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2.1) I9Afran fasawor (Utility)
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2.1) Utility Analysis

Utility — the satisfaction a consumer derives from
consuming a good or service
o Example : If a hungry person gets satisfaction
from eating food, then the food has utility for
that person
Features of Utility
= Subjective and psychological : The utility of the
same good differs from person to person
= Ethically neutral : Cigarettes or liquor also have
utility because they satisfy someone's want —
utility does not mean 'beneficial’.
= Relative : It changes with time and place
= Unit of utility = Util

The total satisfaction obtained from
consuming all units of a commodity

Total Utility

The change in total utility resulting
Marginal Utility from the consumption of one
additional unit

Two Approaches to Measuring Utility

Basis Cardinal Ordinal
Satisfaction is Satisfaction is measured
Meaning measured in only in terms of
numbers (utils) order/preference (Rank)
Propounder | Alfred Marshall Hicks and Allen
Marginal utility
analysis, Law of Indifference Curve (IC)
Tools
Diminishing analysis
Marginal Utility
Realism Less realistic More realistic




2.2) qAid (Marginal Concepts in Economics)

1) HHid SYFAET (Marginal Utility) — 399T<ET R f&d 9]
g1 41 &1 Uk ATdITh Sh1s Bl STUHNT & 9 [Heq arat

Afdies e
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Total Utility

* MU 9% g0 910 I g0 9 &1 3R TRar 2| g guiar e &
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Qi (Utility) aedt STTdt 2l

Marginal Utility
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2.2) Marginal Concepts in Economics

1) Marginal Utility — the additional satisfaction a
consumer gets from consuming one more unit of a
good or service
o the change in Total Utility

2) Nature and Behaviour of the Curve
* The MU curve always slopes downward from left to

right. It shows that as consumption increases, the

additional satisfaction (utility) from each successive

unit keeps falling.

Total Utility

Marginal Utility
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(Unitof Goods —
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BTH d1HTd IUFIiar &1 999 (Diminishing Marginal Utility) Y
o Ud.QI.TMEA (1854) — A &1 Ygdll (H9H
o TA-IY &Y fhdl 9% F TTaR 31ferd SH13a1 BT 3TN Hd &,
& 3T ghls 4 Ao aredl i@ (MU) &H &IdT STl 2|
O 999 &1 9@ A19d1Y (Assumptions)
o TA%a IUWNT (Continuous Consumption)
o HHEY B4l (Homogeneous Units)

o HMHE® ATHR (Standard Size)

o 3IUHIHI &I HHEH [Ffd R et
O {997 & 3194q1g (Exceptions)

o g7 3RIgufd

o €M% 3IRIUR

o d%Me gy (Intoxicants)

si# (- 10, 3, 6... 0, -
2)



Law of Diminishing Marginal Utility Y
o H. H. Gossen (1854) — Gossen's First Law
o As we consume more and more units of a good continuously,
the satisfaction (MU) from each successive unit goes on
decreasing.
J  Main Assumptions of the Law

o Continuous Consumption

o Homogeneous Units

o Standard Size Q X-axis (horizontal line):

Units of the good consumed
Ceg., 1, 2, 3, 4..))

Q Y-axis (vertical line):
Marginal Utility (MU)
values (e.g., 10, 3, 6... 0, -
2)

o The consumer's mental state remains constant

d Exceptions to the Law
o Money and Wealth
o Hobbies and Collections

o Intoxicants




qu-dHTd IUFIdr &1 999 (Law of dIHTd 341G (Marginal Product - MP)
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Apauaqe &1 e (Law QO  #F #ifoig ue @d # 2 Aeigr e 100 @t 18 31rd 81 3fE v e ueie
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g & faftva a3 s
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Law of Equi-Marginal Utility Marginal Product - MP

o Gossen's Second Law or the W The increase in total product when one additional unit of a variable factor

Law of Maximum of production (e.g., labour or raw material) is used.
Satisfaction) O  Suppose 2 workers together grow 100 kg of wheat on a farm. If a third

o Law — A consumer spends worker is employed and total output rises to 120 kg, the marginal product
limited income on different of the third worker is 20 kg (120 — 100)

goods in such a way that the Stock Flow

marginal utility from the last

, . o A quantity measured over a specific
rupee spent on each good A quantity measured at a fixed point in time.

period of time.

HECOmBT TNy, . It has a time dimension (per
It has no time dimension.

o “The last rupee spent on day/month/year).

every good should yield the

It is a static concept. It is a dynamic concept.

same marginal utility. Stock affects flow Flow affects stock

Monthly salary, national income,
Total national wealth, the total supply of
investment made in the economy during
money on a given day, or your bank balance
a year




HIHId @Td (Marginal Cost - MC) Costs

A
QO 4T 9% 91 991 &1 U 3fdih 3618 (one additional MC
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Marginal Cost - MC
The increase in Total Cost when one additional unit
of a good or service is produced
o The extra expense incurred when production is
increased by one unit.
Simple example — If the total cost of making 10
pens is T100 and that of making 11 pens becomes

%108, the marginal cost of making the 11th pen is
8.

In economics, the marginal cost graph (MC curve) is

usually 'U'-shaped. Initially the cost falls as output

rises, but once the factory's capacity reaches its limit,

the cost starts rising sharply with additional

production

Costs

MC

.

» Output

AVERAGE AND MARGINAL PRODUCT CURVES

Output

0 L Labour

4
P

AP,

MP




HTLROT 2] A
PP IdTeA & fHdt v aRad! R,
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arer gRad|
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Concept Meaning Formula

The change in Total Product

(TP) resulting from adding one
Marginal Product MP = ATP
additional unit of a variable
(MP) /AL
factor of production, such as
labour.
The change in Total Cost (TC)
MC = ATC
Marginal Cost (MC) | resulting from producing one ’a
additional unit of a commodity. R
The change in Total Revenue
Marginal Revenue MR = ATR
(TR) resulting from selling one
(MR) /AQ

additional unit of a commodity.
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2.3) IUAHI B §9d (Consumer's Surplus)

ATYROT : Aehe AL (TRIVSH [aR — Wbt Z5i=ar gfue)

Je [hdl a5 & ToTQ IUWTHT GRT YITdTH & Bl dodZdl

(Willingness to pay) 3R a%dd # 9I1dT- &I 7T HIHd (Actual

price paid) & 19 %71 3l &

v IQUIHT B 99d = STHIHT ST ATIHaH BIAd 31 B ddR
& - aRafa® S 1Wd il 98 JH1aT

3gTe0T — gl & & AT 3119 3500 87 #1 d9R 8, R AR

HIHd 3350 & — SYHTTHI B! q9d = AS0
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2.3) Consumer's Surplus

Concept: Alfred Marshall (idea — French engineer Dupuit)

It is the difference between the consumer's willingness to

pay for a good and the actual price paid.

v Consumer’s Surplus = Maximum price the consumer is
willing to pay — Actual price paid

Example — You are willing to pay ¥500 for a book but the

market price is 350 — Consumer's Surplus = X150

Consumer's surplus is very high on necessary goods.

Demand for necessary goods is inelastic — however much

the price changes, the quantity demanded shows no

significant change.




24) TA-FaAuA™E (Diamond-Water Paradox)

O 3EYRON: UeH @9 (Adam Smith)

O s s s ufag Rgiad e s sgad R R aare S saT s
eI 31 d HTaES G- &l HIFd 98d HH (91 L) F1 aldl &, Sd(h
Sitg & fe1q 31999 % 8”1 (diamonds) &1 & IHd 98d 318 341 &ldl 8l

O IHIYH — HId 39gEaT &1 [agid (Marginal Utility Theory)
v %! 9% B SIHd 39S Hd Ui (Total Utility) & 94 &1
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v BR AR U & a4 98 TE FHdl & [ 919TR Jod (Market

p——
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2.4) Diamond-Water Paradox

Concept : Adam Smith

A famous economic principle that asks why water, which is

extremely essential for life, has a very low (or zero) price, while

diamonds, which are non-essential for life, have a very high

price.

Solution — The Marginal Utility Theory

v" The price of a good is determined not by its Total Utility but
by its Marginal Utility

v"  The diamond-water paradox makes clear that market value
is determined not by a good's life-sustaining capacity but by

its availability and satisfaction from the last unit (MU)

FOCUS
Diminishing Marginal Utility =
Gossen's First Law;
Equi-Marginal Utility = Gossen's
Second Law
TV is maximum at MU = 0; if
MU is negative, TU falls
Consumer's Surplus = Marshall;
Paradox of Value = Adam Swmith;
Unit of utility = Util
Cardinal = Marshall
Ordinal = Hicks-Allen.
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2.5) 3Tl 9@ (Indifference Curve)

FTYROT : f&ad T4 TeT (1934)
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2.5) Indifference Curve

Concept : Hicks and Allen (1934)

It shows the various combinations of two goods

that give a consumer the same level of satisfaction

the rate at which a consumer is willing to give up

units of one good to get one additional unit of

another good, provided total satisfaction does not

change.

Properties

v Two indifference curves never intersect each
other

v A higher indifference curve gives greater
satisfaction

v

If the consumer increases the quantity of one good,
he must reduce the quantity of the other to keep
the satisfaction level the same.

As the consumer increases the quantity of one

good, he is willing to give up fewer and fewer

units of the other good in exchange

C

CLOTHING
ON & O ® O M




The Demand Curve

RICE ($)

2.6) ABT (Demand)

Q 41 95 &1 98 71 519 399w f6dT Higa a0y 3@afg
#, U (f9d ®1Hd R @dgd & o] s iR agH &1d 2|

O "I &1 999 (Law of Demand) — "319 a1d 919 &84 11
(Ceteris Paribus), fod! a%] &1 S 3R 3gH! 1 & d1

N HioT & 37w & sraarg (Exceptions)
faadid (Inverse) 99 &idT1 2" . ). fifther g0 (Giffen Goods)
v @IHd (Price) 1 = HIT (Demand) | . 2. 3w GG (Veblen Goods)
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7. TholeT @ 3T



The Demand Curve

2.6) Demand

O The quantity of a good that consumers are willing

and able to buy at a given price during a specific

period T
d Law of Demand — "Other things being equal RS T —
(Ceteris Paribus)” . ). Giffen Goods
v Price T = Demand | . 2. Veblen Goods
v Price | = Demand 1 . 3. Expectation of future price change /| Speculation

3 Causes — Substitution effect, income effect, 9. Ignorance / Price-quality illusion

diminishing marginal utility. TPNIERInCY SRty

6. Necessities

O slopes downward from left to right
7. Fashion and habit



2.7) ART B A (Elasticity of Demand)

QAT &1 &g 98 gardl & o 7 & "famaar @ uEakickie (Income Elasticity) : STHTTHT HI
(afeToT) gfead= | Wﬁdqm;%WqﬁTﬁmwQOml
Q afTaT — fot aeg %1 Fiwa, st &1 g (DATT % AEY/faRs @14 (Cross Elasticity) : U5
g1 Fated &3] &1 HIHd 7 gRadd & 9fd 39 %] &I HIHd H 9519 & HRYT GH F9d 9 Bl
a&] 1 HI TS 911 &1 dageiterar {1 # 8 arerr giRkad|
(Responsiveness) &1 "HIT &1 @d’ Hal SITdT &l
QA T & & TBR
@ﬁﬁﬁﬂﬁ@'ﬂ(ﬁicg Elasticity) :
HId § 9GeTTd & HROTHAT H & arell
PIGEGRCITERET




2.7) Elasticity of Demand

J Elasticity of demand tells us "how much" v Income Elasticity : The percentage change in
(magnitude) demand will change demand caused by a change in the consumer's
d Definition — The responsiveness of the income

quantity demanded of a good to a change in v Cross Elasticity : The change in the demand for

its own price, consumer income, or the prices one related good caused by a change in the price
of related goods is called 'elasticity of of another good
demand’

U Types of Elasticity of Demand

v" Price Elasticity : The percentage change in

demand caused by a change in price.




PHA A= (Price Elasticity of Demand)

quid: AEgR E, = o o HIHd 7 dd &H uRad= & AT A 2rid gRad & Sirar 2|
(Perfectly Elastic) o Yot yfagifiar aTsiR (I Freuta feafa)

o @wHd # B2 uRad= & 7 # 781 gRads;

gqer (Flatter) |o mﬁ@@ﬁwffqh_ﬁmqﬁaﬁ?

o faenfdar &1 a&qu (Luxury Goods - AC, FTR, 3ATHHOI)

qraga: dEgR E, >1
(Relativelz Elastic)

gHIS AMEGR E,=1| ¥A@A®BR |o @HWd R AT # fAegpe an srurias aRad= &2

(Unitary Elastic) AdRETd |0 I ARMGES T[T

gga: delagR (£, <1 o ®Hd # gY ulkad & qor1 & 97 # %9 gRad gdr 2l
Wl (Steeper) :

(Inelastic) o YT, HTeT, ATae, TH®, GaTd Sl AT9GH a&qd

guid: AegR E, =0 . o HIHd FDB i &, 7i sufafdal

(Perfectly Inelastic) o JIGTE0T: HYTd f&Afa & Sia=-1&% 541 (514 ggfa), 9%




Price Elasticity of Demand

Type Value Demand Curve Meaning & Examples
o An extremely small change in price causes an infinite change in demand.
Perfectly Elastic E, = = | Horizontal iy
o Perfectly competitive market (a hypothetical situation)
o A small change in price causes a large change in demand;
Relatively Elastic E, > 1 || Flatter o The change in demand is greater than the change in price
o Luxury goods (AC, cars, jewellery)
Rectangular o Price and demand change in exactly the same proportion
Unitary Elastic E, =1
— Hyperbola o Ordinary comfort goods
o The change in demand is smaller than the change in price.
Relatively Inelastic E, < 1| | Steeper -
o Water, flour, rice, salt, medicines and similar essential goods
i o Whatever the price, demand remains unchanged.
Perfectly Inelastic E, = 0| | Vertical
_— o Example: life-saving drugs in an emergency (e.g., insulin), salt




"7 B Hioa-dra H Ui ram

(2
gufd: AR AT WTded: drheR A

(3 4
P8 SR AT | dellaegR |7

Ed = Ed>1 Ed=1 Ed<1
Ha A agd Angent 3fE 81 &ma J 8ie gRads | w5 o Hma # gfaera uRads 3k s ¥ gRad, Hiva &
WHI AR S 8, 5afd  sdampaegiuRadaglardl | o wfderd aRads aumE uRad= & geren §
Hrge! fiRtae W | aga IeIHT Hiva & wfd g 8 3aTd H e 2|
3fie 8 g 21 dagofte g &
$ma
K3
P, — D
0 s 0 QO afmmm O Q O sfmsm O QQ audmmm
X-3181 & g (afds) 99eT a3 (Flatter Curve) (Rm ?Emaula) W81 T (Steeper Curve)
3rf 7 FgTERoT Mam | | g L
qof wferahft aw & Ot gz fRufd & et &3 (TR) + BEEGCeEr A nE
awqe, siel s $Hva- ﬁmm%mwmm: R wear 81 $iwa ik 3H1e1, Tae, T, gan |
Feiea 781 81d; - &, H—zids da, 7 gt & g aRada Tyl win Hd qeTH W
1, araa anfa | S, WNe HITH| g 21 agd o a5t gl
/

Ed=0

HiHd B i 81, JFT A
#1$ uftad =& @

............

Y-3181 & HHI (daad)

39 7 IgIET

mara fefa o sfta-1g
zan; FR—ggfaa|
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THE FIVE DEGREES OF PRICE ELASTICITY OF DEMAND

PERFECTLY
ELASTIC DEMAND

Ed = o

A very small rise in price

makes demand fall to zero,
whereas a small fall in price
may make demand very large.

Price

>
0 Quantity Demanded

PARALLEL TO X-AXIS
(HORIZONTAL)

<
Meaning & Example
Goods in a perfectly
competitive market, where
sellers are not price-makers;
for example—wheat, rice, etc.

2,

RELATIVELY
ELASTIC DEMAND

|Ed>1

A small change in price
causes a relativelly large
change in demand. Consumers
are sensitive to price.

0 Q

Luxury goods or goods with
many available substitutes;

for example—branded drinks,
expensive clothes,
restaurant meals.

UNITARY
ELASTIC DEMAND

Ed=1

Percentage change in price
and percentage change

in demand are equal.
Price
.
P‘ proneea
g — 3=
b D
A . >
0 Q Q2 Quantity Demanded
RECTANGULAR HYPERBOLA
Meaning & Example
In this case, total
expenditure (TR) remains
constant. Price and demand
change proportionately.

O

RELATIVELY
INELASTIC DEMAND

Ed <1

Change in demand is
proportionately smaller
than the change in price.

STEEPER CURVE

Meaning & Example

Essential goods such as
water, flour, rice, salt, and
medicines. Their demand
changes very little when

price changes.

@

S,

PERFECTLY
INELASTIC DEMAND
Ed=0
Whatever the price may be,
there is no change in
demand.
Price
B D
P| ““““““
PZ ...........
>
0 Q) Quantity Demanded

PARALLEL TO Y-AXIS
(VERTICAL)
Meaning & Example
Life-saving drugs in
emergency situations;
for example—insulin.

Demand for such goods
remains unchanged.

!
:
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HHd da & AuiRe

(Determinants of Price Elasticity of Demand)
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~ Determinants of Price Elasticity of Demand ~

e Nature of the Commodity

Necessities - Inelastic: | - a

0 Availability of Close substitutes

The more substltutes available,

the greater the elastucuty Luxuries - Elastic. NecessaryGood | Luxury Good
Proportion of Income Spent on theCommodlty g o Number of Uses of the Commodity .
Small proportion (matchbox, salt) = More uses (electricity, milk) = @
Inelastic; Large proportion - Elastic. (mm “'?'B:m Greater elastu_cnty. =
©) Time period () Habit / Addiction

t/p,\-\
Elasticity is lower in the short run ?
i lohent the tonlimun rechuss Cigarettes, alcohol = Inelastic » ’ 6 ‘ | J '[] '
consumers get time to find alternatives) ("‘°"° -
0 Price Level
® Very high-priced or very low-priced t ‘
goods are generally less elastic.

Postponement of Consumption

A commodity whose purchase
can be postponed is elastic.




2.8) I A (Income Elasticity of Demand)
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2.8) Income Elasticity of Demand

A measure of the percentage change in demand resulting from a change in the consumer’s income

Type of Income Symbol / I Good Effect on Demand (When v

Elasticity Value e of Income Rises) ples
Positive (Greater l R —_ Greater increase in Cars, AC, expensive
than Unity) Er Y demand relative to income | jewellery
Positive (Less than 0<F <1 Necessities (Ordinary Smaller increase in Clothes, ordinary
Unity) ' essential goods) demand relative to income | food

a Demand increases in the
Positive (Equal to - . Good furniture,
Unity) E =1 Comfort Goods same proportion as better gadgets
income
Negative E,<0 Inferior / Giffen Goods | Demand falls VIRSE SEE NS
: ghee, cheap clothes

— E -0 Highly Essential Goods Demand stays constant Salt, matchbox, life-

(no effect)

saving drugs




Income Elasticity of Demand

Types of YED with simple diagrammatic representation

a High Income Elasticity Unitary Income Elasticity Low Income Elasticity
(YED > 1) . (YED =1) A (0<YED<1)
D D D
R e o PR | e s =
Z I ) )
: v
g r=s ' : g Yhee=- é
o : : 's 45° : | - : |
| A ’ | ' 1 ’
0 Q Q 0 Q Q, = o Qe &
Quantity Demanded (X) Quantity Demanded (X) Quantity Demanded (X)
Demand rises more than proportionately Demand rises in the same Demand rises less than proportionately
as income rises (Luxury goods). proportion as income. as income rises (Necessities).
o Zero Income Elasticity e Negative Income Elasticity
(YED = 0) A (YED <0)
—_— D o
T Y B PRETS |
v |
SR | TERSCRES—— i v} d s
£ g ] e
0 Q » 0 Q, Q
Quantity Demanded (X) Quantity Demanded (X)
Demand does not change Demand falls as income rises

when income changes. (Inferior goods).



AT Y 3 A=

YED & BRI &I 91 JREY fAwequr
A (YED > 1) A (YED =1) A (0<YED<1)
- Y| ”””””””””” D — Yl ““““““““
s : z
5 Y § 5 YH """"
00 I . 0
s & |7 (X)
Y qgA W A 8 A qgdl 8 1Y qgA W A U
B o 3 s e < b
> I A FUMHSD AT o
oA (YED = 0) e A (YED < 0)
D
S T i S D= :
B vl : E Y|~\D
0 > " : ¥
i & =73 (X) nh%m(x)
3 ® gRada 81 v #i 3G Fg4 R /i1 gedt &



Usiet o1 5% (Engel’s Law) ) %
3T (Income) 31X 3UMNT (Consumption) & da Hay QR (et Engel

(1) P F wge 87 (2) sifters it wear 87

RN O, O ) Fa
AT BT dg k :
(Food / Wﬁﬁ) W@ BT 2, e .' maﬁsﬁﬁﬂh HY&TTHa dTgER (Inelastic)
" #ET §; 9 8 o R $o @ o

Y 931 W @4 &1 981 g e, @, 596,
d¢ Sq| 9 e 'g arEn 3R fAenf@ar (Luxury) $ axgaif i aik
X WHIaRd & e g
C deEwREaEd (2
| HI 3 (2) | mq:ﬂua( : | Sita< &R (Standard of Living) #1944 & 3ugift
| €20,000 | £8.000 oW : A G« 70Ti® (Low Engel”s Coefficient) -
¥2,00,000 ¥30,000 (15%) faefaa / wg srfemaen &1 d@a&a
v - xmgﬂ.mmi 220,000 I Gt TUTis - T4 / Remefier srferawen & d&a

AT TG W WIS W AT F Fe G5 TG AT 8, b1 et 31a F IwT R gear




Relationship between Income and Consumption

(2) Why Does the Percentage Fall?_
@
O
O

0 What Does the Law Say?

66 As a family’s income increases,
the proportion of its income spent
on food (or essential goods) tends
to decline, even though the total
amount spent on food may increase. 99 e

e Simple Example

penditure on Food (%)
and Percentage

/ |

Monthly Income (Z) ! X
220,000 38,000 (40%)

%2,00,000 230,000 (15%)

Note: Total spending on food increased,
- but its share in total income declined.

¥20,000

Physical limit of hunger — As income rises,
a person cannot consume unlimited food;
only the quality of food improves.

Demand for essential goods is relatively
inelastic.

As income rises, a larger share of expenditure
shifts toward education, health, entertainment,
travel, and luxury goods.

ance in Economics

Useful in measuring the standard of living.

Low Engel’s Coefficient — Sign of a
developed / prosperous economy.

High Engel’s Coefficient — Signof a
poor / developing economy.

m _ As in_come rises, total spending on food may increase, but its share in total income declines. |



2.9) IE / IRAARFB-FA A (Cross-Price Elasticity)

qiRHTYT : U 9% (Y) &1 S1Td § gRad= @ g8 a&] (X) &1 911 § 814 arel giad= &1 3]

UBR L IC | I3t 1 Hay JeTEvol
YAToIS T8l @ (Positive) Exy > 0 | FTAT9~ &P (Substitutes) G|
RO T8l A .
Exy < 0 | ¥ TFC (Complements) BR-UgI
(Negative)
RT 3TEt &I (Zero) Exy = 0 | 3Rdftid TP (Unrelated Goods) AHB-HIATSH

aATHE TR A (+) FT AT 2 1 awg0 OH-gAR # gidwad (Competitors/Substitutes) & (F1h FEl 5

. FONHF AT e (-) FT HIord 2 1@ aegr OH-gAR d AgAMt (Complements) &1 (UZTeT FE Z3HT —FR

TATAT FEIT & AT »FIT 1 7T T2 |



2.9) Cross / Reciprocal-Price Elasticity

A measure of the change in the demand for one good (X) resulting from a change in the price of another good (Y)

Type Value Relationship Between Goods Example

Positive Cross Elasticity

Exy >0 Substitute Goods (Substitutes) Tea-Coffee
(Positive)
Negative Cross Elasticity

Exy <0 Complementary Goods (Complements) Car-Petrol
(Negative)
Zero Cross Elasticity (Zero) | Exy =0 Unrelated Goods (Unrelated Goods) Salt-Mobile

* Positive cross elasticity (+) means the goods are competitors/substitutes of each other. (Coffee became
costlier — people started drinking tea — demand for tea increased.)
* Negative cross elasticity (=) means the goods are complements of each other. (Petrol became costlier —

running a car became costlier — demand for cars fell.)



2.10) 3mgfd / gt (Supply)

Q &4 a&] &1 9= fafere amEn 519 g fagear an
IdTes fhdl Figd a9y @afa |, v 31 718 SiEd
WATSR A 491 & (o0 s iR agm a2

Q gfd &1 93| (Law of Supply) [— 317 @i a1d
U &1 R, SHA-o1d hd! 9% &1 S1Hd 9gd1 &,
ATYfd T AT Tl =, 3R 39S faudidl

v| ®iHd t — ATgfd 1
CAL G

| — sy |

O FHROT 3R UHE : ATH

Q 3gfd aF— a4 & g FWR B 3R (FTHS )|

The Supply Curve

.

A

araarg (Exceptions)

1) % D FqAt I9fd aF : v HAT & &g FeAgd
qZS W ST AT Y JHfoF FeT & & IR F
52 1 FT &

2) arerareT aagr (et wer) — FlaAd faer ue st offg
aaett gzt 21

3) gors7 aege (QRrett dfear) — smafd &R, quia: doir=gr|
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The Supply Curve

S

PRICE |$]

2.10) Supply

d The specific quantity of a good that a seller

or producer is willing and able to sell in the

QUANTITY

Exceptions
1) Backward-bending supply curve of labour: beyond a
certain limit, when wages rise, workers value leisure more

market at a given price during a specific

period of time

O Law of Supply — If other things remain dnd work fewer hours.
equal (Ceteris Paribus), supply of a good 2) Perishable goods (vegetables, fruits) — they must be sold

increases when its price rises, and decreases quickly even when the price falls.

when its price falls 3) Rare goods (old paintings) — supply is fixed, perfectly

v'| Price rises — Supply rises i ,
e e ] 4) Agricultural products — in the short run, production
V| Price falls — Supply falls depends on the weather
d slopes upward from left to right (positive 5) Fearing a future price fall, sellers sell more today even at a
lower price

slope)
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Effect Key Influencing Factors

J At higher prices, 1. The higher the price, the greater the chance of profit, which increases supply.
producers can use 2. When the cost of factors of production rises, profit falls, which reduces
costlier production supply.

methods or resources. 3. Using advanced technology lowers the cost of production and increases

J Higher prices can supply.
attract new suppliers 4. If producers expect the price of a good to rise in future, they reduce its
to enter the market. current supply and stock it.

Jd When prices rise, 5. If growing mustard is more profitable than wheat for a farmer, he will reduce
producers shift wheat production.
resources towards 6. The more firms or sellers making a good in the market, the greater its total
more profitable market supply.
goods. 7. Government Policies:

v" Government — Heavy tax — Cost rises — Supply falls
v" Government — Subsidy — Cost falls — Supply rises



3mgfe (Supply) 3R Fi® (Stock) & &= duniva wean
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Conceptual Clarity Between Supply and Stock

—

\'I

Supply refers to the specific quantity of a commodity that a seller or producer is willing and able to offer for sale in the market

\

b @ at a given price during a particular period of time.
Basis | Stock
The total quantity of a commodity available
Meaning in the warehouse with the seller at a particular
point of time.
Nature It is a static concept, which indicates the

available quantity.

Effect of Price The current price of the commodity does
not directly affect stock.

Key Relation | Stock shows the available quantity.

For Normal Goods

Supply can never be greater than stock. It will
either be equal to stock (if the seller brings the
entire stock to the market) or less than stock.

A Practical Example

A farmer has 100 quintals

- o’

=AUy

If the market price of wheat is
2000 per quintal and at this price

| . Supply j

That part of the stock which is actually ]l ‘s \é

brought to the market for sale at a given price.
0 ail

It is a flow concept, which is closely related to
the current price and time period.

Supply directly depends on the current
market price of the commodity.

" For normal goods Supply < Stock

_—_

For Perlshable Goods

@m

shable goods such as fresh vegetables, milk, or
ﬂowers cannot be stored safely for a long time.
Therefore, whatever stock the producer has is brought
almost entirely to the market for sale. Hence, for

perishable goods: Supply = Stock.

If next month the price rises to
¥2500 per quintal and he decides

¢ wh frer h he brings only 40 quintals of wheat to sell 80 quintals from his stock,
o wi eot after harvest — | 100 quintals to the market for sale, then 40 quintals then at the new price 80 quintals
this is his total stock. | Supply = 40 quintals. Supply = 80 quintals. (Supply)

(Total Stock)

Price = ¥2000 per quintal — Supply = 40 quintals =

(Supply)

Price = ¥2500 per quintal — Supply = 80 quintals

0 Conclusion:
§ in the market at a given price.

Stock is the available quantity, whereas supply is that part of the available quantity which is offered for sale




2.11) 3IMgfd B A1 (Elasticity of Supply)
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2.1) Elasticity of Supply

A measure of the change in the supply of a good resulting from a change in its price

Type Value Curve Meaning Example
Perfectly
es = Horizontal line | A tiny change in price makes supply infinite. Hypothetical situation
Elastic
Relatively Price rises a little, but supply increases by a lot Factory products: like cars or
es > 1 Flat line
Elastic (rapidly). mobiles.

If the price of shoes rises by
Starts from the | Supply rises by exactly the same percentage as the

Unit Elastic |es = 1 10%, supply will also rise by
origin price.
exactly 10%.
Relatively
es <1 Steep slope Price rises a lot, but supply changes only very slightly. | Agricultural products
Inelastic
Perfectly Vertical No matter how much the price rises or falls, supply

I
o

es

Rare paintings or land.
Inelastic straight line does not budge at all (it does not change).
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Types of Price Elasticity of Supply

Perfectly Inelastic Supply Inelastic Supply Unitary Elastic Supply
Price 5 : Price Ganl Price
upply upply Supply
e=0 O<e<l1 e=1
i —» >
Quantity Quantity Quantity
Explanation: Quantity supplied does not Explanation: Quantity supplied changes Explanation: Quantity supplied changes in
change at all when price changes. less than proportionately than price. the same proportion as price.
Example:vailable in a locality. Example: Agricultural produce in the Example: If price rises 10%, supply also
short run. rises 10%.
Elastic Supply Perfectly Elastic Supply
Price ° Price
l<e<o e = 0o
>
Quantity Quantity’
Explanation: Quantity supplied changes more than proportionately Explanation: Supply is available at one fixed price only; a tiny fall in
than price. prici reduces supply to zero.

Example: Manufactured goods with spare capacity. Example: An ideal case in a perfectly competitive market.



2.12) SR g (Market Equilibrium)

O 9TSTR 9 (Market Equilibrium)—»QﬁiQﬁ‘@ﬁémﬁaﬁm
vz fig mEIgR SR fardear Gt drqE €1 2
v 39 fig W, a1oIR # ®1E HHT a1 AAfafes T2 &,
2 3rfer$iy /1T (Excess Demand : Qd > Qs) :
v T HH, @GR 15T — HIHd g6
O srfEr$iy 3y (Excess Supply: Qs > Qd) :
v HTel 16T, @GR HH — HIHd 9]
Q afg i< i Frerfes ager SITg ot e aget ST 8|
Dwﬁaﬁmﬂaﬂ?,nﬁa@iméaﬁ?@am%l




2.12) Market Equilibrium

J Market Equilibrium — a situation in which the supply and demand of a
good or service are perfectly balanced
v At this point, both buyers and sellers are satisfied.
v At this point, there is neither a shortage nor a surplus in the market,
J Excess Demand : Qd > Qs :
v' Goods are fewer, buyers are more — the price will rise
. Excess Supply: Qs > Qd :

v' Goods are more, buyers are fewer — the price will fall

J If any determinant changes, the equilibrium changes.

J When demand decreases, the curve shifts to the left: when demand

increases, it shifts to the right.



PN TR : PHA B AMUBAH T LodH QAT

HR BT ATYR 3TgedH HIHd HIHT (Price Ceiling) FAdH HIHd AT (Price Floor)
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Government Intervention: Price Ceiling and Price Floor

Basis of Difference Maximum Price Limit (Price Ceiling) Minimum Price Limit (Price Floor)
It stops the price from rising any higher (acurb | It stops the price from falling any lower
Meaning Al .
on price rise/inflation). (a guarantee of earnings).
o . Above the actual (equilibrium) market
Where is the price fixed? Below the actual (equilibrium) market price. '
price.
The general public and poor consumers (so that | Producers, farmers and labourers (so
Whom does it protect?

goods are available cheaply). that they do not incur losses).

Goods fall into shortage (Shortage), which leads | Too much stock is left unsold (Surplus),
Effect on the market (result)
to rationing and black marketing. which the government has to buy itself.

Farmers’ crops get MSP, and labourers
Cheap grain from ration shops (PDS), fixed prices o .
Example in India get the minimum daily wage
of essential medicines. o
(Minimum Wage).




2.13) UREd U T AR / TR Ufawa &1 FaH (Law of

Variable Proportions)

qfg ar=g gt 1yt &1 4T (Fixed) 3W@aR Fdd U Uiad! 9194 (Variable factor, Wg: 49) &1 31241 &1 96141 SITdT &, dl
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2.13) Law of Variable Proportions /

Law of Diminishing Returns

If all other factors are kept fixed and only one variable factor (usually labour) is increased in units, total output at

first increases at an increasing rate, then increases at a decreasing rate, and eventually begins to decline.

Stage

Total Product (TP)

Marginal Product (MP)

Average Product (AP)

l. Stage of Increasing Returns

(Increasing Returns)

Increases at an increasing

rate.

Increases and reaches its maximum

level.

Increases, and at the end of the

stage AP = MP (AP is maximum).

Il. Stage of Diminishing
Returns

(Diminishing Returns)

Increases at a decreasing
rate and becomes
maximum at the end of

the stage.

Decreases but remains positive,

and finally becomes zero (MP = Q).

Keeps decreasing (but remains

positive).

lll. Stage of Negative Returns

(Negative Returns)

Begins to fall.

Becomes negative.

Keeps decreasing (but never

becomes zero or negative).




(Law of M‘M’Pﬁdbﬂs |; Foma ) g i)
C Why more workers can reduce output?j LQ =f(L,K) '.5”9,,_@_ (Fed)
(1) Total Product (TP) )

Stage | Change in Labour | Total Product (TP) Reason (in simple words) i
+ < e} > € el X ool > Stage I Incraasa i TP increases More workers are
Total | (Initial) T at an increasing rate | very productive due to
Product : | (rising fast) better use of fixed capital.
(TP) : ' o : TP increases Fixed capital gets
| : (m) Ilm“ "™ | at a decreasing rate | crowded. Each additional
: : ; (rising but slower) worker is less productive.
| '
0 | i Stage I1I Increase in | TP decreases Too many workers.
1 2 Lagour (L) | (Irrational) | labour (falling) g::rr::'t“'dga?"g ced captl.
(2) Average Product (AP) and Marginal Product (MP) )
. . Sasel  Sagell  Sagell ;f“( Relationship between AP and MP |
i ' : " @ When MP is higher than AP — AP rises ;
3 S~ 4o | ® WhenMPis lower than AP (but positive) > AP falls
| ! MP " ® When MP is zero — AP is maximum
0 / i . 4(” . ® WhenMPis negatlve — AP continues to fall |
1 2 3 Labour  F—— — -
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0 ISTEI0T — HH AIfSIT, U thae! &l 100 € g4 8] 28
911 & feiQ a8 99 (F5iR) 3R ST (HLiF) & 31eT-

2.14) GG 3% (Isoquant Curve)

3 Bl

19 SEIHTE R Ihd] &

#ZT farwary (Properties of Isoguants)

1) &P F ZIe = F 3w faear & (Downward
Sloping) : Al 3T IATZT FI FHATT THS &0 UF
FrereT (A =) 1 AT ST & A B I
arerT (a wefia/gett) &t aam @ werer &
gs |

2) et fag F 3R IFAGT (Convex to the Origin):

3) I FHIAG dF FHH Vh-gaR &I T8 HIed:
Fait #15 ot v fag (Faea) vF & 77 &
JHTGT @ G 3TT-37679T T BT A& goIf FabaT



2.14) lsoquant Curve

1t is also called the "Equal Product Curve" or the Properties of Isoquants
"Production Indifference Curve 1) If you increase the quantity of one factor

J In economics, an isoquant is a curve (line) that (e.g., labour) while keeping output the
shows all the different combinations of two same, you must decrease the quantity of

factors of production (usually labour and capital) the other factor (e.g., machines/capital)

that yield exactly the same quantity of output 2) Convex to the Origin

J Example — Suppose a factory has to make 100 3) Because a single point (combination)

dire. T makethem: i-can uee diffcvent cannot represent two different levels of

s , output at the same time
combinations of labour (workers) and capital 4

(machines)



i .
o oSt |
(Labor) | (Capital | 3dTGH
(Combi
. G| ) Bl (Total
nation) ) )
S®HIsdl | SHISdl | Output)
A 1 15 100 9IS
B 2 10 100 9IS
C 3 6 100 <TE
D 4 3 100 g1¢
E 5 1 100 <2

Units of Capital

Isoquant Curve (Total Output = 100 Shirts)

A1, 15)

B(2.10)

E(5,1)

Units of Labor




Isoquant Curve (Total Output = 100 Shirts)
Combina | Unitsof | Unitsof | Total &l
A(1,15)
tion) labor capital Output
M -
. 12 -
A 1 15 100 shirts
B 10-
B 2 10 100 shirts O
2 9
. g
C 3 6 100 shirts 6-
4-
D 4 3 100 shirts
2
E(5.1)
E 5 1 100 shirts 8 :
0 1 2 3 4 <

Units of Labor



m!ﬁ-'-ﬁl'l ae (1C) 3R xR a% (Isoquant) & 3F|"\'

Eﬂ mlzaas(lsoquant)
Tefda ISP
Zorfar g A I

A HHATISD (Fqfee At 78 Sdt) | TVHIETED (31e AT 57 Hhd 8)

el MRS MRTS

e MRS = Px/Py MRTS = w/r




i Difference Between Indifference Curve (IC) and Isoquant

\

m ‘W Indifference Curve (IC) d Isoquant
Related to Consumer Producer
Represents Same Satisfaction Same OQutput
Measurement Ordinas (ngi:;zﬁ:?d'; cannot be Cardinal (Output can be measured)
Slope MRS MRTS
Equilibrium MRS = Px/Py MRTS =w/r




2.15) QI ABT (Aggregate Demand — AD)

THI AT T T fahaft srferamr # v fAf2rT T#T smafer & i fafsie 7er T2 (Price Levels) u Isft sifaer
Fag3 31T Aarait F ot AT A &

-gfta wefarawen refarawen ; 1 .
G (?wo-Sector Economy) z!(-’(?)pen Economy) a_ m % FleT & AR HJote T’f
g9H dad YRAR (Households) 98 qRar, o, TR 3R R &= 2 AT H FH &R U2 4t &
3R & (Firms) 814 &1 ot enfier g1 & R ofet 8 R Wp—
@ dﬁ @ :ﬁb ﬁ @ A fAdeht a8,  wgew
(Houmds) (Firms) (W‘) (F'm) (Govcmr?!nmu (Fxszw ?ﬁ 3@ m-m O W da 9id g)aT g =)
[AD C+I+G+(X- M)} NI 55 & F#T HT (AD) = FHT
[ AD c + l ] ram: MF (AS)
:.C -ﬁi";‘i" = | o R w7 3 P
T i SR :g.mm [AD =C+I+G| . pine e (s
o | =3fDaMAuay e M = 3

(Planned/Desired Investment) e X - M = g fAafa (Net Exports) = | ) /



2.15) Aggregate Demand — AD

Aggregate demand refers to the total demand for all final goods and services in an economy at different price levels

during a given period of time

- 0 Two-Secto;‘ émoa e open ECOI‘IOmy : N o According to Keynes,
(‘: ote

It includes only Households Itincludes Households, Firms, equilibrium can also occur at a
and Firms. Government, and the Foreign Sector.

If Government is level below full employment —
@ ﬂ @ & ﬁ @ indu.d ed but th,e underemployment eguilibrium

Households Firms  Government Foreign Sector Forelgn Sector is nOt’

it i called 2 o Eguilibrium is achieved when
(AD C+I+G+(X- M)} Three-Sector Aggregate Demand (AD) =
[ AD c + ' ] Economy, and: Aggregate Supply (AS)
 Where: _ | % f R m‘t‘m&m | | o Alternatively, Planned Savings
e C = Planned/ D,es'red e G = Government Expenditure AD = C+ I +G
Consumption s = Bty = Planned Investment (S = 1)
e | = Planned/Desired e M = Imports

Investment ® X ~M = Net Exports



2.16) TSR P PR (Types of Market)

qyuf ufdeagf STSTR (Perfect competition)

Q ts dgifds | Hreafe TR — wHd Fuie 7281 8dl, afes wd @RS
Q 9gd 3tferes Sat 3R fadhar — F12 s/ F1Hd &1 guTiad T&1 2 Fohd1|
J 3dT7g — HEY (Homogeneous)
Q va9 3R et &1 gof @Wdadr — &1 91471 7281
0 35701 — Y IATg (Fehean arRafa® IgTeon |

UHITY®HR 9151 (Monopoly) .
Q 4t a%q a1 ¥a1 1 FHad UH &1 3A1eH 31 fachar &1a1 8, 3R 39 9 1 His |

eean fasa (Close Substitute) TSR & 3Uai< J&1 a1dT]

0 gt & Hie WmRe T8, afes wra i @ P\
O yd<r R FHoR Ufda¥ (Strong Barriers to Entry): i
O FAT9RIRS IGTE0: YR (@9 (Indian Railways)




2.16) Types of Market

Perfect competition

J A theoretical / hypothetical market — a firm is not a price maker but a price

taker
J Very large numbers of buyers and sellers — no single one can influence the price.
J Product — Homogeneous
J Complete freedom of entry and exit — no barriers.
J Agricultural products (the closest real-world example)

Monopoly

 There is only one producer or seller of a good or service, and no close substitute

for that good is available in the market. _
J A monopoly firm is not a "price taker" but a "price maker”. \y/J
 Strong Barriers to Entry

< Practical Example : Indian Railways




UHITgHR Tideadl 9TSTR (Monopolistic Competition)
Q AT AAATET — Yegds e[ (Edward Chamberlin)
Q 521 931 9 9T 31R faghdr (Large Number of Buyers and Sellers)
QO 3% a9 (Product Differentiation) . Gt T ST U ST 3TE a1
&, Afeh @ T1, ¥, ATHR, U1, GUq 91 978 & T R UH-3a< 9 T aId 8
Quresl &1 g & fog fagm=, dea Ffaa S @l &1 GeRT Adl 2
0 31T : TIULE, YT, g, &k, HUS! & dis|
AT HR G415 (Oligopoly)
Q fadt axq a1 a1 &1 A8 i £ & 951 BHi & g0 § g 2|
Q 9ER F1daT — 9ds B &1 Hoig gl BT &1 I & gwrfad wdare
0 IGTE0T : REAR ST, i< &N, AlSHIGISd ST, [aH7=+ e
il




Monopolistic Competition

J American economist — Edward Chamberlin

d Large number of buyers and sellers

O All firms produce nearly similar products, but they differ from one
another in colour, appearance, size, packaging, fragrance or brand name.

d To attract customers, firms resort to schemes such as advertising and
better service

J Examples : Toothpaste, soap, shampoo, restaurants, clothing brands.

Oligopoly

U Most of the supply of a good or service is under the control of only a
few large firms

d Interdependence — Each firm's decision affects the strategy of the other
firms

J Examples : Telecom industry, cement industry, automobile industry,
aviation industry, etc.




319d 311 (AR) 3R HiHid 3119 (MR)

AR=MR=P=D

LB
Q
w4 e qofa: AragR AT Hi7T a%6 (AR) R it 3R HiTT a%h (AR) 19 Fi 3R T a6 (AR) e giar 81
a5h BT AT B ¢, G AT AU AT G Al Bl & AR CPIIR iy 5 507 a1 e

&Y " 3 Hfee .
gafery 3fad 3mg (AR) 3k HIUS i (4 FEeR) 8 &l %a’m@ Arer aut e & R
daia g (MR), ol (P) dtHid 319 (MR), AR & i m(m (MR), AR);:?:;;' d@IagR giaT ¢ (fteft \ige)|

P WEREd 8! fﬁmmg’rg‘};?ﬂaﬂ;m fRrg Bt @ aik 3 MR, féhep W1 3rdd giaT &1
| dta gt 21



Average Revenue (AR) and Marginal Revenue (MR)

in Different Market Structures

Perfect Competition Monopoly Monopolistic Competition Oligopoly
(firm: price taker) (steep, less elastic) (flatter, more elastic) (kinked - Sweezy)

>

elastic

AR=MR=P=D Kink

inelastic

—
Q Q
The firm faces a perfectly The demand curve (AR) is The demand curve (AR) is The demgnd curve (AR) i§
LS AN dqwnward sloping and . dpwnward sloping and | kinked. It is relatively elastic
i : relatively steep (less elastic). relatively flatter (more elastic) above the kink and inelastic
averége revenue (AR) and The marginal revenue (MR) than a monopoly. The marginal below the kink (Sweezy model).
marginal revenue (MR) are falls below AR and is steeper revenue (MR) lies below AR MR is discontinuous at

equal to price (P). (drops twice as fast). and is steeper. the kink.



2.17) AP & UPR

Jafied anTd |Q A & Tg & 18T B AT arTd 31+t &1 fafes # arfftea
(Implicit Cost) |Q T&HHT & TG YIdH Tal {641 STan @I, 39T TS TS Yot
o —— Q g2 9971 ST 3dId | @ &l g61 @ 3R 38 39 {641 IEEIRERTAC RIRIDIE: SR P
aoss fegfa # a9g (recover) & faaT ST Al (R&D) & &1 AT, BT AR
Q wiaw & Had dd 999 39 ANTd R A Tal {641 S1d1| | dSiienor Bid|
g9/ ATAH gfe 3119 750,000 BT ATH
AT QO & [a%ed &l 94 & o 59 g ge9d deddd [ddcd | BIgeh AT HGHF {[F Hid
(Opportunity | T &N &A1 ISdl 2, 34 JIWR AT Fad 2l &, a1 98 SIS 1S dardl B!
Cost) AT AN &




2.17) Types of Cost

J Estimated cost of the owner’s own resources

Opening an office in one’s

Implicit Cost own building, one’s own
J No cash payment is made to anyone
invested capital
J Money that has already been spent in the past and | Money spent on advertising,

can no longer be recovered under any circumstances.

money invested in research

Sunk Cost
U This cost is not taken into account when making (R&D), legal and registration
future decisions. fees.
If you quit a 50,000 job to
. The next best alternative that must be given up in
Opportunity / start your own business, that
order to choose one option is called opportunity
Economic Cost forgone salary is your

cost.

opportunity cost.




feRere  |Q g2 98 @d 2 S 316 H 4HET 8 gHIiad et ardll femraT, s | o, USiTah T

(Fixed Cost/ |Q &R — I@EA g 817 W ot &1 g 2| AT, SITET HHATIRET BT
TFC) Q 33 'S 91 I AN’ o Fad &l CLEACIE
0O &RTd 316 & 2919 4 9gadT1 — IATET 99T d1 AN |ShedT |Te, Tia4le &l @4,
qiRad+ 19 @rTd
T farstett @1 faer, gfe Teigl
(Variable Cost)
0 38 '@ 1 9y anTd’ | e 2l @1 fgersi
PV ) et et ey o e g
(Total Cost / .
- QO e @nTd = R ArTd + aRad =g |
TSGR Bl Ao, e 9
weeard |0 98 @9 & S A99™ ga- & e A1ferss gRT aredt St L
WG 79T AT HTe, AETER

(Explicit Cost) | &I I8 &g (Cash) & T4 § FHMET ST 2l
CARUGIC]




U This is the expenditure that is not affected by the

Rent, licence fees, registration

Fixed Cost quantity of output.
costs, salaries of permanent
(TFC) O Fixed — it has to be paid even when output is zero.
employees, insurance
U It is also called ‘overhead or indirect cost’.
J Cost changes with output — if output increases, cost | Raw materials, transport
Variable Cost will increase. expenses, electricity bill, daily
Q It is also called ‘prime or direct cost’. wages of labourers.
J The entire expenditure incurred in making a good.
Total Cost (TC) -
U Total Cost = Fixed Cost + Variable Cost
Salaries paid to workers, raw
W The expenditure that the owner pays directly in cash
Explicit Cost materials bought from

to outsiders to run the business.

outside, payment to suppliers.




2.18) ATH B IFURONY

HTHTA &@TH (Normal

Q ®H Fad 3T el T (3G ANTd Fied) FHr arEl 2l

Profit) Q ' 3T AT — 7 HI3 ATk JATE, 7 & Is 91| ——
AATHA &ATH Q 579 fod1 wH $1 %et 3119 (Total Revenue — TR) 38! Tl T4 AR g
(Abnormal) (Total Economic Cost — TC) & 318 &idT &

&1 (Loss) O % %I Bl 319 (TR) IqH! Td AT (TC) A HA Bl & TR<TC
SUAH ATY Q 7z &4l 1 B & oy 998 stfaes g1 gl Arget (=4 fd 2|

(Optimum Profit)

O g8 ®H &I 31941 IS AP o1 ITTeT F4iieh 39F 915 AN g6 oiTdT &l

ICIERICGESIE
(Regulated Profit)

O THIHSHR A6 3R ATeh! Bl al HIHd U Hd1 &1 & (61l THR gRT IHR AT
HU-41 o1 ATqHaH FATHT a9 H (641 ST 2 AITEeR0T GIRT
Q 3grevr: fasiel! a1 2ol Hafaf & 3©) IECHIGEIL




2.18) Concepts of Profit

 The firm is only just recovering its total expenses (including opportunity cost).
Normal Profit TR=TC
J ‘Zero economic profit’ — neither any extra gain nor any loss.
Abnormal Profit d When a firm’s Total Revenue (TR) is greater than its Total Economic Cost (TC) | TR > TC
Loss O The firm’s total revenue (TR) is less than its total cost (TC) TR < TC
 This is the ideal situation for any firm, with the highest profit.
Optimum Profit
. Here the firm should stop its production, because after this point costs begin to rise.
- To prevent monopoly and to ensure customers are served at a fair price, the | Limit set by the
Regulated Profit government fixes a maximum profit for companies. government or
J Example: rates of electricity or telecom companies. an authority




IR (Trade) a1foisg (Commerce)

SR STPT ST hiof (Narrow) 21 SUPI IR d8d TIPS (Wide) 81 ATIR Hi 38 31arfa 3mar 2

0 fasdt 3nrfefe Tear & 37 3rwcger gRomHT &, 571 39 &P, J2bi a1 2 W uzd € it Jie dR W 39 ga nfafafer & fEwar 78 ga
0O H&I UbR — ABRIHS fEe3 IR (Positive Spillover) + ABRTH® fAe3iIaR (Negative Spillover)

3nfei® gfg (Economic Growth) 3fela fabTd (Economic Development)
ﬂ?ﬁ (Nature) | HTATAH® (Quantitative) HIATHS 3R TUTcH®P (Quantitative & Qualitative)
SR (Scope) | THI0f (Narrow) AT9%b (Broad)
a9y afy JUBIAD crefap1fdd (Long-term)
o TP U] 3dIC (GDP) o WHd faerd aabid (HDI)
dbdd o TP AT IS (GNP) o FEAHTATH 7RIt gadbids (MPI)
o Wfd a&fdh 31T (Per Capita Income) o Ifid fad™ a&bid (GDI)




Trade Commerce

Only the buying and selling of goods and , , o , _
Meaning , Trade together with all the supporting activities that make it easier
services
Scope Its scope is narrow. Its scope is very wide. Trade is also a part of it.

Spillover Effect

< The indirect effects of an economic event on people, industries or countries that are not directly part of the original activity.
< Main types — Positive Spillover + Negative Spillover

Basis of

Economic Growth Economic Development
Comparison
Nature Quantitative Quantitative & Qualitative
Scope Narrow Broad
Time Period Short-term Long-term
o Gross Domestic Product (GDP) o Human Development Index (HDI)
Indicators o Gross National Product (GNP) o Multidimensional Poverty Index (MPI)
o Per Capita Income o Gender Development Index (GDI)
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D) oh-3eaea s (COR)

o ¥ 1z IR & fav smaws
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High COR — Gt &1 &5 FIel ITANT
Low COR — Uit &1 3% FIet 3wahT
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(ICOR)
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in it.

Short Notes Sunk-Cost Fallacy, COR & ICOR
ﬂ@ e Capctal-Output )

f@ SR Fallacy

@ Sunk-Cost Fallacy is a psychological | ',
illusion or cognitive bias in whno?\
a person keeps investing money,
time, and energy in a failing plan,
relationship, or task just because s
a lot has already been invested

59

X

Q\

@ Past investment creates emotional
attachment, so people continue
even when stopping would be
the wiser option.

@ For a rational decision, only future

cost and future benefit should matter —/H | I

not unrecoverable past investment.

~5 3 W

@

Conclusion:

Ignore sunk cost. Focus on
future costs and future benefits.

@ Capital-Output Ratio (COR)

@ Meaning: Amount of capital required
to produce 1 unit of output.

High COR — Less efficient use of capital
Low COR — More efficient use of capital

@ Reasons for High COR in India:

o Infrastructure bottlenecks
e Inefficient capital allocation

e Corruption
@

e Bureaucratic red tape

Special Point:
To achieve a $30 trillion economy
by 2047, India needs to reduce

ICOR from 4 to 3.

e ————

©

”’

/I

@ Meaning

@ Example Y
__________________________ 88s/ -
 1f 100 of new investment leads to 288/

. for every 1 of additional output.

"

Ratio (ICOR)

: It shows how much new
investment is needed to generate 1
additional unit of output.

Low ICOR — Higher efficiency
High ICOR — Lower efficiency

' ¥20 of extra output, then ICOR =100/20=5.
That means T5 investment is needed

- —— - ———

/-—-———__-.._...——————_._—__—-—--—-—-—__._

£\

Sunk Cost

Ignore unrecoverable past investment |

-3

COR -

'

l
Capital needed for total output : 9

ICOR — -
Extra capital needed for extra output !
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