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Lecture No. 1:

_Economics meaning, definitions, nature, scope and subject matter of
Economics.

Man being born in this world is influenced by biological, physical
and social needs, which keep him always busy in searching out the
means to keep him satisfied. To fulfill his requirements arising out of
various needs, he involves in an activity called economic activity.
Because of the scarcity of resources imposed by the nature, humans
always deeply engage in arriving at an equation, which balances their
unlimited wants and limited means. By engaging themselves in the
economic activity people aim at maximizing their satisfaction from their
scarce resources. Thus scarcity is the pivot for the economic activity of
the people representing consuming and producing segments leading to
the origination of a field of study called economics.

Economics tells us how a person tries to satisfy his unlimited wants with
his limited means; in other words how to use scarce goods that he has
to his best advantage or how to economize.

Economics teaches us to make the best use of our limited resources. It
tells us how the scarce means at our disposal can be put to several
alternative uses so as to derive the maximum benefit out of them.
Economics is a very wide subject. It concerns itself not only with the



behavior of individual consumers and individual producers of firms, but
also with industries, national income and economic growth.

DEFINITIONS OF ECONOMICS
The word economics has been derived from the Greek word

“OIKONOMICAS” with “OIKOS” meaning a household and “NOMOS”
meaning management. It is understood that the beginning was made
by the Greek Philosopher, Aristotle who in his book “Economica”
focused that the field of economics deals with household management.
The concepts on which various definitions of economics given are 1)
wealth 2) Welfare 3) Scarcity and 4) Growth.

‘Wealth’ Definition of Economics
Adam Smith (1776) who is regarded as “Father of Economics” in his

book entitled “Wealth of Nations” defined economics as “An enquiry
into the nature and causes of the wealth of nations”. J.S. Mill, another
classical economist defined economics as “The practical science of
production and distribution of wealth”.

Here, the term, economics is defined as the field of science concerned
with wealth. Wealth in this context refers to abundant supply of
money or affluence. These definitions invited the criticism of Carlyl as
he called economics as a ‘dismal science’.

‘Welfare’ Definition of Economics
Alfred Marshall defined economics as “A study of mankind in the

ordinary business of life; it examines that part of individual and social
action which is most closely connected with the attainment and with
the material requisites of wellbeing”.

This definition of economics has received the acceptance of a
number of economists, as it considered that wealth was not the end



itself but a means of achieving welfare, i.e., it is a source of attaining
human welfare. However, the idea of Marshall was condemned by
Lionel Robbins on the points that economics was treated as a social
science rather than a human science; and the term “human science” is
more apt on the ground that any individual either as a member of a
society or in isolation does have economic problems. Secondly,
emphasis on material requisites of wellbeing was objected, as
demarcation was created between material requisites and non-material
activities, when both are equally important. Thirdly, his approach of
economics is limited to the study of mankind in the ordinary business of
life, leaving the human life in the extra-ordinary business of life such as
famines, wars, etc., is another point of criticism.

‘Scarcity’ Definition of Economics
Lionel Robbins opposing the Marshall’s definition put forth the

following definition based on the scarcity concept. “Economics is the
science which studies human behaviour as a relationship between
ends and scarce means which have alternative uses” according to
Robbins. In this definition ‘ends’ indicate human wants. ‘Means’ are
the sources with which wants are fulfilled. Though the resources are
scarce, they have numerous alternative uses. This definition examines
as to how an individual either as a consumer or a producer or a
businessman, etc., shortlists the unlimited wants in the light of limited
available resources. Indeed, this is an important aspect of human
behaviour.

Robbins’s definition is superior to ‘wealth’ and ‘welfare’ definitions
because ‘welfare’ aspect is embodied in the definition and ‘wealth’ is
represented as means which is always scarce. However, some
limitations were pointed out with Robbin’s definition. ‘Scarcity’ is not



the problem always and ‘abundance’ also gives rise to problems, which
was not recognized by Robbins. His definition treats economics as a
positive science only without touching normative aspects of economics.
It has not taken into account the growth aspect of the economy, the
dynamic nature of adjustment, etc.

‘Growth’ Definition of Economics
Keynes defined economics as “The study of the administration of scarce

resources and of the determinants of employment and income. Thus
besides studying the theory of value or of resource allocation,
economics studies how the levels of income and employment in an
economy are determined. In other words, it also studies the cause of
economic fluctuations to see how economic stability could be
promoted.

NATURE AND SCOPE OF ECONOMICS

Scope means the sphere of study. We have to consider what Economics
studies and what lies beyond it. The scope of Economics will be brought
out by discussing the following:

the subject matter of Economics
Economics is a Social Science
Whether Economics is a Science or an Art

B w N e

If Economics is a Science, Whether it is a Positive or a Normative
science

Subject matter of economics: A man wants food, cloths and shelter. To
get these things he must have money. For getting money, he must work
or make an effort. Effort leads to satisfaction. Thus, Wants-Efforts-
Satisfaction sums up the subject — matter of Economics.



Economics - a Social Science
Economics studies human beings as members of the society

participating in the economic activities. It does not study humans as
isolated individuals. He is interdependent. Thus economics is a social
science.

Is Economics a Science or an Art?
By definition, science is a systematized body of knowledge having an

empirical correspondence. Analogous to science, an art is also
systematized body of knowledge. It directs through a system of
procedures to attain a given objective or goal it tells us how to do a
thing.

Treating economics as a science, a given theory is formed through
conduct of experiments, recording observations, analysis of data
recorded, drawing the conclusions and finally testing them. In
economics also the same procedure is followed to present any principle
or theory. Hence economics is as good as any science. Only the
question is regarding precision. The scientific experiments are
conducted under laboratory conditions, while economic theories are
subjected to several causal factors that influence human behaviour.
The situation of controlled experiments in economics is not a
possibility, since it deals with human behaviour, which is unpredictable.
This indicates the fact that the degree of precision of economics as a
science is less, when compared with the pure sciences, but nonetheless
economics is a science.

As an art, economics shows solutions to the problems. It helps us
how to do a thing. The role of economics as an art can be found in any
sphere of economic activity. For example, it advocates how to
maximize the profits of a firm given the resource constraints. Given a



problem, the field of economics guides us to solve the same. Thus, the
field of economics has the attributes of science and art. Economics
therefore is a science as well as an art.

Economics —Positive Science or Normative-Science.
In economic theory, we make an effort to explain the nature of

economic activity and predict the events in the economy as facts
change. Such an effort helps us to know the environment in which we
live and what part is related to others and what causes what.
Economists differentiate between positive economics and normative
economics. Positive economics is completely objective and is limited to
the cause and effect relationship of economic activity. It is simply
concerned with the way the economic relationships are present in
different economic activities (what they are).

Normative economics studies the way that economic relations ought
to be. Normative economics evaluates. Policy making, a conscious
intervention in the economy for the welfare of the people is essentially
a normative in character.

Methods of Economic investigation.
Every field of science follows certain methods to formulate the laws of

principles. There are two methods followed in the scientific study of
economics. They are: 1) Deductive method and 2) Inductive method.

Deductive Method
Economists belonging to classical school viz.,, J.S. Mill and Bacon

advocated this method. This method is called analytical or abstract or
apriori method. Here the economists proceed from general to
particular. It proceeds from certain fundamental assumptions or
truths. Through this method theoretical abstractions are derived from
the real world. We further analyse these abstractions and hypotheses



with the data and finally make logical conclusions about the objectives
of the research studies.

Inductive Method
This method is known as historical or empirical or posterior method.

The economi9sts belonging to historical school like Roscher, Frederick,
etc., advocated this method. In this method facts are generated
through surveys. Here the investigator moves up from particular to
general. It is a realistic method because, it is bas3ed on facts. We
collect data from sample units and analyse the data and infer or draw
conclusions relevant to the study. Here we give importance to the
predictive power of models.

Though distinction does exist between deduction and induction
methods both are needed for scientific investigation, as neither
deduction nor induction alone is suffice to formulate and test theories,
hypotheses and economic laws.

Relation of Economics with other Sciences:

Economics has relation with almost all other sciences. All sciences have
been developed by man for the benefit of mankind. As a science, which
is primarily concerned with mans welfare; Economics freely makes use
of the other sciences in its study. It uses its own reasoning, the
conclusions at which the other sciences may have reached. But its
relation with social sciences like Politics, history and Ethics is the
closest.

Economics and Politics:

Economics and politics are very closely mixed up these days. All political
events have their roots in economic causes. All political problems are



economics in nature. If you follow discussions in the legislature, you will
find that most of the time of the legislature is taken up by economic
matters. Political institutions also affect economic conditions, and vice
versa. Dictatorship moulds economic conditions in a different manner
from a democracy. Foreign rule in India was largely responsible for
Indian poverty. Thus, there is a very close connection between
Economics and Politics

Economics and History:

Economics makes use of History in understanding the background of
the present — day economic problems. History is also useful in
establishing or verifying economic theories and laws. But History is
incomplete unless it discusses the economic condition of man. History
must devote its attention to the discussion of the economic condition
of the people. Thus Economics with out History has no root; History
with out Economics has no fruit.

Economics and Ethics:

Ethics is a science of what ought to be. It tells us whether a thing is right
or wrong. Now ethical or moral considerations govern all economic
activity. The economist cannot justify immoral activities. Economics
cannot be dissociated from Ethics. Ethics is indeed a handmaid of
Economics. The economists are being called upon more and more to
give their advice in economic affairs, and they should not shirk this task.
That is why it is said that Economics is both a positive science and a
normative science.



Economic Laws:

Economic laws are the principles that govern the actions of the
individuals in their economic activities. Just like any law of science,
economic laws too are conditional i.e., applicable when certain
conditions are fulfilled. What economists do is that they consider the
basic factors into account while developing a theory, keeping other
factors influencing the theory as constant. This implies that for
developing a theory in economics some kind of abstraction is
necessary. There is an important role for assumptions.

“Economic laws are statements of uniformities, which govern human
behaviour concerning the utilization of limited resources for the
achievement of unlimited ends (Robbins)”.

Characteristics of Economic Laws

1. Economic Laws are not the Governmental Laws: The laws of
Government are very stringent and any violation of these laws
amounts to punishment. Economic laws, on the other hand, are
applicable, only if certain conditions are satisfied.

2. Economic Laws are Merely the Statements of Tendencies: These
are based on the tendencies of humans who behave in a
particular way to a given phenomenon. This is the expected
behaviour. This expected behaviour, however may not be found,
for certain reasons. This leads to unpredictable character of
economic laws. Certainty is one thing, which is not guaranteed
with regard to economic laws.

3. Economic Laws are Hypothetical: These hold good under the
assumption of a number of things. Economic laws are
charact6erized by the phrase ceteris paribus (other factors are
held constant).



4. Economic Laws are Positive but not Normative: They only
describe the economic phenomenon but do not prescribe how it
should be.

5. Some Economic Laws are Axiomatic in Character: It means that
they are self-evident as that of law of diminishing marginal utility
and generalizations drawn are universally valid.

6. Economic Laws Lack Exactness of the Laws of Science: This
prompted Marshall to compare the economic laws to the laws to
the laws of tides rather than the simple laws of gravitation.

Lecture No:2

Traditional and modern approaches of economics

Traditional Approach
Traditionally, the subject matter of economics can be studied under

four divisions. These are consumption, production, exchange and
distribution.

Consumption
It means the use of wealth to satisfy innumerable wants. It also means

the destruction of utility. All the goods that are produced are
consumed immediately or some time in future. Through the
consumption activity, we use utilities hence consumption represents
using up of utilities.

Production
It is an activity that helps to create utility. It simply means the

addition of utilities. Hence production is defined as the creation of
utility. Through the process of production one set of goods is
transformed into the other. In the economic sense mere creation of
utilities is not treated as production, and in fact the goods that are



produced should have value too. In the production process, inputs or
resources are transformed into products.

Exchange
The word exchange of goods implies transfer of goods from one

person to the other. Exchange of goods takes place among groups of
individuals, countries, markets, regions and so on. The exchange of
goods leads to an increase in the welfare of the individuals through
creation of higher utilities for goods and services.

Distribution
If refers to the sharing of wealth produced by the community among

the agents of production. Proper distribution of wealth and resources
leads to growth and economic welfare of the people in the nation.

Modern Approach:
Microeconomics and Macroeconomics
As has been mentioned earlier, it is only an old approach to divide

Economics in to these four divisions. The modern approach is different.
The study of Economics is now usually divided in to two parts: a)
income theory or Macro-Economics; and b) price theory or Micro-
Economics.
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Nature of Micro and Macro- Economics

The term “microeconomics” has been derived from the Greek word
“MICROS” meaning small. In other words micro means a millionth part.
It is otherwise known as price theory. It focuses on price determination.
Microeconomics fundamentally deals with economic behaviour of
individual economic units such as consumer, resource owners and



business firms. It is concerned with the flow of goods and services from
business firms to consumers and also the flow of resources or their
services from resource owners to business firms. Microeconomics
covers theory of consumer behaviour, theory of value (product pricing
and factor pricing) and theory of economic welfare.

The term macroeconomics has been derived from the Greek
word “MACROS” meaning large. Macroeconomics otherwise is called
income theory. It treats the economic system as a whole, rather than
treating the individual economic units of which it is composed.
Macroeconomics is concerned with the value of the overall flow of
goods and the value of the overall flow of resources. Thus, it covers
theory of income and employment, theory of money and prices,
banking, theory of economic growth macro theory of distribution,
general equilibrium analysis, policy formulation and analysis, etc. Thus,
it is concerned with the study of aggregates.

Though distinction exists between microeconomics and
macroeconomics, both are essential for a thorough understanding of
the economy.

Lecture No:4
Basic Concepts in Economics
Basic concepts in the field of economics are discussed below:

GOOD
Anything that satisfies a human want is called good. Goods are

tangible and material outcome of production. Examples: Food grains,
pulses, oilseeds, machinery, implements, seeds, fertilizers, cloth, book,
pen, etc.



SERVICE
A service is any act or performance that one party can offer to

another i.e., essentially intangible and does not result in the ownership
of any thing. Services are intangible, non-material, inseparable,
variable and perishable. The services rendered by doctors, teachers,
lawyers, engineers, labourers, etc., are the examples.

CLASSIFICATION OF GOODS
Goods are categorized based on four criteria viz., supply,

transferability, consumption, and durability as given below:

Based on Supply
Based on supply, goods are classified into economic goods and free

goods. Economic goods are those goods, which are produced through
human efforts and are to be purchased at a given price. Supply is less
than demand. They have value in use and value in exchange. Buildings,
machinery, furniture and a host of other goods of our daily use are the
economic goods. Free goods are the free gifts of nature. Their supply
is more than demand and one can get to the extent they need. No
efforts are needed to be put forth by humans to secure free goods.
Since these are freely available in nature, no price needs to be paid.
They have value in use but no value in exchange. Examples are, air,
sunshine, rainfall, etc.

Though a clear distinction is made between free goods and
economic goods based on their distinct characteristic features, the
distinction between the two is lost under certain situations. Water,
which is a free good near the canals and rivers for the consumers,
becomes and economic good in the water scarcity places. Similarly,
sand which is a free good in riverbeds becomes an economic good in
the places of house construction activities.



Based on Transferability: As given by Marshall Goods are classified

Internal

as follows
GOODS
External
Non-transferable
Material Personal

Transferable
(Land,
buildings,
furniture etc.)

Non-transferable
(Degree
certificate,driving
license,etc.)

(Personal qualities like
ability, intelligence, etc.)

Transferable
(Goodwill of a
business)

Non-transferable
(Friendship, courage,

etc.)

Based on Consumption

Based on consumption, goods are classified into consumer goods
and producer goods. Consumer goods are those from which consumers
directly derive the satisfaction using the goods. These are otherwise
known as goods of first order in view of their ability to give direct
satisfaction.

examples of consumer goods.

Food, cosmetics, clothes, books, pens, etc., are the




Producer goods are those that help to produce other goods. They
can be used by consumers or producers or both, because it depends
upon how the good is used. From the consumers’ point of view they
give satisfaction indirectly. The examples are machines, factory
buildings, raw material, etc. The chance of a producer good to become
a consumer good is possible based on its usage. For instance,
electricity when used at home, it becomes a consumer good and the
same becomes a producer good when used in industry.

Based on Durability
Based on durability goods are classified into mono period goods and

poly period goods. Those goods which are used only once to satisfy a
need are called mono period goods. They cease to exist once their use
was over. Examples: All food items and productive resources like
seeds, fertilizers, etc.

Durable goods are those goods, which are used time and again. They
can be made use of several times. Here the relevant examples are
machinery, implements, buildings, etc.
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Utility and characteristics of utility
UTILITY

In the process of economic activity, consumers exhibit, their desire to
possess a good and /or service. Desire for a good arises in view of the
utility the consumers derive from the purchase of that particular good.
If the consumers feel that they can not derive utility from the
possession of a good, they pay least attention for the same. Utility
therefore is the capacity of a good that satisfies a human want. In



other words, utility is the want satisfying power of a good. Also it
means the power of a commodity to satisfy a human want.

Kinds or Types of Utility

Utilities are classified into different kinds. A particular kind or type of
utility for a commodity is found in a particular situation. The kinds of
utilities are 1) Form utility 2) Place utility 3) Time utility and 4)
Possession utility.

1. Form Utility

By changing the form of a good, greater utility is created. It does not
mean that before change of form of good, there was no utility. It
means that change in the form offers greater utility to the good.
Examples: the transformation of a log of wood in to a piece of furniture,
Processing of paddy into rice, wheat into flour, coffee seeds into coffee
powder, butter into ghee, cotton into cloth, etc.

2. Place Utility

Utility can also be increased by transporting a good from one place to
another. Such utility is called place utility. Spatial movement of the
goods i.e., moving a good from one place or market to another place
or market increases its utility. Mostly the goods are transported from
the places of production down to the places of consumption and also
from the places of surplus production to the places of scarcity. For
example, cement is transported from the places of production to the
areas of consumption; Apples from Himachal Pradesh, the area of
abundant production are transported to Southern and Western parts
of the country (non producing areas), thereby increasing the utility of
apples.



3.Time Utility

Any time lag between production and consumption of commodities
creates time utility. Through storage over time, greater utility is
created for the products. Storage helps to create time utility.
Agricultural production being season bound with consumption
spreading throughout the year, the commodities need to be made
available to the consumers as and when required. The storage helps
us to perform this function. Agricultural commodities like paddy,
wheat, oilseeds, pulses, etc., are stored to make them available for
the regular use of consumers throughout the year.

4 Possession Utility
Commodities in the transaction process change the hands from one

person to another person. Commodities in the hands of producers
have some utility and by the time they reach consumers through the
traders their utility is increased. Such utility due to possession or
transfer of ownership of the commodity is called, possession utility.
For example, paddy in the hands of producers, i.e., farmers are having
less utility compared to that of consumer in the form of rice. Similarly
any other commodities like fruits, vegetables, livestock products, etc.,
would have higher utility when these goods change hands from
farmers

Characteristics of Utility
1. Utility is Subjective: Utility is not satisfaction by itself; it is
subjective to the interest of an individual. It depends on the
individual’s frame of mind. Hence a given commodity need not
bring the same utility to all the consumers. Utility varies from
person to person. For example, a blind man cannot see a picture
and it has no utility for him. A non-vegetarian food to a vegetarian,



alcohol to a teetotaler, motorcycle to a child, etc., give zero utility.
Utility varies with a regular smoker when compared with an
occasional smoker and similarly for a regular non-vegetarian to an
occasional non-vegetarian. Utilities derived by the occasional
users of a good are greater than those of regular users.

. Utility Varies with Purpose: Depending upon the purpose for
which a commodity is used, utility of the same varies. For
example, utility derived from water varies from its use as drinking
water against its use as irrigation or for power generation or for
industrial use, etc.

. Utility Varies with Time: A particular commodity gives different
utilities for the same person in different time periods. Cool drinks
and ice-creams provide greater utility to the same individual in
summer than in winter. The wine stored over time in scientific
warehouses would have higher utilities and fetch higher price.

. Utility Varies with Ownership: Ownership of a good creates far
greater utility from a good than that when it is hired. For a farmer,
land ownership brings higher utility over leasing in the land.
Similarly, owing farm machinery offers greater utility than hiring in,
for a farmer.

. Utility Need not be Synonymous with Pleasure: Utility derived
from a commodity need not be associated always with pleasure for
the consumer, Consuming items of our taste brings in the utility
one expects. Similarly, buying an asset also gives the desired
utility. These are all the pleasures enjoyed by the consumer from
the goods. As against this, consumption of a good is a painful
feeling for an individual though it possesses utility. For example,
for a sick man, bitter medicines are difficult to swallow.

. Utility does not Mean Satisfaction: Utility is not satisfaction by
itself. Utility is the quality of a good by virtue of which it gives
satisfaction to an individual. The question of obtaining satisfaction
from a good depends on the consumer’s choice for the same.
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Value, Price, Wealth, types of wealth and distinction between wealth
and welfare.

VALUE

It is the capacity of a good to command other things in exchange. It is

the rate of exchangeability. In reality, value can be used as value-in-use
as well as value-in-exchange. Free goods have value-in-use and not
value-in-exchange. Economic goods possess both value-in-use and
value-in-exchange. But in economics always the term, value means
value in exchange.

The value of a commodity, thus, means the commodities or services
that we can get in return for it; it is, in short, its purchasing power in
terms of other commodities and services; it is its power of
commanding other things in exchange for itself

Attributes of Value: Following are the attributes, which make the
goods possess value.

1. Goods must possess utility
2. Goods must be scarce; and
3. Goods must be transferable or marketable

PRICE
When the value of good is expressed in terms of money, it is called

price. Price expresses value in terms of money.

WEALTH
In ordinary language wealth is synonymously used to mean riches.

Wealthy man is the one who is blessed with riches. But in economics,
the term, wealth conveys a different meaning. Anything, which has



value is wealth. When one says value, only economic goods possess

value. Consequently economic goods represent wealth.

Wealthy consists of all potentially exchangeable means of satisfying

human wants (J.M. Keynes).

Characteristics of Wealth

1.

Wealth should Possess Utility: Wealth must be capOable of
satisfying human wants.

. Wealth must be Scarce: Scarcity is the binding factor for

exchange. Economic goods are exchangeable. Since wealth
represents economic goods, it must be scarce.

. Wealth Must Transferable: Transferability implies changing the

ownership of a good from one to another. It is nothing but
exchangeability.

Wealth Must be External to Person: This quality of wealth
enables for exchange.

Types of Wealth: These are:

1.

Individual Wealth: Individual wealth consists of all tangible and
intangible possessions of the individuals, besides loans due to
them. Land, buildings, vehicles, shares, bonds, deposits,
commodities for sale, cash, etc., are the tangible possessions.
Goodwill of a business, copyrights, patents (non-material external
goods), etc., are intangible possessions. From the total value of
all these possessions, loans owed to others are to be deducted to
arrive at the individual wealth.

. Social wealth: It is wealth, which is collectively used by all the

people in a nation. Hence it is also termed as collective wealth or
communal wealth. Common properties of the community like
roads, railways, public parks, libraries, Government hospitals,
Government colleges. Etc., represent the social wealth.



3. National Wealth: National wealth is an aggregate of all
individuals” wealth and collective wealth of the country. To this
amount the loans due to people and loans due to the Government
from foreign countries should be added. From this amount so
arrived at the debts that the people and the Government owed to
foreign countries should be deducted. Economists like Marshall
feel the inclusion of free gift of nature like mountains, rivers, etc.,
in national wealth.

4. Cosmopolitan Wealth: Here the wealth belongs to the world but
not to one country. Rivers, oceans, forests, etc., extending over
the nations are the examples of cosmopolitan wealth. It is the
sum total of wealth of all nations.

5. Negative Wealth: Negative wealth is the exclusive debts owed by
the individuals and the nation.

Wealth and Welfare: A Comparison

Wealth and welfare apparently appear to carry the same meaning,
but they are two different aspects having relationship. Wealth as
defined earlier, is used in the sense of economic goods. Free goods
have no place while representing wealth. Once we say economic
goods the question of good and bad from social point of view is
ignored. As long as they are economic goods, it hardly matters
whether they are harmless or harmful. Therefore, economic goods
represent both harmless and harmful goods. Wealth is a path for
welfare, as all our desires are satisfied by means of wealth.

Welfare is the well being of individual or community. It refers to
the condition of mind. Here, any good whether it is free of
economic, is counted as long as it causes well being of an individual
or community. Both economic and free goods lead to welfare.
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wants meaning and characteristics of human wants and
classification of human wants.

HUMAN WANTS
“Man is a bundle of desires”. His wants are infinite in variety and

number. Some of his wants are organic and natural. He must have
some food to live, some clothing to cover his body and some sort of
shelter to protect himself against the inclement of weather, and also
against his enemies. With out these things man’s life would be
impossible.

But a civilized man is not satisfied with bare necessaries of life. Even
when the problem of bare existence has been solved, the struggle of
life remains as keen as ever. The struggle now is for the comforts
and joys of life. As man becomes more civilized, his wants multiply.
He wants better food, fashionable clothing, comfortable lodging and
so on.

All people do not have the same wants. Wants vary from individual
to individual. They are relative to one’s social and economic position.
They are also the outcome of one’s education, temperament and
tastes. The modern man is the product of a long process of evolution
which is reflected in his endless and ever-growing wants.

Characteristics of Human Wants

1. Wants are Unlimited: Wants are continuously cropping up in the
minds of the humans. If one want is satisfied, immediately
another want emerges. They go on multiplying. There is no end
to human desires, hence unlimited.

2. Wants Recur: If one want is satisfied at a point of time, the same
want again repeats in the future. It can be satisfied for that



moment only and it is again ready to be fulfilled. Wants like
hunger, recreation, etc., need to be satisfied time and again
because of their recurrence.

3. A given Want is Satiable: Though human wants are unlimited, a
given want at particular point of time is completely satisfied. For
example, for a man who is thirsty, adequate potable water
completely satisfies his thirst.

4. Wants are Complimentary: Goods are required in pairs or groups
to satisfy human wants. For example, bread and butter, tractor
and driver, fertilizer and irrigation water, pen and paper, etc., can
serve as complimentary goods to satisfy human wants.

5. Wants are Competitive: Wants are unlimited but means to
satisfy them are limited. Wants compete among themselves and
hence given preference. This compels the consumer to choose
the most urgent wants keeping in view of the limited income.
Wants have Alternative means: There is more than one way of

satisfying a certain want. A given want can be satisfied with

alternative goods. If a man is thirsty, he can be satisfied with water
or cool drink or coconut water or cool drink or coconut water, etc.

Origin of Wants
The basic need of humans i.e., food is the most obvious reason for

the origination of wants. Two other desires which also arise from
necessity are shelter and clothing. Both are essential for the
humans to protect themselves from the vagaries of weather.
Individual’s habits and tastes give rise to demand for wide variety
of goods. The customs of the society, in which we live in,
influence the origination of wants. Differences in age of the
individuals, climate, education, social position, etc., will give rise
to a variety of wants. Finally the satisfaction of existing wants



results in the generation of new wants. Thus as the economy
develops, new wants may crop pup adding to the existing wants.

Classifications of Wants
Wants are broadly divided into three categories:

1. Necessaries

Necessaries are those wants which must be satisfied. The goods which

are used to satisfy basic needs of humans are called necessaries. They
are further classified into necessaries of existence, necessaries of
efficiency and conventional necessaries.

a) Necessaries of Existence: These are the necessaries which are
essential for living. Human existence is not possible without
fulfilling the necessaries of existence.

Examples: Food, water, clothes, shelter; etc.

b) Necessaries of Efficiency: These are not as essential as those of
necessaries of existence, but at the same time essential in
improving the efficiency of an individual.

Examples: Nutritious diet, table and chair to a student, class rooms
with good ventilation, etc.

c) Conventional Necessaries: These are the necessaries, which arise
out of customs or habits. The customs prevailing in a society
influence the individuals to follow them. Examples: Customs like
celebration of functions and habits like smoking, drinking,
gambling, etc.

2. Comforts

Comforts are those which fall between necessaries and luxuries. Man is
not satisfied with fulfilling necessaries only. The comforts also increase



the efficiency. Examples: Cushion chairs in a classroom, revolving chair
in the saloons, fans in house/office, etc.

3. Luxuries

Luxuries are those which satisfy superfluous wants of individuals.
These are neither essential for life nor increase the efficiency.
Luxuries represent wasteful expenditure of the individuals. Luxuries
are further classified in to harmless luxuries, harmful luxuries and
defense luxuries. Harmless luxuries are those, the expenditure on
which will not cause any harm to the individuals. For example, well
furnished bungalow, expensive food habits, etc., fall under harmless
luxuries. Harmful luxuries on the other hand are injurious to the
health of the users. Examples: Alcohol, smoking, etc.

Defense luxuries are those which protect the users during the
period of crisis. Expenditure on gold ornaments, jewellery, etc.
though appears to be luxurious, at the same time it would help the
individuals during the periods of crisis.

Though demarcation is made among necessaries, comforts and
luxuries, in reality these are interchangeable. What is necessary for
an individual may turn out to be a comfort for another person and
luxury for someone else. Air travel is a luxury for a common man but
an absolutely necessary for a busy business executive. Due to
development of the economy the wants and desires may change
over time. For example TV and telephone were once considered as
luxuries, now because of their abundance and less price, we are
using them as necessary goods. Changing consumerism is going to
give a new dimension to the human wants.
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DEMAND

In ordinary speech the word demand is used rather loosely and it is
often confused with desire. Desire is the wish to have some thing or to
enjoy a service. But demand implies more than mere desire. A beggar’s
desire to travel by air from Delhi to Bombay has no significance as he
cannot pay for it. On the other hand, a business man’s desire to go to
Bombay by air is demand, as he is able to pay for it, and is willing to do
so. Demand thus means desire backed by willingness and ability to pay.

Definition of Demand:

“BY Demand we mean the various quantities of a given commodity or
service which consumers would buy in one market in a given period of
time at various prices, or at various incomes, or at various prices of
related goods”. —(Bober).

Individual Demand Schedule

The various quantities of a commodity that a consumer would be
willing to purchase at all possible prices in a given market at a given
point in time, other things being equal is called individual demand.
Individual demand schedule is merely a list of prices together with the
guantities that will be purchased by a consumer. It is pairing of
guantity and price relationship.

At Rs. 20, the consumer will purchase 0.25 kg, at Rs. 16, 0.50 kg and at
Rs. 12, 0.75 kg and so on. As the price of the commodity decreases the
guantity demanded will increase.



Hypothetical Demand Schedule for Tomatoes

Price (in Rs./kg) Quantity demanded per week (in kg)
20 0.25
16 0.50
12 0.75
8 1.00
4 1.25
2 1.50

Demand curve is a graphical representation of demand schedule The
demand curve DD will have a downward slope. This is in accordance
with the law of diminishing utility. When the price falls, new purchasers
enter the market and old purchasers will probably purchase more.
Since this commodity has become cheaper, it will be purchased by
some people in preference to other commodities.

Y D

Price

D

@) Quantity demanded X
Demand curve
Market Demand

Market demand is the sum of the demand of all the consumersin a
market for a given commodity at a specific point of time. Assume that



in a market there are only three consumers, viz., A, B and C, with
individual demand schedules as presented in the Table below. A look at
the table indicates different pairs of quantity and price relationship.

Market Demand Schedule for Tomatoes

Individual demand schedule

Price (kg) /week Market demand
(Rs/kg) (A+B+C)
A B C

20 0.25 0.5 0 0.75

16 0.50 1.0 0 1.50

12 0.75 1.5 0 2.25

8 1.00 2.0 1 4.00

4 1.25 2.5 2 5.75

2 1.50 3.0 3 7.50

For example, consumer C is not willing to buy tomatoes for any price
higher than Rs. 8 per kg. Given the individual demand schedules,
market demand schedule can be worked out at each price level as
indicated in the last column of the table. It is horizontal summation of
the demand of individual consumer at each unit price. The market
demand at Rs. 20 kg is 0.75 kg, at Rs. 16, 1.5 kg and at Rs.12 it is 2.25 kg
and so on.

The particulars in the above table are graphically depicted to represent
the demand curve of consumers A, B and C and the entire market in the



figure below. The market demand curve for tomatoes is drawn based
on the first and last columns of the table.

Y Y Y Y Market demand
D Consumer A D consumerB D consumer c
D D D D
(0] Quantity X O Quantity X O Quantity X O Quantity X
demanded demanded demanded demanded

Market demand curve

Autonomous Demand and Derived Demand

The goods, whose demand is not linked with the demand of other
goods are supposed to have autonomous demand. Consumer goods
are the examples here. The demand for certain goods is related with
the demand for other goods, which is called derived demand. The
demand for fertilizers, pesticides, etc., is a derived demand, for it is
linked with the demand for agricultural products. Thus the goods
which are demanded for their own sake have autonomous demand,
while the goods that are required to produce other goods have derived
demand.

KINDS OF DEMAND

1. Price Demand: It refers to various quantities of a good or service
that a consumer would be willing to purchase at all possible prices
in a given market at a given point in time, ceteris paribus.

2. Income Demand: It refers to various quantities of a good or
service that a consumer would be willing to purchase at different
levels of income ceteris paribus.



3. Cross Demand: It refers to various quantities of a good or service
that a consumer would be willing to purchase not due to changes
in the price of the commodity under consideration, but due to
changes in price of related commodities.
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LAW OF DEMAND

The law of demand explains the functional relationship between the
guantity demanded of a commodity and its unit price, i.e., a rise in the
price of a commodity or service is followed by a reduction in the
guantity demanded and a fall in the price is followed by an extension in
demand, with other conditions remaining the same. Increased prices
tend to contract demand and falling prices extend it. Demand various
inversely with the price, other things being equal. The tendency of the
consumer is to buy more quantities of a commodity at a lower price
than what he buys at a higher price.

Exceptions to the law of Demand

Following are the exceptional cases, where, the law of demand does
not hold good.

1. Giffen Goods (Inferior Goods): This phenomenon which is
explained below was given by Sir Robert Giffen. It was named
after him as Giffen paradox. This phenomenon says that rise in
price is followed by an extension of demand, while a fall in price is
followed by a reduction in demand for the good. In the case of
poor, who spends major portion of their income on an inferior
commodity like bajra, are left with lesser amount to spend on
other items. Suppose in a situation where the price of bajra rises,
with the prices of other commodities and money income
remaining the same, the rise in price of bajra makes him worse-off
than before. Further, he cannot buy the same quantity as he was



buying earlier with allotted money. He cannot afford to spend the
same amount which he was earlier allotting, lest his family will be
starved. Now he has to cut down the expenditure on other items
not only to maintain but also to increase the quantity of bajra he
bought per unit of time. On the other hand, if the price of bajra
falls, the increased real income enables him to spend on superior
food grains. This leads to a contraction of demand for bajra, even
though there is a fall in its price.

2. Prestigious Goods: When the possession of a good brings in
social distinction, consumer would go for the same even if its
price is higher. An example to be cited here is the diamonds that
the rich people purchase, as the possession of the same is
prestigious to them.

3. High Priced Commodities: When the consumers view that those
products which are superior are sold at higher prices, they do not
mind to buy more of the same at higher prices.

4. Fear of Shortage: If the existing price is higher and it is expected
to increase further, consumers would buy more of it even at
higher price, fearing for the shortage.

Movement along the Demand Curve

It refers to change in the quantity demanded due to change in price. It
can be either extension or contraction of demand.

Extension of demand means buying more quantity of commodity at
a lower price, while contraction of demand indicates buying less at
higher price. As given in the above table for consumer A, when the
price of tomatoes falls from Rs. 20 kg to Rs. 16 kg the quantity
demanded increased from 0.25 kg to 0.50 kg. It is a case of extension
of demand. For the consumer A, when the price increased from Rs. 12
to 16 the quantity demanded decreased from 0.75 kg to 0.50 kg. It is
case of contraction of demand. The terms extension and contraction
refer to the movement on the same demand curve. The downward



movement from A to B is extension, while the upward movement from
B to A contraction. Extension and contraction of demand represent the
“change in quantity demanded”. This is purely a price resulted
phenomenon of demand changes for a commodity, while other factors
influencing demand are assumed to be at fixed level.
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Fig. Movement along the demand curve.

Shifts in the Demand Curve

It refers to change in demand not due to change in price but due to
change in the values of other variables influencing demand. It can
increase or decrease or decrease in demand. As against extension and
contraction of demand, increase and decrease in demand result in the
shifting of the demand curve. Increase in demand means more demand
at the same price or same demand at higher price. On the other hand,



decrease in demand means less demand at the same price or same
demand at lower price. This is shown in the Fig below. When there is
an increase in demand, the demand curve shifts upwards to the right
side of the initial demand curve DD. D;D; is the new demand curve
representing increases in demand. At ‘OP’ price, the quantity
demanded is OQ. Increase in demand indicates the purchase of same
guantity of a commodity (OQ) at a higher price of OP; or purchase of
0OQ; quantity at the same price of OP. The decrease in demand is
indicated by the shift of the demand curve towards left downwards to
the initial demand curve. D,D, is the demand curve representing
decrease in demand. Decrease in demand indicates purchase of the
same quantity of a commodity (OQ) at a lower price of OP, or purchase
of OQ, quantity at the same price of OP. Increase and decrease denote
change in demand.
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Shifts in the demand curve.



Factors Affecting Demand (Shift Factors)

The change in demand for a product is due to the factors other than the
price factor of the same product. These are tastes and preferences,
income of the consumer, prices of related commodities, etc.

1. Tastes and Preferences: These are influenced by fashions,
population changes, advertisement, customs, habits, popularity,
season, etc. Changing fashions in the men/women wear,
ornaments, automobiles, etc., will attract the people to buy them,
so that they are fit to the changing fashion world. Changes in
population also bring variations in their tastes and preferences.
New generation will have something different attitudes in all
walks of life, consequently new tastes emerge. Advertisement
has become an important instrument of sales promotion/selling
strategies of the manufactures. With the growing access to
several mass media sources, people are beholden by their impact,
consequently tastes and preferences are ever changing. Customs
of the society enforce the people to change their life styles, as a
result of which new preferences add to their long list of wants.
People are habituated to certain aspects of life and develop- new
preferences. Popularity of a product attracts the new consumer
towards it. This implies that we have new preferences add to
their long list of wants. People are habituated to certain aspects
of life and develop new preferences. Popularity of a product
attracts the new consumer towards it. This implies that we have
new preferences for products. Popularity of the product is one,
the influence of which cannot be avoided by the consumer.
Season-bound requirements compel the people to have a new set
of preferences each season. Thus, the changes in tastes and
preferences make the consumer more satisfied than before.



2. Income: Changes in the income of the consumer leads to a shift
in the demand curve. The proportion of income spent on food
and other necessaries decreases with increase in the income level
of the consumers.

3. Price of Other Related Goods: The change in price of one good
influences the consumption of other good, depending upon the
relationship between the goods. If two commodities are
supposed to be substitutes such as meat and chicken, coffee, tea,
etc., the rise in price of one good results in increase in demand for
the other good. There are certain goods which need to be used
together viz., bread and jam, bread and butter, etc., which are
called complements. Increase in price of one good brings down
the demand for the other good. A rise in price of bread reduces
the demand for butter.

4. Habits: Large number of smokers in a region influences the
demand for tobacco and its products.

5. Region: In high altitude regions demand for wine, woolen
clothing, meat, etc., would be persistent.

6. Season: Demand for eggs decreases in summer season and
increases in winter season.
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ELASTICITY OF DEMAND

The law of demand says that demand varies inversely with the price,
other things being equal. From the law of demand, we know the
direction in which quantity and price are moving. What is not known is
the extent by which quantity demanded is responsive to changes in
price.  This is the information, which is precisely needed by
businessmen and policy-makers. Alfred Marshall developed the
concept of elasticity of demand which measures the responsiveness of
guantity demanded to changes in price. Elasticity of demand indicates
the degree of relation between quantities demanded changes because



of change in price. In fact elasticity of demand is the rate at which
guantity demanded changes because of change in price. To be more
precise, elasticity of demand is defined as “the relative change in the
guantity demanded to the relative change in the price”.

Types of Elasticity of Demand
There are three types of elasticities of demand
1. Price Elasticity of Demand (Ed)

This shows there responsiveness of quantity demanded of a
commodity, when price of that commodity changes, with other
factors being constant.

%change in quantity demanded

Price elasticity of demand (Ed)=
% change in price

Proportionate change in quantity demanded

Proportionate change in price

Change in quantity

* 100

Initial quantity

Change in price

*100

Initial price



2. Income Elasticity of Demand (El)
It measures the responsiveness of demand due to changes in
the income of the income of the consumers in terms of
percentage, when other factors influencing demand viz., price
of the commodity, | price of substitutes, tastes, preferences,
etc., are kept at constant level.

% change in quantity demanded

Income elasticity demand (E1) =
% change in income

Proportionate change in quantity demanded

Proportionate change in income.

Change in quantity
*100

Initial Quantity

Change in income
*100

Initial income
3. Cross Elasticity of Demand (E,,)

Demand for one good (X) is also influenced by the price of
other related good (Y). These may be substitutes or
complements. It is the ratio of percentage change in quantity
demanded of commodity (X) and percentage change in price of
related commodity (Y).



%change in quantity demanded of
Commodity(X)
Cross elasticity of
Demand (E,y) =
% change in price of related commodity (Y)

(or)

Proportionate change in quantity demanded of commodity (X)

Proportionate change in price of related commodity (Y)

Change in quantity (X)
*100

Initial quantity (X)

Change in price (Y)
*100

Initial price (Y)

DEGREES OF ELASTICITY OF DEMAND

Based on the magnitudes of elasticity of demand, it can
be categorized into five degrees as given below.

Perfectly Elastic Demand

A slightest change in price of a commodity leads to an infinite change
in quantity demanded. The demand in such a situation is said to be
perfectly elastic. The demand is hypersensitive and the elasticity of
demand is infinite. Here the demand curve will be a horizontal line
parallel to X-axis. It is mostly a theoretical concept.



Price Ed=a

O  Quantitydemanded X

Perfectly in elastic demand

It is the situation in which change in price of a commodity leaves the
demand unaffected. The price of the commodity may increase or
decrease, but the quantity demanded remains the same. The demand
here is insensitive. Elasticity of demand is zero. The demand curve is
vertical to X axis. The case of perfectly inelastic demand is also a
theoretical concept.

Price Ed=0

D

O quantity demanded X



Relatively Elastic Demand

It means that lesser proportionate change in the price of a
commodity is followed by a larger proportionate change in the quantity
demanded. A small proportionate fall in the price is accompanied by a
larger proportionate increase in demand and Vice versa. Elasticity of
demand is greater than unity.
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Fig. Relatively elastic demand.

Relatively Inelastic Demand

It means that large proportionate change in the price of a
commodity is followed by a smaller proportionate change in the
guantity demanded. This is to say that a large proportionate fall in the
price is followed by a smaller proportionate increase in the quantity
demanded and vice verse. Elasticity of demand is less than unity.
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Fig. Relatively inelastic

Unitary Elastic Demand

When a given proportionate change in price results in the same
proportionate change in the quantity demanded of commodity, the
demand is said to be unitary elastic. A given proportionate fall in price
is followed by the same proportionate increase in demand and vice
versa. Elasticity of demand is one.
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Fig. Unitary elastic demand

Practical Importance of Elasticity of Demand

The importance of the elasticity of demand can be visualized from
the points as given below:

1. Determination of Wages: The elasticity of demand for labour
plays an important role in the determination of wages. If the
demand for labour is elastic, and pressure put up by labour in the
form of strikes to get higher wages would be unsuccessful. On the
other hand, if the demand for labour happens to be inelastic,
even a threat of strike would help the workers to get the approval
of their employers in raising their wages.

2. The Elasticity of Promotional Activity: The producers are well
convinced that the advertisement makes the demand for a
product less elastic. Hence, they would not mind spending



substantial amount of money on advertising. The price increase
therefore will not reduce the sales.

. Determination of Monopoly Price: The monopolist considers the
nature of demand for his product before fixing the prices. If the
demand is elastic, a lower price would help him to realize more
profits. On the other hand, if the demand is inelastic, he is in a
position to fix a higher price. The monopolist while practicing
price discrimination also takes into account the elasticity of
demand. He fixes a lower price for the product in the market in
which the demand for the product is elastic and he charges a
higher price for the same product in the market in which the
demand is less elastic or inelastic.

. Undertaking the Public Utilities: The Government itself runs
some enterprises or industries in the interest of people, otherwise
they are subjected to exploitation by the private people. In the
case of electricity, the demand is inelastic and it is very essential
item in the lives of humans. In the interest of the public,
electricity boards are run by the Government to supply power at
reasonable rates.

. Taxation: The nature of demand for a good helps the
Government, looking into the possibilities of raising the revenue.
If the demand is less elastic for a good, by levying more indirect
taxes on that good, the Government would get larger revenue.

. International Trade: The country gains in the international trade
by exporting those goods, for which the demand in the export
market is less elastic and by importing those goods for which the
demand is elastic. The less elastic nature of demand in the export
market helps the nation to charge a higher price and pay loess
price for those goods which are imported.

. Paradox of Poverty in Plenty: A bumper crop instead of bringing
prosperity to the farmers, ruin their economic position. The
inelastic demand for the products in the years of bumper harvest



brings down the prices, consequent to which the farmers fail to
realize prices of normal years.

Factors Determining Elasticity of Demand

1. Type of Goods: The demand is inelastic or less elastic for
necessaries. It is obvious because the price changes do not
influence the consumption of these goods. On the other hand, in
respect of comforts and luxuries, the demand is elastic or
relatively elastic.

2. Goods Having several Uses: The demand for those goods which
can be put to several uses is elastic. For example, electricity when
it is cheap, it can be put to uses like cooking, apart from its regular
use in production of industrial goods, transport, lighting, etc. In
case it is dearer, its use is limited and demand automatically
declines.

3. Existence of Substitutes: The demand for those commodities
which have good substitutes is elastic. The price variations of
such goods would have a bearing on the quantities demanded. If
the price of groundnut oil increases, with the prices of other
edible oils, say sunflower remaining constant, the consumers tend
to shift to sunflower oil. Conversely a decrease in price of
groundnut oil makes consumers to switch over back to groundnut
oil.

4. Possibilities of Postponement: For such goods the purchase of
which can be postponed by the consumers, the demand is elastic.
The consumers prefer to buy the some when their prices are
cheap. Televisions, cars, ornaments, etc., are the relevant
examples here.

5. Range of Prices: When the prices range of goods is very high or
very low the demand is inelastic. The demand for goods li9ike salt,
matches, etc., with low price range, the demand is inelasti8c.
Analogously for goods like diamonds, luxurious cars, etc., the



demand is inelastic as consumers cannot afford to the changes in
the price of such a high range.
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Stock and supply

Supply means the quantities that a seller is willing and able to sell at
different prices. It is obvious that if the price goes up, he will offer
more for sale. But if the price goes down, he will be reluctant to sell
and will offer to sell less. Supply thus varies with price. Just as we
cannot speak of demand without reference to price and time,
similarly we cannot speak of supply without reference to price and
time. Supply is always at a price. The supply of any good may then be
defined “as a schedule of respective quantities of the good which
people are ready to offer for sale at all possible prices”.

The term supply and stock are often confused. A clear understanding
of the difference between the two is essential. Stock is at the back of
supply. It constitutes potential supply. Supply means the quantity
actually offered for sale at a certain price, but stock means the total
guantity which can be offered for sale if the conditions are
favourable. At any time the gowdowns in the mandi may be full of
wheat. This is the stock. If the price is low, very little wheat will come
out of the gowdowns. The quantity that actually comes out is the
supply. The stock will change in to supply and vice versa according as
the market price rises or falls. In case of perishable articles like fresh
milk and vegetables, there is no difference between stock and
supply. The entire stock is supply and has to be sold off, for unless it
is disposed of quickly, it will perish.



Supply schedule: Individual Supply Schedule

Supply schedule depicts the list of quantities—price relationships of
a commodity in a market at a specific point of time by an individual
seller. In other words, it reveals the mind of sellers in offering various
guantities of a given commodity against corresponding prices. An
example of supply schedule is presented in Table 5.1

Price (Rs./Q) Quantity supplied (Q)
300 30
325 40
350 >0
375 60
400 70
425 80

It reveals that at price of Rs.300 the quantity supplied by a seller is
30 Q at Rs.325, 40 Q and son on. As the price per unit of the
commodity rises, the quantity supplied is also increasing. As price
increases, sellers are committed to increase their sales. When a supply
schedule is plotted on a graph it becomes a supply curve (Fig. 5.1). The
supply curve will have a positive solpe i.e., it slopes upwards from left
to right.




Price

Quantity
Fig. 5.1 Supply curve.

Market supply

It is the sum of the quantity of commodity that is brought into a
market for sale by the sellers in a given market at a specific point of
time. Assume that there are three sellers in a market viz., A, B and C
with individual supply schedules as shown in below.

' TABLE 5.2 Market Supply Schedule.

- Price ! o : Market supply
(in Rs./Q) . Individual seller’s supply/week (Q) Q=(A+B+C)
A kg, C
300 - 3% 3 0 65
325 ° 40 . 50 0 90
350 i 50 65 50 165
375 60 _ 80 « 70 . 20
400 70 95 .90 255

425 ' 80 ' 1o . - 110 300

The price quantity relationship of the three sellers reveals that at Rs.
300 per quintal, seller ‘A’ is prepared to sell 30 Q, while seller ‘B” 35 Q
and seller ‘C’ is not prepared to sell at all at this particular price. The



?

seller ‘C’ is not prepared to sell the commodity at any price less than
Rs.350/Q. Market supply is the sum total of output that is sold by the
three sellers as presented in the last column of the table. Thus the
market supply is 65, 90, 165 Q and so on. It is the lateral or horizontal
summation of the supply of individual sellers at each unit price. The
market supply curve is drawn based on the first and last columns of the
table. The graphical presentation of market supply is found in Fig.

below
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LAW OF SUPPLY

The law of supply indicates the functional relationship between
the quantity supplied of a commodity and its unit price. The law
signifies the positive relationship i.e., as the price of a commodity
raises its supply extends and as the price fall its supply contracts,
with other things remaining the same. Producers normally tend to
increase the supplies in the wake of rising prices and reduce the
same when the prices are on the lower side. Supply varies directly
with the price, ceteris paribus.



Extension and Contraction of Supply (Change in Quantity Supplied)

Extension and contraction of supply refer to the movement of
product supply on the same supply curve. Extension of supply
means offering more quantity for sale at a higher price, while
contraction means offering less quantity at a lower price. As is seen
form table that the quantity of commodity supplied by ‘A’ at Rs. 300
is 30 Q and it is 40 Q, when the price rose to Rs. 325. Here the
qguantity supplied has increased from 30 to 40 Q. It is the case of
extension of supply, conversely if the price falls from Rs. 325 to Rs.
300, the quantity supplied too falls from 40 to 30 Q. It is the
contraction of supply.

When it is depicted graphically, it shows that the upward
movement from A to B is extension of supply and downward
movement from B to A is

Y

Price A

(0] Q Q; X
Quantity supplied

Fig. Extension and contraction supply.



