ABHINAV MEENA
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Understanding Economy and Economics’

e The study of economic activities
is called Economics. Economic
activities are those activities
which are undertaken for
monetary gain.

What Economics Studies

Economic
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e Economic activities include:
o Producing goods and services.
o Consuming these goods and services.
o Monetary (money-related) transactions.
e Economics is often seen as a study of how we use resources because its definitions can
change over time.
e Adam Smith, known as the father of Economics, defined it as "an inquiry into the nature and
causes of the wealth of nations."

The Nature of Economics

‘Economics is a social science which studies how to utilize scarce resources in the fulfillment of
various wants and needs.
e Economics mainly focuses on resources, which can be:
o Abundant (plentiful) or scarce (rare).
o Natural or man-made.
o Monetary (money) or non-monetary (not money).
o Distribution
e Even useful things like air have no price, while rare things like diamonds have a high price
because they are scarce.

e Adam Smith's Observation on Value: Adam Smith
observed that things with great "value in use" (very
useful) often have little "value in exchange" (cannot
be exchanged for much), and vice versa. For
example, water is very useful but cheap, while a
diamond is less useful but very expensive. This
shows economics looks at both scarcity and
abundance, but mostly focuses on scarce resources
because humans value them more.

What Economics Studies

Economics studies more than just resources; it also looks at:
e Factors involved in production (making things).
e People and groups involved in creating, using, and distributing resources.
e How resources are given out and used.
e The reasons, goals, and thoughts behind economic decisions.
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Factors of Production

Factor

Role in
Production

Land

Base, raw
materials
natural

resources

Labour

Physical and
mental
effort

Capital

Tools,
machinery
finance

Entrepreneur

Organizer
and risk-take
(private/
government)

Land | Labour

Entrepreneur

e An entrepreneur can be a private individual or the government.
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Economic Theories and Assumptions

e Just like a car's mileage is tested in a lab under specific conditions, economic theories are also
developed and tested under certain assumptions to simplify real-world complexity.

e For example, the demand theory states that if the price of something increases, its demand
decreases (and vice versa). This assumes "all other things remain unchanged."

e This assumption is called Ceteris Paribus, a Latin phrase meaning "all other things being
equal or constant." It helps economists focus on the relationship between two specific things
without other factors interfering.

e While real-life situations might differ, these theories are still valuable because they provide a
strong foundation for understanding economic behavior.

Branches of Economics: Microeconomics and Macroeconomics

Economics is divided into two main parts, especially after the
Great Depression in the 1930s:

. . MICRO-
e Microeconomics: ECONOMICS MACRO-
o The word "Micro" means small. i ECONOMICS

LOCAL
MARKET

o |t studies individuals and small groups.

o Examples: How a single consumer behaves, the
demand for one product, how a specific company
produces, or employment in one industry.

o It focuses on a "bottom-up" approach.

e Macroeconomics:

o The word "Macro" means large or general.

o |t studies the economy as a whole.

o Examples: National income, unemployment across the
entire country, the overall price level (inflation), or total
demand and supply in the country.

o John Maynard Keynes is known as the father of
Macroeconomics. His important book was The General
Theory of Employment, Interest, and Money (1936).

o It focuses on a "top-down" approach.

e Both Microeconomics and Macroeconomics are connected; for instance, national inflation
(macro) affects prices for individual consumers (micro).

e Econometrics is a third important area that uses statistics and mathematics to study
economic problems.

e Mesoeconomics - Mesoeconomics can be defined as the intermediary level between macro-
economic and micro-economics like study of sectors of economics.

e Example: auto, infrastructure etc.
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What is an Economy?

An "Economy" is simply economics in action. It is a system
through which people produce, distribute, and consume
goods and services. It includes all economic activities related

to:
e Production of goods and services
¢ Distribution of income and resources Productionof Distribution of
. . . goods and services income and resources
e Exchange and trade (domestic and international)
e Consumption by households, firms, and the government Py, a’ ? 7]

This system functions at various levels—national, regional, or
local—and reflects how a society manages its scarce resources

Exchange and trade Consumption
(domestic and by households,

to meet the needs and wants of its population. internationa) firms, and the

government

Sectors of Economy

PRIMARY

There are three main sectors, with the tertiary sector further SECTOR
.

divided into two sub-sectors:
1. Primary Sector:
o Includes activities mainly connected to nature i.e.
extraction and production of raw materials.
o Examples: Agriculture, Forestry, Dairy, Fishing.
o Itis often called the agriculture sector.
2. Secondary Sector:
o Includes industrial activities which involves processing,
manufacturing, and constructing products.
o Examples: Automotive industry, furniture industry,
textile industry, electronic industry.
o Itis popularly known as the industrial sector.

SECONDARY
SECTOR

" _TERTIARY -
SECTOR 2>

3. Tertiary Sector:
o Includes services and focuses on intangible services rather than tangible products.
o Examples: Retail and wholesale trade, Transportation, Financial services, Healthcare,
Education, Tourism etc

o Services are also divided into two other areas:

(i) Quaternary Sector: This keeps services that are based on knowledge.
Examples: Medical Services, Education Services, Legal Services.

(ii) Quinary Sector: The quinary sector is the segment of the economy that makes the
highest-level decisions.
This includes the government, which is in charge of enacting legislation. It also includes
the most powerful decision-makers in industry, trade and education.
Examples: Civil services (like IAS/RAS), political services.

J 5
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Stages of Economic Growth

Service-
Based
Industry-  Economy
Based
Agriculture-  Economy
Based

Economy

Share of GDP

Time

e W.W. Rostow described five stages of economic growth, showing how economies evolve.
Countries like India skipped proper industrial development and jumped to services.

Evolution of Economic Models and Systems

¢ Initially, Jean-Jacques Rousseau promoted humanism, emphasizing Liberty, Equality, and

Fraternity.

¢ Following this, two main economic models emerged: Capitalism and Communism.

Economic Systems: Capitalism vs. Communism

Feature Capitalism Communism
Supporters of Liberty Equality
Private Property Recognized Not recognized

Government Control

No control over the market (free market)

Complete government control over
the market

Resource Distribution

Based on merit

Based on need

Government Type

Democratic government

Dictatorship

Stance on Violence

Support of non-violence

Support for violence

Class Relations

Class struggle and class cooperation

Class struggle

Religiously atheist; religion compared

Religion Matter of personal belief ,
to opium
Main Thinker Adam Smith Karl Marx
Key Books The Wealth of Nations (1776) Das Kapital, Communist Manifesto

J 6
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Private Property
Recognized

5

No Private Property

a0
R Free Market Control Government Market
Control
r(k Merit-Based
% Distribution Need-Based
Distribution
@ Democratic
E Government Dictatorship
Government
% Support of Non-
Violence Support for Violence

(o]
(e]

Class Struggle .
Class Cooperation

Personal Religious
Belief

878 =8 (o ® &

Atheist Stance

0 2

Capitalism Communism

e Market Economy (Capitalism/Free Market):

o Based on demand and supply, with private ownership and minimal government
involvement.
Adam Smith believed self-interest (the "Invisible Hand") guides economic activity.
Laissez-faire means minimal government interference.
Differences: Capitalism focuses on owning wealth and assets, while Free Market focuses
on exchanging wealth. Capitalism might have some government rules, but Free Market
aims for little to no government rules.

o Cons: Can neglect the poor, increase inequality, and offer few welfare measures.

¢ Non-Market Economy (Socialist/Communist):

Based on Karl Marx's ideas.

Socialism: State controls natural resources.

Communism: State controls both resources and labor.

There is no private property or competition. The state decides what, how much, and how

to produce.

o Cons: No creation of new capital, poor use of resources, lack of motivation and new ideas,
and often no political freedom.

O O O O
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Historical Developments of Communism

e The Bolshevik Revolution took place in 1917 in Russia, led by Lenin, establishing a communist
government.

e In 1922, the USSR (Union of Soviet Socialist Republics) was formed.

e After Lenin's death, Stalin became the new dictator there.

e From 1945 to 1991, after World War Il, an ideological conflict called the Cold War took place
between the USA (leading with Capitalism) and the USSR (leading with Communism).

e In 1991, the USSR broke apart, and the Cold War ended.

¢ In China, communist rule was established in 1949 under Mao Zedong.

e China implemented economic reforms in 1978. Economically, China adopted aspects of
capitalism, but politically, it remains communist.

e Other countries that adopted communism include Cuba, North Korea, Cambodia, Vietnam,
and Venezuela.

The Rise of Mixed Economy

o After the Great Depression in the 1930s, market economies started adopting ideas from
Keynes, including some government intervention.
e By the 1980s, non-market economies also began moving towards market principles (e.g.,
USSR's Perestroika and Glasnost, China's Open-Door Policy).
¢ Mixed Economy: This model combines elements of both capitalism and socialism.
o Both private businesses and the government have roles.
o Private businesses usually handle profit-making activities, while the state focuses on
welfare-related roles.
o This system is flexible and changes over time.
¢ India's Economic Journey:
o Initially, India adopted a mixed economy model, combining capitalism and socialism, but
with a stronger leaning towards socialism.
o In 1991, India faced an economic crisis, leading to significant economic reforms. After
these reforms, the economy moved more towards capitalism.
o Mahatma Gandhi initially supported communism, but later became a socialist.

Distribution Systems

Different economic systems distribute goods and services in
different ways: ownership i control

Post-1991
India /
France

Liberal economy

Private

Economy Type Distribution Method

Capitalist Market-based

Socialist

State/Non-Market Direct state supply

Mixed Hybrid (market and state)
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RAS MAINS PRACTICE QUESTIONS

Short Answer Questions (Answer in 15 words)

1.What is the definition of economics according to Adam Smith?

2.Name the four factors of production and their roles in brief.

3.What is the meaning of the term "Ceteris Paribus" in economic theories?

4. Differentiate between the primary and secondary sectors of the economy with one example

each.
5.What is the key difference between a market economy and a non-market economy?

Medium Answer Questions (Answer in 50 words)

1.Explain the difference between microeconomics and macroeconomics with two examples for

each.
2.Describe the role of an entrepreneur in the production process and how it differs from the

other factors of production.
3.Discuss Adam Smith'’s observation on "value in use" versus "value in exchange" with

examples.
4.What are the quaternary and quinary sectors of the economy? Provide two examples for

each.
5.Briefly compare capitalism and communism in terms of private property and government

control.

Long Answer Questions (Answer in 100 words)

1.Analyze how the concept of scarcity influences economic decision-making and resource
allocation, using examples of both abundant and scarce resources.

2.Discuss the evolution of economic systems from the perspectives of capitalism and
communism, highlighting the role of historical events like the Bolshevik Revolution and the

Cold War.
3.Evaluate the advantages and disadvantages of a mixed economy, using India’s economic

journey since 1991 as a case study.
4.Explain how the assumptions like Ceteris Paribus simplify economic theories, and discuss the

limitations of such assumptions in real-world applications.
5.Compare and contrast the primary, secondary, and tertiary sectors of the economy, and
analyze how the shift from primary to tertiary sectors reflects economic growth in a country

like India.




