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Let’s say you have Rs 1 lac with you.

With the Rs 1 lac you start a
business. The business earns

Rs 20,000 per year. Clearly you’ve
added to the value of Rs. 1 lac

By Rs 20,000 This is known as
investment because you increase

the value of the money




Let’s say you buy a car with the Rs 1 |lac

If you didn’t have a car of your own earlier, this car brings comfort

and enhances your efficiency. The car takes you to your office in
more comfort. You’re able to work more and work better. Your social

status Increases and your boss is pleased by your performance.




He gives you both a promotion and a raise. If you were earning

Rs 50,000 per month earlier, your new raise has let’s say taken
it to Rs 75,000 per month You’ve thus increased your wealth by
50% per month. This “car” purchased too can be considered an

“investment “ because it helps to increase your wealth.




Now let’s say you spend Rs 20,000 on the car by changing its

upholstery. Clearly this spending is “consumption” because the

changed upholstery would hardly have an impact on increasing

your overall wealth.




So the spending that increases your overall “wealth” is an

“investment “while the spending that does not increase your

“overall” wealth is “consumption.”




Investment and consumption are also two sides of a coin. If you

were to buy shares of the company making upholstery which you

bought, it would be investment while purchase of the upholstery

was “consumption”

So how are you impacted if the price of the upholstery goes up?




If the price of the “upholstery” goes up, you’ll certainly feel the

pinch as a consumer. However as an investor you may laugh all

the way to the bank if the share prices go up on account of high

demand of upholsteries.




Hence, clearly it is important that there is both consumption and
Investment in an economy for the economy to grow in a balanced
manner.

On the other hand even you as an individual need to partake both

In consumption and investment to enjoy a balanced life which

gives you returns while at the same time allowing you to enjoy

some luxuries of life.




Hope this story has further clarifies

“investment and consumption”
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The views expressed in this lesson are for information purposes only and do not construe
to be any investment, legal or taxation advice. The lesson is a conceptual representation
and may not include several nuances that are associated and vital. The purpose of this
lesson is to clarify the basics of the concept so that readers at large can relate and
thereby take more interest in the product / concept. In a nutshell, Professor Simply Simple
lessons should be seen from the perspective of it being a primer on financial concepts.
The contents are topical in nature and held true at the time of creation of the lesson. This
Is not indicative of future market trends, nor is VEcoSys IMF Pvt. Ltd. attempting to predict
the same. Reprinting any part of this material will be at your own risk. vEcoSys IMF Pvt.

Ltd. will not be liable for the consequences of such action.

Mutual Fund investments are subject to market risks,

read all scheme related documents carefully.




