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ECONOMICSFORENGINEERS

Topiccovered:Definitionsofeconomics,Microandmacroeconomics

utilitylawofdiminishingmarginalutilityandlawofequimarginalutility

UNIT-1

EconomicsDefinition

 Economicsisthestudyofhowpeopleallocatescarceresourcesfor
production,distribution,andconsumption,bothindividuallyand
collectively.

 Twomajortypesofeconomicsare microeconomics,whichfocuses
onthebehaviorofindividualconsumersandproducers,
and macroeconomics,whichexamineoveralleconomiesona
regional,national,orinternationalscale.

 Economicsisespeciallyconcernedwithefficiencyinproductionand
exchangeandusesmodelsandassumptionstounderstandhowto
createincentivesandpoliciesthatwillmaximizeefficiency.

TypesofEconomics

Thestudyofeconomicsisgenerallybrokendownintotwodisciplines.

 Microeconomicsfocusesonhowindividualconsumersandfirm
makedecisions;theseindividualscanbeasingleperson,a
household,abusiness/organizationoragovernment
agency. Analyzingcertainaspectsofhumanbehavior,
microeconomicstriestoexplaintheyrespondtochangesinpriceand
whytheydemandwhattheydoatparticularpricelevels.
Microeconomicstriestoexplainhowandwhydifferentgoodsare
valueddifferently,howindividualsmakefinancialdecisions,andhow
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individualsbesttrade,coordinateandcooperatewithoneanother.
Microeconomics'topicsrangefrom thedynamicsofsupplyand
demandtotheefficiencyandcostsassociatedwithproducinggoods
andservices;theyalsoincludehowlaborisdividedandallocated,
uncertainty, risk,andstrategic gametheory.

 Macroeconomicsstudiesanoveralleconomyonbothanationaland
internationallevel.Itsfocuscanincludeadistinctgeographical
region,acountry,acontinent,oreventhewholeworld.Topicsstudied
includeforeigntrade,governmentfiscalandmonetarypolicy,
unemploymentrates,thelevelofinflationandinterestrates,the
growthoftotalproductionoutputasreflectedbychangesinthe
GrossDomesticProduct(GDP),and businesscycles thatresultin
expansions,booms,recessions,anddepressions. 

Micro-andmacroeconomicsareintertwined;aseconomistsgainan
understandingofcertainphenomena,theycanhelpusmakemore
informeddecisionswhenallocatingresources.Manybelievethat
microeconomics'foundationsofindividualsandfirmsactinginaggregate
constitutemacroeconomicphenomena.

MICROANDMACROECONOMICS

BASISFOR
COMPARISON

MICROECONOMICS MACROECONOMICS

Meaning Thebranchofeconomics
thatstudiesthebehavior
ofanindividualconsumer,
firm,familyisknownas
Microeconomics.

Thebranchofeconomics
thatstudiesthebehaviorof
thewholeeconomy,(both
nationalandinternational)is
knownasMacroeconomics.

Dealswith Individualeconomic
variables

Aggregateeconomic
variables

Business Appliedtooperationalor Environmentandexternal
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BASISFOR
COMPARISON

MICROECONOMICS MACROECONOMICS

Application internalissues issues

Tools DemandandSupply AggregateDemandand
AggregateSupply

Assumption Itassumesthatallmacro-
economicvariablesare
constant.

Itassumesthatallmicro-
economicvariablesare
constant.

Concerned
with

TheoryofProductPricing,
TheoryofFactorPricing,
TheoryofEconomic
Welfare.

TheoryofNationalIncome,
AggregateConsumption,
TheoryofGeneralPrice
Level,EconomicGrowth.

Scope Coversvariousissueslike
demand,supply,product
pricing,factorpricing,
production,consumption,
economicwelfare,etc.

Coversvariousissueslike,
nationalincome,general
pricelevel,distribution,
employment,moneyetc.

Importance Helpfulindeterminingthe
pricesofaproductalong
withthepricesoffactors
ofproduction(land,labor,
capital,entrepreneuretc.)
withintheeconomy.

Maintainsstabilityinthe
generalpriceleveland
resolvesthemajorproblems
oftheeconomylikeinflation,
deflation,reflation,
unemploymentandpoverty
asawhole.

Limitations Itisbasedonunrealistic Ithasbeenanalyzedthat
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BASISFOR
COMPARISON

MICROECONOMICS MACROECONOMICS

assumptions,i.e.In
microeconomicsitis
assumedthatthereisa
fullemploymentinthe
societywhichisnotatall
possible.

'FallacyofComposition'
involves,whichsometimes
doesn'tprovestruebecause
itispossiblethatwhatistrue
foraggregatemaynotbe
trueforindividualstoo.

UTILITYANDITSAPPLICATION

.

Utility:

Utilityisthecapacityofacommoditythroughwhichhumanwantsare
satisfied.

LawofDiminishingMarginalUtility:

Thelaw ofdiminishingmarginalutilityiscomprehensivelyexplainedby
Alfred Marshall.According to his definition ofthe law ofdiminishing
marginalutility,thefollowinghappens:

“During the course ofconsumption,as more and more units ofa
commodityareused,everysuccessiveunitgivesutilitywithadiminishing
rate,providedotherthingsremainingthesame;although,thetotalutility
increases.”

Utils:

'Utils'isconsideredasthemeasurable'unit'ofutility.
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ExplanationfortheLawofDiminishingMarginalUtility:

WecanbrieflyexplainMarshall’stheorywiththehelpofanexample.
Assumethataconsumerconsumes6applesoneafteranother.Thefirst
applegiveshim 20utils(unitsformeasuringutility).Whenheconsumes
thesecondandthirdapple,themarginalutilityofeachadditionalapplewill
belesser.Thisisbecausewithanincreaseintheconsumptionofapples,
hisdesiretoconsumemoreapplesfalls.

Therefore,thisexampleprovesthepointthateverysuccessiveunitofa
commodityusedgivestheutilitywiththediminishingrate.

Wecanexplainthismoreclearlywiththehelpofascheduleanddiagram.

ScheduleforLawofDiminishingMarginalUtility:

Intheabovetable,thetotalutilityobtainedfrom thefirstappleis20utils,
whichkeeponincreasinguntilwereachoursaturationpointat5thapple.
On the otherhand,marginalutility keeps on diminishing with every
additionalappleconsumed.Whenweconsumedthe6thapple,wehave
goneoverthelimit.Hence,themarginalutilityisnegativeandthetotal
utilityfalls.

Withthehelpoftheschedule,wehavemadethefollowingdiagram:
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SaturationPoint:Thepointwherethedesiretoconsumethesameproduct
anymorebecomeszero.

LawofDiminishingMarginalUtility

Thislawexplainstherelationbetweenutilityandquantityofacommodity.It
statesthatasconsumptionincreasesmoreandmore,themarginalutilitywill
belessandless.

AssumptionsofLawofEqui-MarginalUtility

 Unitsofgoodsarehomogenous.

 Notimegapbetweentheconsumptionofthedifferentunits.

 Tastes,fashion,preferences,andprioritiesremainunchanged.

 Consumeraimsatmaximum satisfaction.

 Consumer’sincomeisfixedandlimited.

TypesofMarginalUtility

BasedontherelationshipbetweenthetotalandtheMarginalUtility,thereare
threetypesofmarginalutility.
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Positive

Themarginalutilityispositivewhentheconsumptionofanadditionalunitof
aproductresultsintheincreaseinthetotalutility.Gettingacouponoffree
hairspaisitsexample.

Negative

Itisnegativewhentheconsumptionofanadditionalunitofaproductresults
inthedecreaseinthetotalutility.Takingmorevitaminsupplementsor
overtakeofsomemedicineisitsexample.

Zero

Itiszerowhentheconsumptionofanadditionalunitofaproductresultsin
nochangeinthetotalutility.Gettingtwocopiesofthesamenovelisoneof
theexamplesofzeromarginalutility.

Supposewehavedataforthemarginalandthetotalutilityfordifferentunits
oficecreams.Letusseetherelationbetweenthetwo.

Units TotalUtility MarginalUtility

1 20 20

2 35 15

3 45 10
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4 52 7

5 55 3

6 55 0

7 52 -2

8 47 -5

9 36 -11

10 20 -16
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LawofEqui-MarginalUtility

Thislawisbasedontheprincipleofobtainingmaximum satisfactionfrom a
limitedincome.Itexplainsthebehaviorofaconsumerwhenheconsumes
morethanonecommodity.

Thelawstatesthataconsumershouldspendhislimitedincomeondifferent
commoditiesinsuchawaythatthelastrupeespentoneachcommodity
yieldhim equalmarginalutilityinordertogetmaximum satisfaction.

SupposetherearedifferentcommoditieslikeA,B,…,N.Aconsumerwillget
themaximum satisfactioninthecaseofequilibrium i.e.,
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MUA /PA =MUB /PB =…=MUN /PN

WhereMU’sarethemarginalutilitiesforthecommoditiesandP’sarethe
pricesofthecommodities.

 

AssumptionsoftheLaw

 Thereisnochangeinthepriceofthegoodsorservices.

 Theconsumerhasafixedincome.

 Themarginalutilityofmoneyisconstant.

 Aconsumerhasperfectknowledgeofutility.

 Consumertriestohavemaximum satisfaction.

 Theutilityismeasurableincardinalterms.

 Therearesubstitutesforgoods.

 Aconsumerhasmanywants.

LimitationoftheLaw

Therearesomelimitationstothislaw.Theyare

 Thelawisnotapplicableincaseofknowledge.Readingbooksprovides
moreknowledgeandhasmoreutility.

 Thislawisnotapplicableincaseoffashionandcustoms.

 Thislawisnotapplicableforverylowincome.

 Thereisnomeasurementofutility.
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 Notallconsumercareforvariety.

 Thelawfailswhentherearenochoicesavailableforthegood.

 Thelawfailsincaseoffrequentpricechange.

ImportanceoftheLaw

 Thislawishelpfulinthefieldofproduction.Aproducerhaslimited
resourcesandtriestogetmaximum profit.

 Thislawishelpfulinthefieldofexchange.Theexchangeisofanything
likesomegoods,wealth,trade,import,andexport.

 Itisapplicabletopublicfinance.

 Thelawisusefulforworkersinallocatingthetimebetweenthework
andrest.

 Itisusefulincaseofsavingandspending.

 Itisusefultolookforsubstitutionincaseofpricerise.

 

UNIT-2

Topiccovered:Demand,Demandshifts,Elasticityofdemand,price
elasticityofdemanditsmeasurementsimportanceanduses,Costtypesof
coststheoryofcosts,totalcost,averagecostandmarginalcost

Demand
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Demandineconomics istheconsumer'sdesireandabilitytopurchasea

goodorservice.It'stheunderlyingforcethatdrives economic

growth and expansion.Withoutdemand,nobusinesswouldeverbother

producinganything.

LawofDemand

The lawofdemand governstherelationshipbetweenthequantity

demandedandtheprice.Thiseconomicprincipledescribessomethingyou

alreadyintuitivelyknow.If thepriceincreases,peoplebuyless.Thereverse

isalsotrue.Ifthepricedrops,peoplebuymore. 

Butpriceisnottheonlydeterminingfactor.Thelawofdemandisonlytrue

ifallotherdeterminantsdon'tchange.

DemandSchedule

The demandschedule isatableorformulathattellsyouhowmanyunitsof

agoodorservice willbe demandedatthevariousprices, ceterisparibus.

Hereisanexampleofademandschedule:
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 ElasticityofDemand 

The ElasticityofDemand isameasureofchangeinthequantitydemanded
inresponsetothechangeinthepriceofthecommodity.Simply,theeffect
ofachangeofpriceonthequantitydemandediscalledastheelasticityof
demand

Accordingtothisformula,theelasticityofdemandcanbedefinedasa
percentagechangeindemandasaresultofthepercentagechangeinprice.
Numerically,itcanbewrittenas:

Where,
ΔQ=Q1 –Q0

ΔP=P1 –P0

Q1=Newquantity
Q2=Originalquantity
P1=Newprice
P0=Originalprice
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TypesofElasticityofDemand

 PerfectlyElastic:EP → -∞

 RelativelyElastic:-∞<EP < -1

 UnitElasticity: :EP = -1

 RelativelyInelastic:-1<EP < 0

 PerfectInelastic:EP = 0

The elasticity of demand measuresthe relativechangeinthetotalamount

ofgoodsorservicesthataredemanded bythemarketorbyanindividual.

Thequantitydemandeddependsonseveralfactors.Someofthemost

importantfactorsarethepriceofthegoodorservice,thepriceofother

goodsandservices,theincomeofthepopulationorpersonandthe

preferencesofthe consumers.

So,wehaveseveral typesofelasticityofdemandaccordingtothesource

ofthechangeinthedemand.Forexample,ifthepriceisthesourceofthe

change,wehavethe“priceelasticityof demand”.

Accordingtothe source ofthechange,thefollowingtypesofelasticityof

demandcanbe mentioned:

1.PriceElasticityof Demand

2.CrossElasticityofDemand(theelasticityinrelationtothechangeofthe

priceofothergoodand services)

3.IncomeElasticity of Demand

1.Perfectly Elastic

2.Relatively Elastic

3.Unit Elasticity

4.Relatively Inelastic

5.Perfect Inelastic

PriceElasticityof Demand
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Thepriceelasticityofdemandistheproportionalchangeinthequantity

demanded,relativetotheproportionalchangeinthepriceofthe good.

Priceelasticityofdemand=Percentagechangeinquantitydemanded/

percentagechangeinprice= ΔQ/Q/ ΔP/P

CrossElasticityof Demand
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Thecrosselasticityofdemandistheproportionalchangeinthequantity

demanded,relativetotheproportionalchangeinthepriceofanother good.

Priceelasticityofdemand=Percentagechangeinquantitydemanded/

percentagechangeinpriceofanothergood= ΔQ1/Q1 / ΔP2/P2

Lookingatthechart,thechangeinthepriceofanothergoodshiftsthe

demandcurvetotheleftortothe right.

Ifthetwogoodsare substitutes,thecrosselasticityofdemandispositive.

Ifthetwogoodsare complements,thecrosselasticityofdemand

is negative.

IncomeElasticity of Demand
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Theincomeelasticityofdemandistheproportionalchangeinthequantity

demanded,relativetotheproportionalchangeinthe income.

Incomeelasticityofdemand=Percentagechangeinquantitydemanded/

percentagechangeintheincome= ΔQ/Q/ ΔI/I

PerfectlyElasticDemand:EP → -∞

PerfectElasticDemand:Theelasticitytendstowards -∞.
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Whenthedemandisperfectelastic,itdropstozerointhefaceofa

minimalpriceincrease.Ifthepriceisthesameofbelowthepointwhere

thedemandtouchestheverticalaxis,themarketwilldemandallthe

quantity offered.

RelativelyElasticDemand:-∞<EP <-1,unitelasticitydemandandrelatively

inelastic demand

Relativelyelasticdemand:Theelasticityisbetween-1and-∞.

UnitElasticityDemand:EP =-1,theelasticityis-1.

RelativelyInelasticDemand:-1<EP <0,theelasticityisbetween0and-1.

Perfectinelasticdemand:EP = 0
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Aperfectinelasticdemandhasanelasticityof0.Thequantitydemanded

willnotchangedespitechangesinthe price.

Measurementofpriceelasticityofdemand

Whatispriceelasticityofdemand?

Priceelasticityofdemandisameasureofthedegreeofchangeindemand
ofacommoditytothechangeinpriceofthatcommodity.
Inotherwords,priceelasticityofdemandistherateofchangeinquantity
demandedinresponsetothechangeintheprice.Itisoftenreferredtoas
‘priceelasticity’andisdenotedbyEporPED.

MethodsofMeasuringPriceElasticityofDemand

Therearebasicallyfourwaysbywhichwecanmeasurepriceelasticityof
demand.Thesemethodsare

1.Percentagemethod
2.TotalExpendituremethod
3.Pointmethod
4.Arcmethod
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1.PercentageMethod

Percentagemethodisoneofthecommonlyusedapproachesofmeasuring
priceelasticityofdemandunderwhichpriceelasticityismeasuredinterms
ofrateofpercentagechangeinquantitydemandedtopercentagechange
inprice.

Accordingtothismethod,priceelasticityofdemandcanbemathematically
expressedas

Foranexample:WhenthepriceofacommoditywasRs10perunit,its
demandinthemarketwas50unitsperday.Whenthepriceofthe
commodityfelltoRs8,thedemandroseto60units.Here,priceelasticity
ofdemandcanbecalculatedas
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Unlikepriceelasticityofsupply,priceelasticityofdemandisalwaysa
negativenumberbecausequantitydemandedandpriceofthecommodity
shareinverserelationship.Thismeans,highertheprice,lowerwillbethe
demand,andlowertheprice,higherbethedemandofthecommodity.

2.TotalExpenditureMethod

Totaloutlaymethod,alsoknownastotalexpendituremethodofmeasuring
priceelasticityofdemandwasdevelopedbyProfessorAlfredMarshall.
Accordingtothismethod,priceelasticityofdemandcanbemeasuredby
comparingtotalexpenditureonacommoditybeforeandaftertheprice
change.

Whilecomparingtheexpenditure,wemaygetoneofthreeoutcomes.They
are

Elasticityofdemandwillbegreaterthanunity(Ep>1)

Whentotalexpenditureincreaseswithfallinpriceanddecreaseswithrise
inprice,thevalueofPEDwillbegreaterthan1.Here,riseinpriceandtotal
outlayorexpendituremoveinoppositedirection.
Elasticityofdemandwillbeequaltounity(Ep=1)

Whentotalexpenditureoncommodityremainsunchangedinresponseto
changeinpriceofthecommodity,thevalueofPEDwillbeequalto1.

Elasticityofdemandwillbelessthanunity(Ep<1)

Whentotalexpendituredecreaseswithfallinpriceandincreaseswithrise
inprice,thevalueofPEDwillbelessthan1.Here,priceofcommodityand
totaloutlaymoveinsamedirection.
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Cases Price(P)

Quantity

demanded

(Q)

Totaloutlay

or

expenditure

(E=PXQ)

Price

elasticityof

demand

(PED)

I

6 1 6

PED=

10/6,>15 2 10

II

4 3 12

PED=

12/12,=13 4 12

III

2 5 10

PED=

6/10,<11 6 6

Whentheinformationfrom theabovetableisplottedinthegraph,weget
graphliketheoneshownbelow.
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Inthegraph,totaloutlayorexpenditureismeasuredontheX-axiswhile
priceismeasuredontheY-axis.Inthefigure,themovementfrom pointA
topointBshowselasticdemandaswecanseethattotalexpenditurehas
increasedwithfallinprice.

Themovementfrom pointBtopointCshowsunitaryelasticdemandas
totalexpenditurehasremainedunchangedwiththechangeinprice.
Similarly,themovementfrom pointCtopointDshowsinelasticdemandas
totalexpenditureaswellaspricehasdecreased.

Totaloutlaymethodofmeasuringpriceelasticityofdemanddoesnot
provideusexactnumericalmeasurementofelasticityofdemandbutonly
indicatesifthedemandiselastic,inelasticorunitaryinnature.Therefore,
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thismethodhaslimitedscope.

3.PointMethod

Thepointmethodofmeasuringpriceelasticityofdemandwasalso
devisedbyprof.AlfredMarshall.Thismethodisusedtomeasuretheprice
elasticityofdemandatanygivenpointinthecurve.

Accordingtothismethod,elasticityofdemandwillbedifferentoneach
pointofademandcurve.Thus,thismethodisappliedwhenthereissmall
changeinpriceandquantitydemandedofthecommodity.

Accordingtothismethod,priceelasticityofdemand(PED)is
mathematicallyexpressedas

However,themethodofcalculatingPEDdependsuponthenatureofthe
demandcurve.Thesemethodsareexplainedbelow.
Priceelasticityonalineardemandcurve

Ifthedemandcurveisoflinearnature,PEDissimplycalculatedbyapplying
theexpressiongivenabove,i.e.

Inthefigure,MNisalineardemandcurveandPisthemid-pointofthe
curve.
Therefore,atpointP,
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Inthesameway,

Priceelasticityonanon-lineardemandcurve

Ifthedemandcurveisofnon-linearorconvexnature,thenatangentlineis
drawnatthepointofwhichthePEDistobemeasured.ThenPEDisonce
againcalculatedas
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Inthegivenfigure,DDisanon-lineardemandcurve.IfPisthepointwhere
wewanttomeasurepriceelasticity,thenwehavetofirstdrawatangent
throughthatpoint.Thus,tangentMNhasbeendrawnthroughpointP.Now,
PEDcanbemeasuredas
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4.ArcMethod

Anytwopointsonademandcurvemakeanarc,andthecoefficientofprice
elasticityofdemandofanarcisknownasarcelasticityofdemand.This
methodisusedtofindoutpriceelasticityofdemandoveracertainrange
ofpriceandquantity.Thus,thismethodisappliedwhilecalculatingPED
whenpriceorquantitydemandedofthecommodityishighlychanged.

Inthefigure,wecanseethatABisanarconthedemandcurveDD,and
pointCisthemid-pointonAB.Ifwefollowedpointmethodtomeasure
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PEDatpointsAandBinthecurveDD,wegetdifferentcoefficientsasa
resultofusingdifferentbases.Toavoidthisdiscrepancy,elasticityis
measuredbytakingmeanvaluesofpriceandquantitydemandedinarc
method.

Theaverageofpriceandquantitydemandediscalculatedas

Oncetheaveragevalueofpriceandquantitydemandedaredetermined,
PEDatpointCcanbecalculatedbyapplyingfollowingformula

Where,

ΔQ=changeinquantitydemanded=Q2–Q1

Q1=initialquantitydemanded

Q2=newquantitydemanded



INTERNATIONALINSTITUTEOFTECHNOLOGYANDMANAGEMENT,MURTHAL,
SONIPATE-NOTES Subject:EconomicsforEngineers Code:MGT-201C

Course:B.techCivil4thsem PreparedbyMr.AmanGarg

PreparedbyMr.AmanGarg(A.P/B.B.A)Page29

ΔP=changeinprice=P2–P1

P1=newprice

P2=initialprice

IMPORTANCEOFPRICEELASTICITYOFDEMAND

1.Determinationofpriceundermonopoly

2.Pricediscrimination

3.Pricediscriminationofjointsupply

4.AdvantagetoFinanceMinister

5.Distributionofburdenoftaxes

6.Internationaltrade

7.ImportanceforthepolicyofNationalization

8.Wagediscrimination

9.Paradoxofpoverty

THEORYOFCOST

Thereareseventypesofcost

1.Moneycost

2.Realcost

3.Accountingcostorrealcost

4.Opportunitycost
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5.Economiccost

6.Socialcost

7.Privatecost

Moneycost

Itisthesum ofallthepaymentstothefactorsofproductionengagedin

productionofthatcommodityandfornon–factorresources

Realcost

Theexertionsofalldifferentkindsoflabourthataredirectlyorindirectly

involvedinmakingaproduct

Accountingcost

Itreferstooutofpocketexpenses,historicalcost,depreciationandother

bookkeepingentries

Opportunitycost

Opportunitycostofaparticularproductisthevalueoftheforegone

alternative

Productthatresourcesusedinitsproduction,couldhaveproduced

Economiccost

Itmaybedefinedasthosemonetarypaymentsafirm mustmaketothose

outsiderswhosupplyresourcesandnonexpenditurepaymentsofself

ownedandselfemployedresourceswhichtheycouldhaveearnedintheir

bestalternativeopportunity

Socialcost
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Itisdefinedasthesum ofmoneywhichisjustadequatewhenpaidas

compensationtorestoretotheiroriginalutilitylevels

Privatecost

Privatecostsarecostsincurredbythefirm ortheindividualproducerasa

resultoftheirdecision

Theoryofcost

1.Totalcost

2.Averagecost

3.Marginalcost

TOTALCOST(TC)=TOTALFIXEDCOST(TFC)+TOTALVARIABLE

COST(TVC)

UNITofoutput TFC TVC TC

0 10 0 10

1 10 10 20

2 10 18 28

3 10 24 34

4 10 28 38

5 10 32 42
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6 10 38 48

Averagecost

1.Averagefixedcost

2.Averagevariablecost

AFC=TFC/Q Q=Quantity

AVC=TVC/Q

Unitofoutput AFC AVC AC

1 10 10 20

2 5 9 14

3 3.3 8 11.3

4 2.5 7 9.5

5 2 6.4 8.4

6 1.7 6.3 8

7 1.4 6.6 8
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Marginalcost

Maybedefinedastheadditionalcostofproducingonemoreunitofoutput

MC=180-135=45 (Costofproducing5outputis135andproducing6thunit

itgoesupto180rs)



INTERNATIONALINSTITUTEOFTECHNOLOGYANDMANAGEMENT,MURTHAL,
SONIPATE-NOTES Subject:EconomicsforEngineers Code:MGT-201C

Course:B.techCivil4thsem PreparedbyMr.AmanGarg

PreparedbyMr.AmanGarg(A.P/B.B.A)Page34



INTERNATIONALINSTITUTEOFTECHNOLOGYANDMANAGEMENT,MURTHAL,
SONIPATE-NOTES Subject:EconomicsforEngineers Code:MGT-201C

Course:B.techCivil4thsem PreparedbyMr.AmanGarg

PreparedbyMr.AmanGarg(A.P/B.B.A)Page35

UNIT-3

Topiccovered:Production,lawofproductionlawofvariableproduction

lawofreturntoscale,economiesofscalemarkettypesofmarketperfect

competitionmonopolymonopolisticcompetition

ProductionandLawsofproduction

Production

P=f(L,K,S) L=Labour k=capital S=Land

Lawofproductionisdividedintotwoparts

1.Lawofvariableproportion

2.Lawofreturntofactor

Lawofvariableproportion

Itstatesthatiftheinputofoneresourceisincreasedbyequalincrements

perunitoftimewhileothersarekeptconstantthenoutputwillincrease

beyondalimitthenitwouldbecomeconstantandthendecrease

Unitofland

(constant)

Unitoflabour Totalproduct Marginalproduct

1

1

1

1

2

3

2

5

9

2

3

4

1

1

4

5

12

14

3

2
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1

1

6

7

15

15

1

0

1 8 14 -1

Returntofactor

1.Increasingreturntofactor

2.Decreasingreturntofactor

3.Constantreturntofactor

Increasingreturntofactor

Keepingonefactorconstantandanothervariablewewouldgetincreasing

rateofreturnfactor

Unitoflabour Unitofcapital T.P M.P

1

2

3

4

5

1

1

1

1

1

4

10

18

28

40

4

6

8

10

12
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Decreasingreturntofactor

Keepingonefactorconstantandanothervariablewewouldgetdecreasing

rateofreturnfactor

Unitoflabour Capital T.P M.P

1

2

3

4

5

6

1

1

1

1

1

1

5

8

10

11

11

10

5

3

2

1

0

-1

Constantreturntofactor

Keepingonefactorconstantandanothervariablewewouldgetconstant

rateofreturnfactor

Unitoflabour capital T.P M.P

1

2

3

4

5

1

1

1

1

1

5

10

15

20

25

5

5

5

5

5
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Economiesofscale

1.InternalEconomiesofscale

2.ExternalEconomiesofscale

Internaleconomiesofscale

Arethosewhichareopentosinglefactoryorasinglefirm dividedintotwo

parts

1Realeconomies 2Pecuniaryeconomies

Realeconomies

1.Economiesofspecialization

2.Inventoryeconomies

3.Sellingormarketingeconomies

4.Managerialeconomies

5.Transportandstorageeconomies

6.Technicaleconomies

Externaleconomiesofscale

Itsharesanumberoffirmsorindustrieswhenthescaleofproductionin

anyfirm orgroupofindustriesincreases
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Typesofexternaleconomies

1.Economiesofconcentration

2.EconomiesofInformation

3.Economiesofdisintegration
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MeaningandTypesofMarket

1.Perfectcompletion

2.Imperfectcompetition(Monopolisticcompetition,Oligopoly,

duopoly)

3.Monopoly

Perfectcompetition

1.Largenumberbutsmallsizeofbuyersandsellers

2.Homogenousproducts

3.Perfectknowledge

4.Freefrom entryorexitoffirms

5.Perfectmobility

6.Lackoftransportcost

7.Lackofsellingcost

8.Sameprice

Monopoly

1.Onesellerandlargenoofbuyers

2.Monopolyisalsoanindustry

3.Noclosesubstitutes

4.Pricemaker

5.Pricediscrimination

6.Absenceofsupplycurve
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Monopolisticcompetition

1.Largenumbersoffirmsandbuyers

2.Productdifferentiation

3.Freedom ofentryandexitoffirms

4.Partialcontroloverprice

5.Limitedmobility

6.Sellingcosts

7.Imperfectknowledge
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UNIT-4

Topiccovered:SupplyandlawofSupply,roleofsupplyanddemandin

pricedetermination,NatureofIndianeconomy,Privatizationitsmeritsand

demerits,Globalizationanditsmeritsanddemerits

Supplyandconceptofsupply

Supplyofacommoditythatproducerswishtosellatvarious prices and
thequantitythatconsumerswishtobuy.Itisthemainmodel
of price determinationusedineconomictheory.Thepriceofacommodity
isdeterminedbytheinteractionofsupplyanddemandina market.The
resultingpriceisreferredtoasthe equilibrium priceandrepresentsan
agreementbetweenproducersandconsumersofthegood.
In equilibrium thequantityofagoodsuppliedbyproducersequalsthe
quantitydemandedbyconsumers.
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Roleofsupplyanddemandinpricedetermination

Price

(1)

Quantity

supplied

(2)

Quantity

demanded

(3)

Surplus(+)

shortage(-)

(4)

Pressureon

price

(5)

5

4

3

2

1

50

40

30

20

10

10

20

30

40

50

+40

+20

0Equilibrium

-20shortage

-40shortage

Downward

Downward

Neutral

Upward

Upward

NATUREANDCHARACTERSTICSOFINDIANECONOMY

1.IndianeconomyisanUnderdevelopedeconomy

2.Itisamixedeconomy

3.Itisplanneddevelopedeconomy

4.DualisticnatureofIndianeconomy

5.SectoraldistributionofIndianeconomy

FeaturesofIndianeconomyasanUnderdevelopedeconomy

1.Stagnantpercapitaincome



INTERNATIONALINSTITUTEOFTECHNOLOGYANDMANAGEMENT,MURTHAL,
SONIPATE-NOTES Subject:EconomicsforEngineers Code:MGT-201C

Course:B.techCivil4thsem PreparedbyMr.AmanGarg

PreparedbyMr.AmanGarg(A.P/B.B.A)Page46

2.Lowstandardofliving

3.Unequaldistributionofincomeandwealth

4.Excessivedependenceonagriculture

5.Lowlevelofpercapitaincome

6.Lackofproperbankingfacilities

7.Lackofcapital

8.Lackofindustries

9.Poortechnology

10. Dualisticeconomicstructure

11. Unemploymentandunderemployment

12. Outdatedsocialinstitutions

13. Lowgradehumancapital

NatureofIndianeconomyasmixedfactor

1.Publicsector

2.Licensedsector

3.Privatesector

NatureofIndianeconomyasdevelopingsector

1.Increaseinnationalincome

2.Increaseinpercapitaincome

3.Developmentofindustries

4.Increaseinemployment
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5.Modernisation

6.Exportpromotion

7.Socialservices

PRIVATISATIONANDGLOBALIZATION

Privatisation

Itisthegeneralprocessofinvolvingtheprivatesectorsinownership

MeasureAdoptedforPrivatisation

1.Contractionofpublicsectors

2.Sickpublicsectorunits

3.Settingupnationalinvestmentfunds

4.Nationalrenewalfunds

5.Memorandum ofunderstanding

Meritsofprivatization

1.Increaseinefficiency

2.Increaseincompetition

3.Increaseinforeigndirectinvestment

4.Reductioninlossofpublicsectorunits

5.Encouragementtonewinventions

DemeritsofPrivatisation
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1.Industrialsickness

2.Ignoressocialwelfare

3.Classstruggle

4.Oppositionbyemployees

5.Problem offinancing

6.Increasedininequalities

7.Increaseinregionalimbalances

Globalization

Itistheprocessassociatedwithincreasingopenness,growingeconomic

interdependenceanddeepingeconomicintegration

Meritsofglobalization

1.Increaseinforeigntrade

2.Increaseincollaborations

3.Increaseinemployment

4.Reductioninbraindrain

5.Improvementinstandardofliving

6.Developmentofsocialsectors

7.Technologicaldevelopment

8.Expansionsofmarket
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Demeritsofglobalization

1.Lossofdomesticindustries

2.Demonstrationeffect

3.Unemployment

4.Badeffectoncultureandvaluesystem

5.Unbalancedregionaldevelopment

6.Taxevasion

7.Lessentryinstrategicareas
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