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BLOCK I



UNIT 

1 

AN INTRODUCTION TO MICROECONOMICS 

CONTENTS 

1.0 Aims and Objectives 

l . I Introduction 

1.2 Meaning ofEconomics 

l.3 Definitions of Economics 

l.4 Nature and Branch ofEconomics-

1.4.l Differences between Microeconomics and Macroeconomics 

1.5 

1.6 

1.7 

1.8 

l.9

Understanding Microeconomics 

Scope of Microeconomics 

Different Asswnptions in Microeconomics 

I. 7.1 Utility 

l.7.2 Opportunity Costs 

1. 7 .3 Concept of Ceteris Paribus 

1. 7.4 Partial and General Equilibrium 

Let Us Sum Up 

Unit End Activity 

1.10 Keywords 

l.11 Questions fm· Discussion

1.12 References & Suggested Readings 

1.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able to; 

• Understand the meaning and definitions of Economics

• Know about the nature and branches of Economics

• Explain the concept and scope of Microeconomics

• Explain the different Economic problems

• Analyze the different assumptions concerned with Microeconomics

1.1 INTRODUCTION 

In our day to day life we use a lot of economic concepts such as goods, market, 
demand, supply

,._ 
price, inflation, banking, tax, lending, borrowing, rate of interest, etc. 

Similarly, we take economic decisions related to the distribution of our income to 
purchase various goods, make a budget to do some work, take up a job to eam, 
withdraw money from bank, etc. We also observe and get info11nation on the 
economic-, situation of our society or country foreign country and the world. 













































• In other words, Economics means 'Home Management'. The head of a family
faces the problem of managing the unlimited wants of the family members within
the limited income of the family. In fact, the same is true for a society also. If we
consider the whole society as a 'family', then the society also faces the problem of
tackling unlimited wants of the members of the society with the limited resources
available in that society.

• Adam Smith is considered the founding father of modem Economics, defined
Economics "as the study of the nature and causes of nations' wealth or simply as
the study of wealth."

• Alfred Marshall also stressed the irn portance of wealth. But he also emphasized
the role of the individual in the creation and the use of wealth. He wrote:
"Economics is a study of man in the ordinaiy business of life." It enquires how he
gets his income and how he uses it. Thus, it is on the one side, the study of wealth
and on the other and more impo11ant side, a pm1 of the study of man.

• Prof. Lionel Robbins in his book 'Essays on the Nature and Significance of the

Economic Science', published in 1932, Robbins gave a definition which has
become one of the most popular definitions of Economics.

• Professor Samuelson writes, "Economics is the study of how people and society
end up choosing, with or without the use of money, to employ scarce productive
resources that could have alternative uses to produce various commodities over
time and distributing them for consumption, now or in the future, among various
persons or groups in society. It analyses costs and benefits of improving patterns
of resource allocation

• The study of Economics is divided into two distinct branches. They are (i)
microeconomics and (ii) Macroeconomics

• Microeconomics is a word from the Greek prefix "mikro"- meaning "small" and
economics. It is a branch of economics that studies the behaviour of individual
households and firms in making decisions on the allocation of limited resources.

· • The scope of economics entails the identification of basic economic problems
before any society and find out different possible ways to solve those problems. 
Economics is the study of those activities of human beings, which are concerned, 
with the satisfaction of unlimited wants by using the limited resources. Micro 
means the millionth part. 

• Ceteris Paribus is a Latin phrase, literally translated as "with other things the
same" or "all other things being equal or held constant." It is commonly rendered
in English as "all other things being equal."

• , "Theory of general equilibrium is the theory of inter relationship among all pai1s
of economy" -Prof. Stigler. This definition is self explanatory and fully reveals
the meaning and nature of general equilibrium. 

1.9 UNIT END ACTIVITY 

There are so many varied definitions of economics. Economists at different times have 
emphasized different aspects of economic activities, and have arrived at different 
definitions of Economics. Many definitions have been given by different ,vriters. 
Prepare a report emphasizing which should be the appropriate definition for 
economics. Prepare a report stating the correct definition and give a presentation about 
it. 
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Mi croecono mies 1.10 KEYWORDS 

Economics: The branch of knowledge concerned with the production, consumption, 
and transfer of wealth. 

kficroeconomics: 1l1e part of economics concemed with single factors and the effects 
of individual decisions is concerned with decision-making by individual economic 
agents such as firms and consumers. 

Macroeconomics: The branch of economics concerned with large-scale or general 
economic factors, such as interest rates and national productivity. It is concerned with 
the aggregate pe1formance of the entire economic system. 

Economic Theory: A th�ory of conunercia! activities concerned with and relies upon 
principles to analyze beha.viour of economic agents. 

Ceteris Paribus: It means all other things equal or held constant. 

Capital: These are the physical assets used in production i.e., plant and equipment. 

Opportunity Cost: T11e next best altemative that must be foregone as a result of a 
pai.1icular decision. 

Resource Allocation: It is a plan for using available resources, for example human 
resources, especially in the near tenn, to achieve goals for the future. It is the process 
of allocating scarce resources among the various projects or business units. 

Scarcity: The state of being scarce or in short supply; shortage. 

Equilibrium: A state in which opposing forces or influences are balanced. 

1.11 QUESTIONS FOR DISCUSSION 

1. "Economics is the study o f  the nature and causes of nations' wealth or simply as
the study of wealth." Who said this and explain the statement?

2. 'Which are the branches of economics? Explain them with their merits and
demerits.

3. Explain the concept and meaning of Microeconomics.

4. Explain the concept of 'Ceteris Paribus' in detail. Mention its assumption and
importance in economics.

5. Explain the concept of General Equilibrium. Discuss its assumptions and
limitations.

Check Your Progress: Model Answer

I.. Economics, Well-being 

2. Decision-making

3. Theoretical

4. Scarcity 

5. Physics

1.12 REFERENCES & SUGGESTED READINGS 

 

Agarwal, M. (2021). Principles of Microeconomics. Vikas Publishing House.

Bhaduri, A. (2020). Microeconomics: Theory and Applications. Oxford 

University Press
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Choudhury, B. (2021). Essentials of Microeconomics. Wiley India Pvt. Ltd.
Dutt, R., & Sundaram, K. P. M. (2021). Indian Economy (71st ed.). S. Chand Publishing.
Ghosh, A. (2020). Microeconomics: Theory and Applications. Oxford University Press.
Gordon, R. J. (2019). Microeconomics (13th ed.). Pearson.



UNIT 

2 

METHOD OF ECONOMIC ANALYSIS 

CONTENTS 

2.0 Aims and Objectives 

2.1 Introduction 

2.2 Different Concepts of Economics 

2.3 Nature of Economics; Economics as a Science and an Art 

2.3.1 Economics as a Science 

2.3,2 Economics and Positive Science 

2.3.3 Economics and Normative Science 

2,3.4 Economics -A Social Science 

2.3.5 Economics as an Art 

2.4 Method of Economic Analysis 

2.4.1 Deductive Method 

2.4.2 Inductive Method 

2.4.J Differences in Deductive and Inductive Methods 

2.5 

2.6 

2. 7

2. 8

2.9 

Let Us Sum Up 

Unit End Activity 

Keywords 

Questions for Discussion 

References & Suggested Readings 

2.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able to: 

• Analyse the different concept of Economics in regards to their definitions

• Know ooether Economics is a Science or an Art

• Know about the Positive and Normative Analysis

• Understand the concept of Positive and No1mative Economics

• Explain the Induction and Deduction methods

2.1 INTRODUCTION 

Microeconomics. is the study of economic behaviour of an individual, firm or industry 
in the national economy, It is a study of a particular unit rather than all the units 
combined. Microeconomics is the branch of economics based on the economic 
behaviour of small economic units which involves consumers, workers, savers, 
business managers, firms. individual industries and markets. Microeconomics, 
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Microeconomics 

• The inductive method which is also called empirical method derives economic
generalisations on the basis of experience and observations. The inductive method
works from the particular to the genera I and is based on facts.

• Marshall also suppo1ied the complementaiy nature of the two methods when he
quoted Schmoller: "Induction and deduction are both needed for scientific thought
as the right and left foot are needed for walking".

2.6 UNIT END ACTIVITY 

Let the students be divided into two groups A and B. Let each group make an analysis 
on the deductive and inductive methods for supporting the statement that 
independently neither deduction nor induction is helpful in scientific enquiry. In 
reality, both deduction and induction are related to each other because of some facts. 

2.7 KEYWORDS 

Positive Economics: Positive economics is the branch of economics that concerns the 
description and explanation of economic phenomena. It focuses on facts and cause
and-effect behavioural relationships and includes the development and testing of 
economics theories. 

Normative Economics: Normative economics is a part of economics that expresses 
value or n01mative judgments about economic fairness or what the outcome of the 
economy or goals of public policy ought to be. 

Positive Science: Positive science is the part of economics which is objective and fact 
based. The economic statements do not have to be cmrect, but they must be able to be 
tested and proved or disproved. 

Normative Science: Normative· science is a type, of infonnation that is developed, 
presented, or interpreted based on an assumed, usually unstated, preference for a 
particular policy or class of policies. 

Deductive Method: This aims at testing theories. It means reasoning or inference from 
the general to the particular or from the universal to the individual. 

Inductive Method: These staii with the observations and theories are formulated. It is 
a process of using theory observations to develop general principles about a specific 
subject. 

Empirical Content: Relying on or derived from observation or experiment: empirical 
results that suppmied the hypothesis. 

Neo-Classical Economists: An approach to economics that relates supply and 
demand to an individual's rationality and his ability to maximize utility or profit. Neo
classical economics also uses mathematical equations to study various aspects of the 
economy. 

Eco11omic Hypotheses: A supposition or explanation (theo1y) that is provisionally 
accepted in order to interpret certain events or phenomena, and to provide guidance 
for further investigation. A hypothesis may be proven correct or wrong, and must be 
capable of refutation. 

Social Sdence: The scientific study of human society and social relationships. 

2.8 QUESTIONS FOR DISCUSSION 

1. Explain the different concepts of economies with regards to the definitions.

2. Is economics a science or an art? Give reasons for yow- answer.



3. Differentiate between positive and nonnative economics.

4. Explain the deductive method briefly with its merits and demerits.

5. \Vrite a short note o n  the inductive method.

Check Your Progress: Model Answer 

I. Microeconomics

2. Maximisation
" 

.J. Scarce

4. Positive

5. Deductive

6. Inductive

2.9 REFERENCES & SUGGESTED READINGS 

Agarwal, M. (2021). Principles of Microeconomics. Vikas Publishing House.

Bhaduri, A. (2020). Microeconomics: Theory and Applications. Oxford University 

Press

Choudhury, B. (2021). Essentials of Microeconomics. Wiley India Pvt. Ltd.

Dutt, R., & Sundaram, K. P. M. (2021). Indian Economy (71st ed.). S. Chand 

Publishing.

Ghosh, A. (2020). Microeconomics: Theory and Applications. Oxford University 

Press.

Gordon, R. J. (2019). Microeconomics (13th ed.). Pearson.

Kaur, R. (2022). Microeconomics: A Textbook for Economics Students. Kalyani 

Publishers.

Kumar, N. (2023). Principles of Microeconomics. Taxmann Publications Pvt. Ltd.
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UNIT 

3 

ECONOMIC LAWS 

CONTENTS 

3.0 Aims and Objectives 

3.1 Introduction 

3.2 Importance of Role of Economics 

3.3 Knowledge of Economic Laws 

3.4 

3.5 

3.6 

3.7 

3.8 

3.9 

3.10 

3.11 

3.12 

3.13 

3.14 

3.15 

3.3.1 Characteristics of Economic Laws 

Importance of Economic Laws 

Assumptions of Economic Laws 

Basic Concepts in Economics 

Law of Diminishing Marginal Utility 

Demand Analysis 

Law of Demand 

3.9.1 Demand Curve 

3.9.2 Factors Affecting Demand 

Law of Variable Praportio.n 

Let Us Sum Up 

Unit End Activity 

Keywords 

Questions for Discussion 

Ref er enc es & Suggested Readings 

3.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able to: 

• Understand the importance of role of Economics

• Know about the Economic laws and the different characteristics of the law

• Explain the importance of Economic laws

• Understand the basic concepts of Economics

• Explain the law of Diminishing Marginal Utility

• Know about the Demand Analysis and Law of Demand

• Explain the Demand Curve and the factors affecting demand

• Have knowledge on the Law ofV ariable Proportion

























































Law of Diminishing Returns: It is used to refer to a point at which the level of profits 
or benefits gained is less than the amount of money or energy invested. 

Law of Demand: A microeconomic law that states, all other factors being equal, as 
the price of a good or service increases, consumer demand for the good or service will 
decrease, and vice versa. 

Law of Diminishing Marginal Utility: The law of diminishing marginal utility is a 
law of economics stating that as a person increases consumption of a product while 
keeping consumption of other products constant, there is a decline in the marginal 
utility that person derives from consuming each additional unit of that product. 

J1althusian theory of population: Ofrelating to Malthus or his theo1y that population 
tends to increase at a faster rate than its means of subsistence and that unless it is 
checked by moral restraint or by disease, famine, war, or other disaster widespread 
poverty and degradation inevitably result. 

Demand Curve: A graph sh9wing how the demand for a commodity or service varies 
with changes in its price. 

Isoquants: Isoquants is derived from quantity and the Greek word meaning 'equal'. It 
is a contour line drawn through the set of points at which the same quantity of output 
is produced while changing the quantities of two or more inputs. 

3.14 QUESTIONS FOR DISCUSSION 

I. What is the significance of role of economics in the society as a whole?

2. What are economic laws and why are they impmtant for the economy?

3. What is ·the law of diminishing marginal utility? Do all people consuming all
goods exhibit this law? Give some examples of possible exceptions to the law of
diminishing marginal utility.

· · 

4. What is the law of demand and why are demand curves for most goods downward
sloping?

5. Explain the law of variable proportions and what does law of return state?

Check Your Progress: Model Answer 

1. Economic

2. Relationship

3. Variable

4. Constant

5. Demand

6. Demand

3.15 REFERENCES & SUGGESTED READINGS 

Agarwal, M. (2021). Principles of Microeconomics. Vikas Publishing House.
Bhaduri, A. (2020). Microeconomics: Theory and Applications. Oxford University 
Press
Choudhury, B. (2021). Essentials of Microeconomics. Wiley India Pvt. Ltd.
Dutt, R., & Sundaram, K. P. M. (2021). Indian Economy (71st ed.). S. Chand 
Publishing.
Ghosh, A. (2020). Microeconomics: Theory and Applications. Oxford University 
Press.
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Microeconomics Gordon, R. J. (2019). Microeconomics (13th ed.). Pearson.
Kaur, R. (2022). Microeconomics: A Textbook for Economics Students. Kalyani Publishers.
Kumar, N. (2023). Principles of Microeconomics. Taxmann Publications Pvt. Ltd.



UNIT 

4 

BASIC PROBLEMS OF INDIAN ECONOMY 

CONTENTS 

4.0 Aims and Objectives 

4.1 Introduction 

4 .2 Significance and Advantages of Ecorromics 

4.3 Different Economic Systems 

4.4 Economic Problems 

4.5 Reasons behind Economic Problems 

4.5.1 Problems faced by an Economy 

4.6 General Fra·mework Explaining the Economic Problems 

4.7 Characteristics of an Underdeveloped Economy 

4.8 Problems faced by Indian Economy 

4.9 Factors affecting Economic Growth 

4.10 Objectives for Planning in India 

4.11 Achievements of the Economic Planning in India 

4.12 Drawbacks of the Economic Planning 

4.13 Let Us Sum Up 

4 .14 Unit End Activity 

4.15 Keywords 

4.16 Questions for Discussion 

4.17 References & Suggested Readings 

4.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able to: 

• Discuss the importance and advantages of Economics

• �ow about the Different Economic Systems and Economic problems

• Explain the reasons for the Economic problems

• Know about the various Economic problems of the society

• Understand the General Framework explaining the Economic problems

• Describe the characteristics of an Underdeveloped Economy

• Know about the problems faced by Indian Economy

• Explain the Factors affecting Economic Growth

• Understand the objectives for Planning.in India

• Know about the Achievements and Drawbacks of the Economic Planning in India
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• 

per capita income. Per capita income is defined as the ratio of national income 
over population. 

Another ve1y dishemtening thing about India is that it has world's lm·gest number 
of poor people. As per reports of Government of India, in 20 l 1-12 about 269 .3 
million people in India were poor. This was about 22 per cent of India's 
population. 

• The process of economic growth is a highly complex phenomenon and is
influenced by numerous and varied factors such as political, social and cultural
factors.

• India needs a lot of planning for its economy. Its developmerit process has been
continuing through five year plan since the first plan period during 1951-56. The
advantage of planning is ve1y well known. Through planning the country sets its
priorities first and provides the financial estimates to achieve the same.

• Economic planning in India was sta1ied in 19 51. As said earlier, there were ce1iain
objectives of economic planning which include: achieving economic growth in
terms of increase in real national arid per capita income, increase in the level of
employment, removal of inequality in the distribution of income removal of
pove1iy, ensuring social and economic justice.

4.14 UNIT END ACTIVITY 

Let the students make a presentation with the help of power point and internet on the 
salient features of the different economy. List the ways on how they solve their basic 
problems. 

4.15 KEYWORDS 

Analytical Attitude: It is good at breaking down problems into smaller parts to find 
solutions. 

Traditional Economy: It is an original economic system in which traditions, customs, 
and beliefs that helps to shape the goods and services which the economy produces, as 
well as the rules and manner of their distribution. 

Capitalist Economy: An economic system and an ideology based on private 
ownership of the means of production and their operation for profit. Characteristics 
central to capitalism include private property, capital accumulation, wage labour, 
voluntary exchange,. a price system, and competitive markets. 

Socialist Economy: System which is characterised by social ownership and 
democratic control of the means of production, which may mean autonomous 
cooperatives or direct public ownership; wherein production is carried out directly for 
use. 

Mixed Economy: An economic system combining private and state enterprise. 

Production Possibility Curve: Depicting all maximum output possibilities for two 
goods, given a set of inputs consisting of resources and other factors. The PPF 
assumes that all inputs are used efficiently. 

Per capita income: Measures the average income earned per person in a given area 
(city, region, country, etc.) in a specified year. 

LDC: Lesser Developed Country 

GDP: Gross Domestic Product 
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UNIT 

5 

ELASTICITY OF DEMAND 

CONTENTS 

5.0 Aims and Objectives 

5 .1 Introduction 

5 .2 Meaning of Demand 

5.3 The Law of Demand 

5.3J Demand Schedule 

5.3:2 Demand Curve 

5 .3 .3 Factors behind the Law of Dem and 

5.4 

5-5

5 .6 

5.7 

5.8 

5.9 

Limitations of Law of Demand 

5.4.1 Types of Goods 

Meaning and Definition ofElaslicity of Demand 

Various Concepts of Elasticity of Demand 

Importance of the Concept ofElasticity of Demand 

Let Us Sum Up 

Unit  End Activity 

5. l O Keywords

5 .11 Questions for Discussion 

5. I 2 References & Suggested Readings

5.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able to: 

• Understand the meaning of Demand

• Know about the Law of Demand

• Describe the limitations of Law of Demand

• Know about the meaning of Elasticity of Demand

• Analyze the various concepts of Elasticity of Demand

• Know the importance of the concept of Elasticity of Demand

5.1 INTRODUCTION 

In Economic science, the term "demand" refers to the desire, backed by the necessary 
ability to pay. The demand for a g_ood at a given price is the quantity of it that can be 
bought per unit of time at the price. Supply and demand are the most fundamental 
tools of economic analysis. Most applications of economic reasoning involve supply 
and demand in one fonn or another. 

































• Price elasticity of demand relates to the responsiveness of quantity demanded of a
good to the change in the price. Price elasticity of demand is a measure of the
responsiveness of change in quantity demanded of a good/service to a .change in
price, Ccteris Paribus.

• Income elasticity of demand refers to the sensitiveness of quantity demanded in
the change in incomes. Another factor that can affect the price elasticity of
demand would be the price of a good relative to a proportion of one's disposable
income; so as one's income changes, the price of the good in tem1s of a percentage
of one's income will change, thus affecting quantity demanded.

• Cross elasticity of demand means the degree of responsiveness of demand of
goods to a change in the price of related goods, which may be either a substitute
for it or a complementary with it.

• Marshall who introduced the concept of elasticity in economic theory remarks that
the elasticity or responsiveness of demand in a market is great or small according
as the amount demanded increases much or little for a given full in price, and
diminishes much or little for a given rise in price.

• In economic theory, elastic and inelastic demands have come to acquire precise
meanings. Demand for goods is said to be elastic if the elasticity of demand for it
is greater than one. Similarly, the demand for goods is called inelastic if elasticity
of demand for it is less than one.

• In the words of Keynes, "The concept of elasticity is so important that in the
provision of terminology and apparatus to aid thought, I do not think, Marshall did
any greater service than by the explicit introduction of the idea of the elasticity".

• Use of the concept of elasticity of demand is required in the price determination of
a commodity under different market conditions. Under perfect competition, in the
short run in which supply is absolutely inelastic price depends upon the elasticity
of demand.

• The goods that are produced by a single production process are joint supply
products. The cost of production of these goods is also together. Therefore, while
determining the prices of these products their elasticity of demand is considered.
The price of a joint supply product is fixed high if its demand is inelastic and low
price is fixed for that joint supply product whose demand is elastic.

5.9 UNIT END ACTIVITY 

Using the data shown in the table below about demand for smart phones, calculate the 
price elasticity of demand from point B to point C, Point D to Point E, and point G to 
pint H. Classify the elasticity at each point as elastic, inelastic, or unit elastic. 

Points P 0 

B 70 2,800 

D 90 2,400 

F 110 2,000 

H 130 1,600 

127 
Elasticity of Demand 





5. In terminology of economies, we would say that the demand for some goods is
more elastic th.an those for the others or the price elasticity of demand of some
goods is greater than those of the others. Explain the statement.

Check Your Progress: Model Answer 

1. Quantities

2. Supply

3. Substitute

4. Elasticity

5. Perishable

6. Elasticity

5.12 REFERENCES & SUGGESTEU READINGS 

Agarwal, M. (2021). Principles of Microeconomics. Vikas Publishing House.
Bhaduri, A. (2020). Microeconomics: Theory and Applications. Oxford University Press
Choudhury, B. (2021). Essentials of Microeconomics. Wiley India Pvt. Ltd.
Dutt, R., & Sundaram, K. P. M. (2021). Indian Economy (71st ed.). S. Chand Publishing.
Ghosh, A. (2020). Microeconomics: Theory and Applications. Oxford University Press.
Gordon, R. J. (2019). Microeconomics (13th ed.). Pearson.
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UNIT 

6 

MEASURING ELASTICITY OF DEMAND 

CONTENTS 

6.0 Aims and Objectives 

6.1 Introduction 

6.2 Understanding Elasticity of Demand 

6.3 Types of Elasticity of Demand 

6.4 Determinants of Elasticity 

6.5 Measurement of Elasticity of Demand 

6.6 Imp011ance of Elasticity 

6.7 Demand Forecasting 

6.7.l Kinds ofDemandForecasting 

6.8 Purpose of Demand Forecasting 

6.9 Methods of Demand Fore casting 

6.10 Im portance of Demand Forecasting 

6.11 Let Us Sum Up 

6.12 Unit End Activity 

6.13 Key,vords 

6.14 Questions for Discussion 

6.15 References & Suggested Readings 

6.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able to: 

• Understand the concept of Elasticity of Demand

• Explain the types of Elasticity of Demand

• Know about the determinants of Elasticity

. • Understand the measurement of Elasticity of Demand 

• Describe the importance of Elasticity of Demand

• Know about and kinds of Demand Forecasting

• Explain the purpose of Demand Forecasting

• Analyze the methods of Demand Forecasting

• Understand the importance of Demand Forecasting
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. exceptions, the inverse price-demand relationship holds well in case of the goods 
that are bought and sold in the market. 

• The word 'elasticity' is a technical term which stands for the sensitivity or
responsiveness of a dependent variable to the changes in independent variables.
The elasticity of demand is the responsiveness of demand to the changes in the
price of a commodity, income of the consumers and the prices of related goods.
Demand extends or contracts respectively with a fall or rise in price. This quality
of demand by vi1tue of which it changes (increases or decreases} when price
changes (decreases or increases) it is called Elasticity of Demand.

• The extent of responsiveness of demand with change in the price is not always the
same. The demand for a product can be elastic or inelastic, depending on the rate
of change in the demand with respect to cJiange in price of a product. Elastic
demand is the one when the response of. demand is greater with a small
prop01iionate change in the price.

• The availability of substitutes is a major determinant of the elasticity of demand.
The large the number of substitutes, the higher is the elastic. It means if a
commodity has many substitutes, the demand will be elastic. As against this in the
absence of substitutes, the demand becomes relatively inelastic because the
consumers have no other alternative but to buy the same product iJTespective of
whether the price rises or falls.

• Theoretically, its imp01iance lies in the fact that it deeply analyses the price
demand relationship. The law of demand merely explains the qualitative
relationship while the concept of elasticity of demand analyses the quantitative
price-demand relationship.

• Demand forecasting is an estimate of the future demand and it is based on the
statistical data about past behavior and the relationship of the various
determinants. As the future is unce1tain, the forecasting of demand cannot be
accurate. However, forecasting gives a reliable approximation of future demand.

• The purposes of demand forecasting will depend upon the periods for which it is
made. Short-tenn demand forecasting helps the management to take decisions on
current business operations with a given production capacity of the firm. This type
of demand forecasting is a short period forecasting of demand, for the product of a
business firm.

• Every manager of business firm is interested in long term business forecasts of
demand. These forecasts are made for the period of 5 years, 10 years, 20 years or
more than that period. These forecasts are necessary for the expansion of the firm.
Total demand for a product of business firm can be estimated with the help of
long te1m demand forecasts.

• · The various methods used for demand forecasting can be broadly classified into
survey of buyers intentions, opinion surveys, controlled market experiments, trend
projections, and regression analysis of economic indicators. 

• Forecasting of demand is very necessary process in managerial decision making.
These forecasts are important to the entrepreneurs, producers, firms and industries

6.12 UNIT END ACTIVITY 

Make a presentation and list out the important points of elasticity of demand m 
managerial decision making for different products and services. 



6.13 KEYWORDS 

Elasticity of Demand: It is a measure used in economics to show the responsiveness, 
or elasticity, of the quantity demanded of a good or service to a change in its price, 
ceteris paribus. 

Demand Forecasting: Demand forecasting is predicting future demand for the 
product. In other words, it refers to the prediction of probable demand for a product or 
a service on the basis of the past events and prevailing trends in the present. 

Inelastic Demand: Demand whose percentage change is less than a percentage change 
in price. For example, if the. price of a commodity rises twenty-five per cent 
and demand decreases by only two per cent, Demand is said to be inelastic. 

· Complementary Goods: Complementary Goods is a good with a negative cross
elasticity of demand, in contrast to a substitute goods'. This means a goods' demand is
increased when the price of another good is decreased. Conversely, the demand for a
good is decreased when the price of another good is increased.

Substitute Goods: In contrast to a complementary good, is a good with a positive
cross elasticity of demand; this means a goad's demand is increased when the price of
another good is increased; both in the same direction.

Cross Elasticity: It measures the responsiveness of the quantity demanded for a good
to a change in the price of another good, ceteris paribus.

Short-term Forecasting: It is usually used in short term objectives covering less than
. one year for example material requirement p lanning, scheduling, budgeting, etc. 

Long-term Forecasting: It is a common statistical task in business, where it helps to 
inform decisions about the scheduling of production, transportation and personnel, and 
provides a guide to long-tenn strategic planning. 

6.14 QUESTIONS FOR DISCUSSION 

1. Explain perfectly elastic demand and perfectly in elastic demand with a sui_table
example.

2. What are the different types of Elasticity of Demand?

3. Explain the slope of income demand curve for a superior and inferior good.

4. Which are different methods of measuring Elasticity of Demand?

5. What is meant by Demand Forecasting? Why is it important for the managers of
business firm?

Check Your Progress: Model Answer 

1. Responsiveness

2. Demand

3. Change

4. Demand

5. Forecasting

6. Arc
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• In the past, labour was considered an ordinaiy commodity to be bought and sold
in the market like otter commodities. It was not recognised that labour was not
only a means to a11 end but was also an end in itself.

• The rndian labour is no doubt less efficient; but it is not due to any inherent
deficiencies. The sub-tropical climate weakens him physically. Extremes of heat
and cold make facto1y work a great ordeal. His wage is extremely low and is ·
_hardly enough to keep his body and soul together. Besides, labour is not properly
organised.

• Mobility is of great advantage to the worker himself. Undoubtedly most of those
who leave their village homes for distant industrial centers or foreign lands are 
able to improve their prospects. They are able to raise themselves up 

· economically. By t1ying luck elsewhere one generally meets good luck. One rots
by staying at home. Nothing can be achieved without showing an adventurous
spirit.

• Of all factors labour or man is the least mobile. Capital exists in the form of 
money and appliances of production. They are lifeless things, and can be sent to
different places. However, it is not worthwhile to dismantle heavy machine1y
which has already been installed in a place and to cany it to some other place.

• Several economists have criticisms for the above factors of production economist
Benham has objected to a broader meaning of land as a factor of production. As
per him, it is convenient to consider only land as factor of production, rather than
such clements as sunshine, .climate etc. which does not enter. directly into costs.
Likewise, it is incorrect to group together the services of an untalented worker
with that of professionals.

• The concept of the factor of production is of great significance in modern
economic study. It is used in the the01y of production in which the a range of
combinations of factors of production help in generating output when a firm
functions under rising or declining costs in the short-run and when the proceeds to
scale boosts or shI�nks in the long run.

• Labour productivity is an important economic indicator that is closely linked to
economic growth, competitiveness and living standards within an economy.
Labour productivity represents the total volume of output (measured in tenns of
Gross Domestic Product, GDP) produced per unit of labour (measured in tenns of
the number of employed persons) during a given time reference period.

• The economic growth in a country can be ascribed either to increased employment
or to more effective work by those who are employed. The latter effect can be
described through statistics on labour productivity

• The tenn economic gwwth is associated with economic progress and
advancement. Economic growth can be defined as an increase in the capacity of
an economy to produce goods and services within a specific period of time.
Economic growth can be defined as a positive change in the level of goods and
services produced by a country over a certain period of time.

7.14 UNIT END ACTIVITY 

Make a presentation and describe how the improvement in the factors of production -
land, labour, capital and organisation help in the economic growth of the count1y. 
Why are these considered as factors of production? 
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8.0AIMS AND OBJECTIVES 

After studying this lesson, you should be able to: 

• Understand the Law of Variable Proportion

• Know about the tlu:e e Stages of Production

• Explain the Law of Returns to Scale

• Describe the causes responsible for Law of Variable Proportion

• Understand the importance of Law ofVariable Proportion

• Know about the Economies of Scale

• Explain the economies and diseconomies of Large Scale Production





































• The stage of diminishing marginal returns iit the production function with one
factor variable is the most important. Tiie question arises as to why we gets
diminishing marginal returns after a certain amount of the variable factor has been
added to a fixed quantity of the other factor.

• As the amount of a variable factor continues to be increased to a fixed quantity of
the other factor, a stage is reached when the total product declines and tlie
marginal product of the variable factor becomes negative.

• In the long nm, expansion of output can be achieved by variation in the use of all
factors as all factors are variable. The laws of returns to scale refer to the effects of
changes in the scale of production. In the long nm, output can. be increased by
effecting a change in the use of all factors keeping the same propo1tion or by
changes in different proportions.

• The law of variable proportions is universal as it applies to all fields of
production. This law applies to any field of production where some factors are
fixed and others are variable. That is why, it is called the law of universal
application.

• The Law of Variable Proportion has universal applicability in any branch of
production. It forms the basis of a number of doctrines in economics.

• Economies of scale are defined as the cost advantages that an organisation can
achieve by expanding its production in the long run. The scale of production refers
to the amount of factors used, the quantities of products produced, and the
techniques of production adopted by a producer. As production increases with the
increase in the quantities of land, labour and capital, the scale of production
expands.

• Economies of large scale production have been · classified by Marshall into
Internal Economies and External Economies. Internal economies are internal to a
firm when its costs of production are reduced and output increases. They are open
to a single factory or a single firm independently of the action of other firms.

• Internal Economies are firm-specific, or caused internally, while external
economies of scale occur based on larger changes outside of the firm. Both types
result in declining marginal costs of production; yet, the net effect js the same.

• The economies of scale cannot continue indefinitely. A time comes in the life of a
firm or an industry when fu1ther expansion leads to diseconomies in place of
economies. Internal and external diseconomies are in fact the limits to large scale
production.

8.12 UNIT END ACTIVITY 

Prepare a Marginal Product schedule for increasing production when only one input is 
increased. Indicate the phases of Law of Variable Propo1tion. 

8.13 KEYWORDS 

Variable Factor: It provides the extra inputs that a firm needs to expand short-rnn 
production. 

Fixed Factor: A fixed factor is one, whose quantity cannot readily be changed in 
response to desired changes in output or market conditions. Its quantity remains the 
same, whether the level of output is more or less or zero. 

Variable Proportion: It states that as the quantity of one factor is increased, keeping 
the other :factors fixed, the marginal product of that factor will eventually decline. 
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9.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able to: 

• Understand the Malthusian Theory

• Know about the Cr iticism of the Malthus Theory

• Explain Marx's Response to Malthus' Thesis

• Analyse the Applicability of the Malthusian Theory

• Know about the Theory of Demographic Transition

• Explain the Criticisms of the Demographic Th�ory

• Understand the Optimum Theory of Population

• Describe the Superiority of Optimum theory over the Malthusian Theory

• Know about the Cri ticisms of the Optimum Theory
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Thus the optimum theory of population neglects the distributional aspect of 
increase in the per capita income. 

• Although the theory of demographic transition has been appreciated widely by the
demographers, it has been criticised on many grounds also. There are even critics
who have gone to the extent of saying that it cannot be called a theory

9.12 UNIT END ACTIVITY 

Make a presentation and explain the various views of different economists about the 
relationship between population growth and economic development. 

9.13 KEYWORDS 

Optimum Population: It refers to the size of a population that produces the best 
results according to chosen end targets. One text from 1926 presented a single end 
target as being. "the largest per capital income of consumers' goods possible under the 
given conditions." 

Demographic Theory: A commonly used phrase in the discussion of population 
growth is demographic transition, which describes a progressive movement from high 
birth and death rates to low bilih and death rates. 

Famine: extreme scarcity of food. 

Jl.1eans of Subsistence: The action or fact of maintaining or supporting oneself, 
especially at a minimal level. 

Arithmetic Progression: Arithmetic progression is a sequence of numbers in which 
each differs from the preceding one by a constant quantity (e.g., 1, 2, 3, 4, etc.; 9, 7, 5, 
3, etc.). 

Pessimist: A person who tends to see the worst aspect of things or believe that th'e 
worst will happen. 

Empirical Evidence: It also known as sensory experience is the knowledge received 
by means of the senses, particularly by observation and experimentation. The te1m 
comes from the Greek word for experience. 

Moral Restraint: Moral restraint is a restraint upon 111e actions of a person, not by the 
exertion of physical power or the giving of directions, orders, or commands, merely 
by his confonnity to wishes or desfres of another. 

Prophet: A person regarded as an inspired teacher or proclaimed of the will of God. 

Sociologists: An expert in or student of the development, structure and functioning of 
human society. 

9.14 QUESTIONS FOR DISCUSSION 

1. What was the Malthusian theory and how did he explained the increase in the
population ratio?

2. Describe briefly the theory of Demographic Transition. At what stage do most
developing countries seem to be? Explain.

3. Explain the optiinum theory of population.

4. What were the main areas of criticisms of the Malthusian theory?

5. Explain the superiority of the optimum theory over the Malthusian Theory.



,_ 

Check Your Progress: Model Answer 

l. Malthus

2. TheoJy of optimum population

3. Second

4. · Arithmetic/Geometric

5. Actual

6. Ideal
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