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Where do you see economics?

What is economics



Economics is a study of choice

At the core of economics is the 
idea that our world is a place 
plagued with scarcity — that is, 
we do not have all the resources 
we want. As a result, we must 
make choices. When we make 
a choice, that choice necessarily 
means that we have to give up 
something. The something we 
give up is called opportunity cost.



What is 
economics

• Economics is a better utilization of the scarce 
resources for optimum output.

• Economics is a social science concerned with 
the production, distribution, exchange and 
consumption of goods and services.

• Economics is all about using scarce resources by 
making better choices.



What is 
business 
economics

• Business Economics, also called Managerial 
Economics, is the application of economic 
theory and methodology to business. Business 
involves decision-making. Decision making 
means the process of selecting one out of two 
or more alternative courses of action. The 
question of choice arises because the basic 
resources such as capital, land, labour and 
management are limited and can be employed 
in alternative uses. The decision-making 
function thus becomes one of making choice 
and taking decisions that will provide the most 
efficient means of attaining a desired end, say, 
profit maximation.



What is 
economy

• Entire network or a system of all economic 
activities like production, distribution, exchange 
and consumption of goods and services  in a 
particular geographical area.

• e.g.

• Village economy

• City economy

• Nation’s Economy

• International Economy



What is 
economic 
activities

•Production

•Distribution of wealth/Income

•Consumption

•exchange



Basic/central problems of  economics/Business 
economics

• What to produce?

What does a society do when the resources are limited? It 
decides which goods/service it wants to produce. Further, it 
also determines the quantity required. For example, should 
we produce more guns or more butter? Do we opt for capital 
goods like machines, equipment, etc. or consumer goods like 
cell phones, etc.? While it sounds elementary, society must 
decide the type and quantity of every single good/service to 
be produced.

https://www.toppr.com/guides/maths/the-fish-tale/size-and-quantity/
https://www.toppr.com/guides/principles-and-practice-of-accounting/sale-of-goods-on-approval-or-return-basis/goods-sent-casually/


Basic/central problems of  economics/Business 
economics

• How to produce ?
The production of a good is possible by various methods. For 
example, you can produce cotton cloth using handlooms, power 
looms or automatic looms. While handlooms require more labour, 
automatic looms need higher power and capital investment.
Hence, society must choose between the techniques to produce 
the commodity. Similarly, for all goods and/or services, similar 
decisions are necessary. Further, the choice depends on the 
availability of different factors of production and their prices. 
Usually, a society opts for a technique that optimally utilizes its 
available resources.

https://www.toppr.com/guides/business-economics/theory-of-production-and-cost/meaning-of-production/
https://www.toppr.com/guides/economics/production-and-costs/


Basic/central problems of  economics/Business 
economics

• For whom to produce?

Think about it – can a society satisfy each and every human 
wants? Certainly not. Therefore, it has to decide on who gets 
what share of the total output of goods and services 
produced. In other words, society decides on the distribution 
of the goods and services among the members of society.

https://www.toppr.com/guides/business-economics/theory-of-consumer-behavior/nature-and-classification-of-human-wants/
https://www.toppr.com/guides/business-studies/business-services/nature-and-types-of-services/




Types of Economic system
The countries in which socialist economy is 
adopted are China, Yugoslavia, Czechoslovakia, 
and Poland.



Reasons 
behind 

economic 
problems

• Human wants are unlimited

• Resources are scarce or limited

• Alternative use of resources



Factors of Production 
Factors of productionare the inputs needed for the creation of a good or service.

• Land-

• Labour-

• Capital-

• Entrepreneurship-



Factor Income 
for Factors of 
Production

• Land receives rent

• Labour receives wages

• Capital receives interest

• Entrepreneurs receives profit



What is adam
smith’s invisible 
hand theory in 
economics



What is Laissez-
faire economy



Circular flow of 
economy 2 sector

OR

Circular flow of 
Economy for 
micro economics



5 sector Circular flow of economics 

• The mutual 
dependence between 
different sectors of the 
economy like 
consumers, firms, 
government, bank and 
international market





Before we start to study the nature of business economics, it is important to 
understand that economics is broadly divided into two major parts:

•Micro Economics

•Macro Economics

•Business Economics

Micro Economics

This is the study of the way individual units make decisions regarding the efficient allocation of their scarce 
resources. Also, these individual units are consumers or firms.

In microeconomics, the focus is on a small number of units rather than all units combined. Further, it does 
not give us a picture of the happenings in the wider economic environment. The study includes:

•Product pricing;

•Consumer behavior;

•Factor pricing;

•The economic conditions of a section of people;

•The behavior of firms; and

•Location of the industry.

https://www.toppr.com/guides/economics/national-income-accounting/some-basic-concepts-of-macroeconomics/
https://www.toppr.com/guides/economics/microeconomics-and-macroeconomics/introduction-to-microeconomics/
https://www.toppr.com/guides/business-studies/marketing/pricing/
https://www.toppr.com/guides/geography/industries/introduction-to-industry/






Narrow perspective Broad perspective
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Macro Economics

This is the study of the behavior of large economic aggregates like overall output levels, 
total consumption, etc. The study also includes the shift of these aggregates over time. 
Therefore, macroeconomics analyzes the overall economic conditions which are an 
overall effect of millions of decisions made by different firms and consumers.

•National Income and National Output;

•The general price level and interest rates;

•Aggregate demand and aggregate supply

•A balance of trade and balance of payments;

•The external value of currency;

•The overall level of savings and investment; and

•Level of employment and rate of economic growth.

https://www.toppr.com/guides/fundamentals-of-economics-and-management/national-income/concept-of-national-income/


Business economics
Business Economics is the integration of economic theory with business practice for the purpose of facilitating decision making 
and forward planning by management

Business Economics Definition

Definition of economics by different economists have a different point of view, but the essence is the same. The following are 
some popular definition of business economics.

Managerial economics is concerned with the application of economic concepts and economics to the problems of formulating 
rational decision making 

Managerial economics is concerned with the application of economic principles and methodologies to the decision-making 
process within the firm or organization. It seeks to establish rules and principles to facilitate the attainment of the desired 
economic goals of management. 

Managerial economics applies the principles and methods of economics to analyze problems faced by the management of a 
business, or other types of organizations and to help find solutions that advance the best interests of such organization.Davis
and Chan

https://www.geektonight.com/what-is-business-economics/
https://www.geektonight.com/what-is-business-economics/#business-economics-definition


Nature of Business Economics
There are number of basic concepts which lie at the heart of business 
economics. These concepts are significant for business decision 
making. The most important of these are. 

1. Business economics involves Resource allocation: 

Decisions regarding resource allocation need to be made at three level. 

a) What goods and services to be produced with the available resources

b) How to combine the available resources to produce different types of 
goods and services 

c) For whom the different goods and services are to be supplied.

Decisions related to production, distribution are to be done on the basis 
of available resources. Like where to establish the location of the factory 
to make raw materials available fast and cost effective.



contd…..

2. It involves opportunity cost:

Weighing opportunity costs allows the business to make the best possible 
decision. If, for instance, the company determines 
an alternative choice's opportunity cost is greater than what the company gains 
from its initial decision, the company can change its mind and pursue 
the alternative choice. the opportunity cost always includes the cost of the second-
best choice. For example, the decision to spend money on its research and 
development team means the company forgoes the chance to allocate it to an 
interest-bearing savings account. Thus, the opportunity cost in this case is the 
amount of money the company would otherwise have earned in the savings 
account.

3. It involves diminishing marginal returns

The Law of Diminishing Marginal Utility states that the additional utility gained 
from an increase in consumption decreases with each subsequent increase in 
the level of consumption. Marginal Utility is the change in total utility due to a 
one-unit change in the level of consumption. The Law of Diminishing Marginal 
Utility states the marginal utility gradually decreases with the level of 
consumption. For e.g in business we apply more and more  labour as input of 
the production process, output becomes smaller and smaller. If new labours are 
constantly added the plant will become crowded that additional workers actually 
decrease the efficiency of the other workers. 

https://corporatefinanceinstitute.com/resources/knowledge/economics/consumption/


Contd….
4. Business Economics is a Science

What is Science? It is simply a systematic body of knowledge which can establish a 
relationship between cause and effect. Further, Mathematics, Statistics, and 
Econometrics are decision sciences.

Business Economics integrates these decision sciences with Economic Theory to arrive 
at strategies to help businesses achieve their goals. Hence, it follows scientific methods 
and also tests the validity of the results. This is one aspect of the nature of business 
economics.

5. It is Based on Micro Economics

We understand the basic difference between micro and macroeconomics. 
A business manager is certainly more concerned about achieving the objectives of his 
own organization. After all, this helps him in ensuring profits and long-term survival of 
the firm.

Business Economics is more concerned with the decision-making situations of 
individual establishments. Therefore, it depends on the techniques of Microeconomics.

https://www.toppr.com/guides/business-studies/nature-and-purpose-of-business/concept-and-characteristics-of-business/


6. It Incorporates Elements of Macro Analysis

Even though all businesses focus on their profitability and survival, a firm cannot 
operate in a vacuum. The external environment of the economy like income and 
employment levels in the economy, tax policies, etc., affects the firm. All these 
external factors are components of Macroeconomy.

Therefore, a business manager has to take all such factors into consideration which 
may influence his business environment.

7. Pragmatic in Approach

Microeconomics is purely theoretical and analyzes economic occurrences under 
unrealistic assumptions. On the other hand, Business Economics is pragmatic in its 
approach. It tries to solve the problems which the firms face in the real world.

Business economics is pragmatic. It concentrates on making economic theory more 
application-oriented. It tries to solve the managerial problems in their day-to-day 
functioning.

https://www.toppr.com/guides/maths/comparing-quantities/tax/
https://www.toppr.com/guides/business-laws/indian-contract-act-1872-part-i/legal-rules-regarding-consideration/


7. Interdisciplinary

Business Economics incorporates tools from many other disciplines like mathematics, 
statistics, accounting, marketing, etc. Therefore, is in interdisciplinary in nature.

8. Normative

Broadly speaking, Economic Theory has evolved along two lines – Positive and Normative.

A positive or pure science analyzes the cause and effect relationship between variables in a 
scientific manner. However, it does not involve any value judgment. In simpler words, it 
describes the economic behavior of individuals or society without focusing on 
the desirability of such behavior.

On the other hand, normative science involves value judgments. It suggests a course of 
action under the given circumstances.

Usually, Business Economics is normative in nature. It offers suggestions for the application 
of economic principles while forming policies, making decisions, and planning for the future. 
However, firms must understand their environment thoroughly to establish decision rules. 
This requires the study of positive economic theory.

Therefore, we can say that Business Economics combines the essentials of both the theories 
while keeping more emphasis on the normative economic theory.

https://www.toppr.com/guides/principles-and-practice-of-accounting/meaning-and-scope-of-accounting/meaning-of-accounting/


9. business decisions are time dimension

Business decisions and objectives are to be concerned within a time framework. Profit 
maximization in the short run may not be consistent with the long term success of business. 
In certain circumstances it may even lead to the downfall of the business. For e.g short term 
profit maximization might mean that workers are pushed so hard to increase production for 
relatively low wages that they eventually go on strike, or that goods are made which are less 
reliable and sold at such high prices that new competitors eventually emerge to take over 
the market. 

In business it is divided between two broad time periods- short run and long run

A) short run represents the operating period of the business in which one or two factors of 
production changes and rest remain unchanged

B) long run represents the operating period of the business in which all the factors of 
production may change. 

10. Externalities: 

It may be seen that short run and long run objectives are not compatible with the interests 
of the society in general. The annual accounts of the firm don’t reflect social costs or social 
benefits. It is refered as externalities by economists. For e.g the expansion of industrial 
output may increase the firm’s profit but damage the environment. It is becoming extremely 
important to business in today’s society to pay greater attention to social and environmental 
issues as their CSR activity. 



Scope of business economics

The scope of business economics is quite wide. Business economics involves the 
application of various economic tools, theories, and methodologies for analyzing 
solving different business problems.

Two Categories

There are two categories of business issues to which economic theories can be 
directly applied, namely:

1.Microeconomics applied to internal or operational issues

2.Macroeconomics applied to external or environmental issues

https://www.geektonight.com/what-is-business-economics/#scope-of-business-economics
https://www.geektonight.com/what-is-business-economics/#microeconomics-applied-to-internal-issues
https://www.geektonight.com/what-is-business-economics/#macroeconomics-applied-to-external-issues


Scope of Business Economics

1) Microeconomics applied to internal issues/business 
operational issues

As the name suggests, internal or operational issues are issues 
that arise within a firm and are within the control of 
the management. It is within the scope of business economics to 
analyze this.

Further, a few examples of such issues are choice of business, 
size of business, product designs, pricing, promotion for sales, 
technology choice, etc. Most firms can deal with these using the 
following microeconomics theories:

https://www.toppr.com/guides/business-studies/nature-and-significance-of-management/introduction-to-management-and-its-characteristics-objectives/


Scope of Business Economics
1) Microeconomics applied to internal issues/business operational issues

1. Analyzing Demand and Forecasting

Analyzing demand is all about understanding buyer behavior. It 
studies the preferences of consumers along with the effects of 
changes in the determinants of demand. Also, these determinants 
include the price of the good, consumer’s income, tastes/ 
preferences, etc.

Forecasting demand is a technique used to predict the future 
demand for a good and/or service. Further, this prediction is based 
on the past behavior of factors which affect the demand. This is 
important for firms as accurate predictions help them produce the 
required quantities of goods at the right time.

Further, it gives them enough time to arrange various factors 
of production in advance like raw materials, labor, equipment, etc. 
Business Economics offers scientific tools which assist in forecasting 
demand.

https://www.toppr.com/guides/business-economics/theory-of-demand/meaning-and-determinants-of-demand/
https://www.toppr.com/guides/business-economics/theory-of-demand/demand-forecasting/
https://www.toppr.com/guides/business-economics/theory-of-production-and-cost/meaning-of-production/


Scope of Business Economics
2. Production and Cost Analysis

A business economist has the following responsibilities with 
regards to the production:

•Decide on the optimum size of output based on the objectives 
of the firm.

•Also, ensure that the firm does not incur any undue costs.

By production analysis, the firm can choose the appropriate 
technology offering a technically efficient way of producing the 
output. Cost analysis, on the other hand, enables the firm to 
identify the behavior of costs when factors like output, time 
period, and the size of plant change. Further, by using both 
these analyses, a firm can maximize profits by producing 
optimum output at the least possible cost.

https://www.toppr.com/guides/business-studies/nature-and-purpose-of-business/concept-and-characteristics-of-business/


Scope of Business Economics

3. Inventory Management
Firms can use certain rules to reduce costs associated with 
maintaining inventory in the form of raw materials, work in 
progress, and finished goods. Further, it is important to understand 
that the inventory policies affect the profitability of a firm. Hence, 
economists use methods and mathematical models to help the firm 
in maintaining an optimum stock of inventories.
4. Market Structure and Pricing Policies
Any firm needs to know about the nature and extent of competition 
in the market. A thorough analysis of the market structure provides 
this information. Further, with the help of this, firms command a 
certain ability to determine prices in the market. Also, this 
information helps firms create strategies for market management 
under the given competitive conditions.
Price theory, on the other hand, helps the firm in understanding how 
prices are determined under different kinds of market conditions. 
Also, it assists the firm in creating pricing policies.

https://www.toppr.com/guides/business-studies/marketing/market-and-marketing/
https://www.toppr.com/guides/business-economics/determination-of-prices/intro-to-determination-of-prices/


Scope of Business Economics

5. Resource Allocation

Business Economics uses advanced tools like linear programming 
to create the best course of action for an optimal utilization of 
available resources.

6. Theory of Capital and Investment Decisions

Among other decisions, a firm must carefully evaluate its 
investment decisions an allocate its capital sensibly. Various 
theories pertaining to capital and investments offer scientific 
criteria for choosing investment projects. Further, these theories 
also help the firm in assessing the efficiency of capital. Business 
Economics assists the decision-making process when the firm 
needs to decide between competing uses of funds.

https://www.toppr.com/guides/business-economics/introduction-to-business-economics/meaning-of-business-economics/
https://www.toppr.com/guides/business-laws/companies-act-2013/classification-of-capital/


• Business Economics is playing an important role in our daily 
economic life and business practices. Organisations face 
many problems on a day to day basis. For example, 
organisations are always concerned with producing 
maximum output in the most economical way. To solve 
problems of such nature, managers are required to apply 
various economic concepts and theories. The application of 
economic concepts, theories, and tools in business decision 
making is called business economics or managerial 
economics.

https://www.geektonight.com/what-is-business-economics/


Scope of Business Economics
1) Macroeconomics applied to  external issues

• 2) Macroeconomics applied to external issues
External Environmental factors have signicant influence upon the 
functioning and performance of the business.
The major scope of business macroeconomic factors relate to:
•The type of economic system stage of business cycle is the general 
trends in national income, employment, prices, saving and 
investment.

•Government’s economic policies like industrial policy, competition 
policy, monetary and scal policy, price policy, foreign trade policy and 
globalization policies.

•Working of financial sector and capital market

•Socio-economic organisations like trade unions, producer and 
consumer unions and cooperatives.

https://www.geektonight.com/business-cycle/


Scope……

•Social and political environment: Business decisions cannot be 
taken without considering these present and future 
environmental factors.

•Business decisions cannot be taken without considering these 
present and future environmental factors. As the management 
of the firm has no control over these factors, it should ne-tune 
its policies to minimise their adverse effects





Prof. Heena Gandhi

Demand & 
Supply 
Analysis

https://arthacs.in/economics-supply-and-demand-mcq/ MCQ

https://arthacs.in/economics-supply-and-demand-mcq/


Prof. Heena Gandhi

Introduction

The demand and supply model emphasizes that prices 
are not set only by demand or only by supply, but by the 
interaction between the two. In 1890, the famous 
economist Alfred Marshall wrote that asking whether 
supply or demand determined a price was like arguing 
“whether it is the upper or the under blade of a pair of 
scissors that cuts a piece of paper.” The answer is that 
both blades of the demand and supply scissors are 
always involved.

What is Market Mechanism:

Market mechanism is often interpreted as a ‘free’ 
market system. For a layman ‘free’ means that when 
you go to a market, there is no restriction – you can 
buy as much as you want OR sell any amount OR 
choose to do nothing.
You are free to take decisions regarding buying and 
selling. Adam Smith used this freedom to formulate 
the notion of an ‘invisible’ hand.



Prof. Heena Gandhi

Introduction

‘Invisible hand’ refers to the individual actions/decisions of 
economic agents that lead to maximum welfare for the economy. It is 
as if an invisible force strings together decisions, taken in self-interest 
by different persons, to give us a result which is the best for all 
persons considered together.

These decisions operate in terms of demand and supply for a good, 
which are collectively referred to as the market mechanism. Thus, 
the market mechanism ensures that the benefits/welfare for the whole 
group of economic agents is a maximum. This only requires that each 
agent operates on the basis of self-interest and decides what is best for 
her alone, assuming there is freedom given to each of them.

Free market is also associated with a capitalist economy, as 
opposed to socialist economy where markets follow plans made by the 
government. This reduces the ‘freedom’ of the market mechanism, 
though a ‘market’ may still exist. The ‘freedom’ given to market 
mechanism is therefore the crucial distinction between capitalism and 
socialism.



Prof. Heena Gandhi

Introduction

For example in India, we have a free market for medicines/drugs. 
Anyone can buy a drug with a prescription or any out-the-counter 
drug that needs no prescription. This implies buyers and sellers are 
‘free’ to buy and sell any quantity at any price; it is a free market. But 
the National Pharma Pricing Authority (NPPA) has put limits on the 
prices of some selected drugs called essential drugs. This means that 
producers/pharma companies cannot charge any price they want. 
This restricts the ‘freedom’ of sellers, and is an example of restriction 
on the market.

As the above example makes clear, the market mechanism refers to the 
forces of demand and supply. These forces take the form of buyers and 
sellers in the market. Economists show that if left ‘free’ these forces use 
the self-interest of sellers and buyers to reach a point where welfare for 
all is maximized.
The ‘mechanism’ refers to the fact that economic agents (buyers and 
sellers) act in self-interest without any force on them and without any 
explicit coordination between themselves to maximize their own 
welfare. In this process the sum total of welfare/gain for all economic 
agents in an economy is maximized. As compared to any other 
mechanism (like planning by State in a socialist system) the welfare to 
society as a whole is maximum in market mechanism.



Prof. Heena Gandhi

Demand

Demand refers to the consumer’s desire to buy a good or service and 
willingness to pay price for the consumption that particular good or service 
during a given period of time.



Prof. Heena Gandhi
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Individual 
Demand 
Schedule

Demand Schedule
It is a statement in the form of a table that shows the different quantities in demand 
at different prices. There are two types of Demand Schedules:
1.Individual Demand Schedule
2.Market Demand Schedule

Individual Demand Schedule
It is a demanding schedule that depicts the demand of an individual customer for a 
commodity in relation to its price. Let us study it with the help of an example.

https://www.toppr.com/guides/business-economics/theory-of-demand/meaning-and-determinants-of-demand/
https://www.toppr.com/guides/economics/theory-of-consumer-behaviour/market-demand/


Prof. Heena Gandhi

Individual 
demand curve

Individual Demand Curve
It is a graphical representation of the individual demand 
schedule. The X-axis represents the demand and Y-axis 
represents the price of a commodity.



Prof. Heena Gandhi

Market 
demand 
schedule

Market Demand Schedule
It is a summation of the individual demand schedules and 
depicts the demand of different customers for a commodity in 
relation to its price. Let us study it with the help of an example.



Prof. Heena Gandhi

Market 
demand curve
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Demand

Meaning of Demand in economics:-

The demand for the commodity can be described as its quantity at 
which consumer is willing and able to purchase or consume a given 
commodity during a given period of time.
So, the commodity can be said as demanded when
•A consumer possesses the willingness to buy it
•Possesses the ability to purchase or consume it
•And it is related to a given period of time.
For example:
Suppose Saurabh wants to purchase a motorbike for himself but he 
does not have sufficient money to buy it. It cannot be treated as 
demand. When he can afford the purchase of that motorbike in a 
given time, it can be called as demand for the motorbike by 
Saurabh.

According to Ferguson,
“Demand refers to the quantities of a commodity that the 
consumers are able and willing to buy at each possible price during 
a given period of time, other things being equal.”



Prof. Heena Gandhi

Determinants 
of demand

Determinants of Demand:
It refers to the factors which influence the demand for a particular 
commodity for a given period of time.
In other words, these factors directly or indirectly affect the demand for 
the commodity in the market. This can also be written as

This is the function of following main five determinants:
Qd = f ( P, Y, R, T, E)

Where:
•Qd denotes quantity demanded
•f denotes the function
•P denotes the price of the commodity
•Y denotes income of consumers
•R denotes the price of related goods
•T denotes tastes and preferences
•E denotes expectations of consumers
Besides these, there are some other factors which determine it, are :
•Growth of population
•Distribution of National income
•Credit availability
•Taxation and subsidies
•Climatic conditions

https://tutorstips.com/demand-meaning/#Price-of-the-commodity
https://tutorstips.com/demand-meaning/#Income-of-consumers
https://tutorstips.com/demand-meaning/#Price-of-related-goods
https://tutorstips.com/demand-meaning/#Tastes-and-preferences
https://tutorstips.com/demand-meaning/#Expectations-of-consumers
https://tutorstips.com/demand-meaning/#Growth-of-population
https://tutorstips.com/demand-meaning/#Distribution-of-National-income
https://tutorstips.com/demand-meaning/#Credit-availability
https://tutorstips.com/demand-meaning/#Taxation-and-subsidies
https://tutorstips.com/demand-meaning/#Climatic-conditions
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Determinants 
of demand

These factors drive the demand for the commodities 
and also, growth of the economy, providing other 
things remain unchanged. An organization should 
understand the impact of these determinants of the 
demand. Some of these are explained as under :

1) The Price of the commodity:

It is the most important determinant. It affects the 
demand for goods at a large extent. As the law of 
demand, there is an inverse relationship between the 
price of commodity and Qd. the Qd increases with a 
reduction in price, assuming other things constant and 
vice versa.
For example,
A consumer prefers to make bulk quantity purchases 
when prices are less and makes fewer purchases when 
prices are high.



Prof. Heena Gandhi

Determinants 
of demand

2) The income of consumers:
Income is another main determinant which represents the purchasing power 
of the consumer. When income increases, the consumer starts purchasing 
more which results in more demand and vice versa while other factors remain 
constant. Income and demand are directly related to each other in case of 
normal and superior goods.
For example:
Suppose if the salary of Mr A has increased, then he can purchase some 
luxury items such as television, air conditioners, and accessories.
The relationship between income and different types of goods can be 
discussed as under :
Normal or Consumer goods:
These refer to the goods which are consumed by all the people in society on a 
daily basis such as soaps, toothpaste, grains, clothes, etc. As the income 
increases, the Qd of consumer goods increases but up to a certain limit, other 
things remain the same.
Inferior goods:
Inferior goods are those whose demand decreases when income increases 
and vice versa. For example, public transportation, generic grocery products, 
and kerosene, etc.
However, the goods are not always inferior or normal goods as inferior goods 
are normal goods for the people having a low level of income. Therefore, we 
can say that the level of income creates the perception of goods i.e normal or 
inferior.
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Income 
demand curve

Determinants of demand
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Determinants 
of demand

3) The Price of related goods :
Demand for a given commodity can be influenced by the price of related 
goods. These related goods can be classified as :
Substitute goods:
Substitute goods are those which can be used in place of each other for the 
satisfaction of some want e.g. tea and coffee, coke and limen Soda etc. There is 
a direct relationship between the price of substitute goods and given 
commodity, other things remain constant and vice versa. It implies as the price 
of substitute goods increases, the Qd for given commodity starts increasing.
For example, If the price of coke increases, it will result in more Qd for Limca 
as the Limca will become cheaper as compared to coke. Thus the price of 
substitute goods directly affects the Qd for the given commodity.
Complementary goods:
complementary goods are those which are used together to satisfy a specific 
need such as cars and petrol, shoes and polish, pencils and erasers etc. there is 
a negative relationship between prices of complementary goods and Qd of the 
given commodity. It implies that as the price of complementary goods rises, the 
Qd for given commodity starts declining, other things being constant and vice 
versa.
For example, as the price of shoes starts increasing, the Qd for polish starts 
decreasing as it will become expensive when used together. So, the demand 
for a given commodity is inversely affected by the price of complementary 
goods.
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4) Tastes and preferences:
Tastes and preferences have a great impact on the demand for the given 
commodity. These are highly influenced by the change in trends, fashion, 
lifestyle, sex, age, religious values, standard living, customs and common 
habits. Any change in these factors results in a change in tastes and 
preferences of consumers. Consumers switch over to new products in 
place of old ones for their consumption.
Also, the sex ratio, habits and age influences the demand for the product 
in a particular area. For example, if the number of females is more as 
compared to males in a specific area, the demand for feminine products 
will be more in that area such as makeup kits and cosmetics material.

5) Expectations of consumers:
If the price of the product is expected to rise in future, the consumers 
demand more to store it in the short run. For example, if it is expected 
that the prices of petrol and diesel will increase by next week, the 
demand for petrol and diesel would increase in present.
Similarly, if there is an expectation that the prices of products will fall in 
future, the consumers would delay the purchases of that product. Thus, 
price expectations also make a significant impact on the demand of 
buyers.
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6) Growth of population:
The size of the population determines aggregate demand in the country. 
More the growth of population more will be the demand and vice versa. 
Thus, the growth of population is directly related to demand of the 
commodities. For example, if the population in an economy is more, there 
will be more demand for food grains, pulses and other consumer goods.
7) Distribution of National Income:
The market demand is highly influenced by the distribution of national 
income. The even distribution of national income creates a market demand 
for necessities goods and on the other hand, uneven distribution of 
national income creates a demand for luxury goods.
8) Credit availability:
The easy access to credit affects the demand for the given commodity at a 
large extent. It boosts up the demand in the economy as the consumers 
with a low level of income can afford expensive products such as consumer 
durables in instalments.
It increases the customer base for the business. Thus, most firms use this 
method to increase demand and sales of its products such as washing 
machines, refrigerators, LED Television and luxury cars etc.
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9) Taxation and subsidies:
These refer to one of the major factors to affect the demand for 
commodities. Govt policy influences the demand through tax rates and 
subsidies in the market. For example, if the tax rate on a specific product is 
high, it will increase the price of the product. This would result in fall in the 
demand for that particular product and vice versa.
Similarly, the subsidies lower the price of the product and lead to more 
demand for the product in the market. Thus, low tax rates and more 
subsidies boost up the demand in the market and vice versa.
10) Climatic conditions:
The demand for some products varies with the climatic conditions of a 
specific area. For example, tea and coffee are more demanded in winter 
season whereas ice cream is more demanded in the summer season. 
Similarly, there are some specific products such as umbrella which are highly 
demanded in hilly areas as compared to plains. Thus, consumers demand 
different products under different climatic conditions.
Apart from the factors discussed above, there may be more determinants 
affecting the demand of a particular commodity. To be precise, some factors 
are important for one commodity and others could be for other 
commodities. Therefore, the importance of different factors varies with the 
buyers.



Prof. Heena Gandhi

Law of 
Demand



Prof. Heena Gandhi

Assumptions



Prof. Heena Gandhi

Explanation of 
law of demand



Prof. Heena Gandhi

Why demand 
curve slopes 
downward? 



Prof. Heena Gandhi

Reason # 1



Prof. Heena Gandhi

Reason # 2



Prof. Heena Gandhi

Reason # 3



Prof. Heena Gandhi

Reason # 4 



Prof. Heena Gandhi

Exceptions



Prof. Heena Gandhi

Exceptions



Prof. Heena Gandhi

Exceptions



Prof. Heena Gandhi

Exceptions



Prof. Heena Gandhi

Exception



Prof. Heena Gandhi

Expansion/
Contraction 

and Increase/
Decrease



Prof. Heena Gandhi

Expansion/
Contraction 

and Increase/
Decrease



Prof. Heena Gandhi

Expansion/
Contraction 

and Increase/
Decrease



Prof. Heena Gandhi

Elasticity of 
demand



Prof. Heena Gandhi

Price Elasticity 
of demand



Prof. Heena Gandhi

Price Elasticity 
of demand



Prof. Heena Gandhi



Prof. Heena Gandhi

Price elasticity



Prof. Heena Gandhi

Price elasticity



Prof. Heena Gandhi

Perfectly 
Elastic Price 

elasticity



Prof. Heena Gandhi

Perfectly 
inelastic Price 

elasticity



Prof. Heena Gandhi

Relatively 
Elastic Price 

elasticity



Prof. Heena Gandhi

Relatively 
Inelasitc Price 

elasticity



Prof. Heena Gandhi

Unitary Price 
elasticity



Prof. Heena Gandhi

Types of Price 
Elasticity



Prof. Heena Gandhi

Significance of 
Price Elasticity

1. Useful for Business:
It enables the business in general and the monopolists in particular to fix the 
price.
Studying the nature of demand the monopolist fixes higher prices for those 
goods which have inelastic demand and lower prices for goods which have 
elastic demand. In this way, this helps him to maximize his profit.

2. Fixation of Prices:
It is very useful to fix the price of jointly supplied goods. In the case of joint 
products like paddy and straw, the cost of production of each is not known. The 
price of each is then fixed by its elastic and inelastic demand.

3. Helpful to Finance Minister:
It helps the Finance Minister to levy tax on goods. After levying taxes more and 
more on goods which have inelastic demand, the Government collects more 
revenue from the people without causing inconvenience to the people. 
Moreover, it is also useful for the planning.

4. Fixation of Wages:
It guides the producers to fix wages for labourers. They fix high or low wages 
according to the elastic or inelastic demand for the labour.
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5. In the Sphere of International Trade:
It is of greater significance in the sphere of international trade. It helps to 
calculate the terms of trade and the consequent gain from foreign trade. If the 
demand for home product is inelastic, the terms of trade will be profitable to 
the home country.

6. Paradox of Poverty:
It explains the paradox of poverty in the midst of plenty. A bumper crop 
instead of bringing prosperity may result in disaster, if the demand for it is 
inelastic. This is specially so, if the products are perishable and not storable.

7. Effect on Employment:
The effect of machines on employment opportunities depends on elasticity of 
demand for the goods produced by such machines. In the initial stage, use of 
such machines cause unemployment and prices will also fall. But when demand 
for such commodities is more elastic, then fall in prices will generate more 
increase in its demand.
As a result, demand will stimulate greater production and hence more 
employment. If demand for commodities produced by these machines is 
inelastic, then even fall in price will not increase demand as well as 
employment.
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8. Significant for Government Economic Policies:
The knowledge of elasticity of demand is very important for the government in 
such matters as controlling of business cycles, removing inflationary and 
deflationary gaps in the economy. Similarly, for price stabilization and the 
purchase and sale of stocks, information about elasticity of demand is most 
useful.
9. Incidence of Taxation:
Incidence of tax lies on the person who ultimately pays the tax. The incidence is 
on the buyer, if demand is perfectly inelastic. He will go on buying as much as 
before despite the price rise. Thus, the government has to keep the watch on the 
ultimate burden of the tax, which depends on the elasticity of demand of the 
commodity taxed. If necessaries, which have less elastic demand are taxed the 
burden will fall more on the poor sections of society. Therefore, principle of 
justice in taxation is based on elasticity of demand.
10. Changes in Rate of Exchange:
Rate of exchange between two currencies can be changed through devaluation or 
overvaluation of one currency in relation to other currencies. A country while 
deciding for such a course of action will take into consideration the elasticity of 
demand for its exports and imports. If the government devalues the currency 
without considering the elasticity of demand for its exports and imports it may 
not be able to correct unfavorable balance of payments. Under these 
circumstances the demand both for its exports and imports turns out to be 
inelastic.
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Price Elasticity

11. Joint Products:
The concept of elasticity of demand plays an important role in determining the 
price of joint products. In case of joint products like skin and meat of goat, 
separate costs are not known. The producer will be guided mostly by demand 
and its nature while fixing his price. For instance, when goat is bought, it is not 
kept in mind the separate costs of skin and meat.
When the seller sells the skin and meat, the seller keeps in mind the elasticity of 
demand of skin and meat. If elasticity of demand for meat is less elastic, in that 
case the price of meat will be higher. On the other hand if elasticity of demand 
for skin is more elastic, in that case the price of the skin will be low and vice 
versa.

12. International Trade:
The concept of elasticity of demand also plays a significant role in the 
international trade or the terms of trade. It is the nature of demand which is 
helpful in determining the amount of gain being enjoyed by different countries. 
The terms of trade would be favourable in case of those countries, whose exports 
are of the nature of more elastic demand. On the other hand, the terms of trade 
would be un-favourable if the exports of a country are of the nature of less 
elastic demand.
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Price Elasticity

13. Market forms:
The concept of elasticity of demand is also useful is knowing the different 
market forms. If cross elasticity of demand is infinite, in that case there is 
perfect competition in the market. If cross elasticity is zero (or Ec = 0) it is a case 
of absolute or pure monopoly. If cross elasticity of demand is less than one (or 
Ec < 1), in that case there is relative monopoly. And if cross elasticity of demand 
is greater than one (or Ec >1), in that case, there is monopolistic competition or 
imperfect competition.

14. Determination of Price of Public Utilities:
This concept is significant in the determination of the prices of public utility 
services. Economic welfare of the society largely depends upon the cheap 
availability of the essential products like water, electricity, cooking gas, 
transportation etc. For such commodities, demand is inelastic and these should 
be controlled by the government.
The government will distribute these products at fair price. Therefore. 
Government helps to fix the prices of necessities of life. Thus, elasticity of 
demand is a very important tool of analysis and it plays an important role in 
economic analysis.
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Determinants 
of supply

1. Price of the Commodity There is a direct relationship between price of a 

commodity and its quantity supplied. When price increases, supply also 

increases because it motivate the firm to supply more in order to get more 

profit. When price decreases, smaller quantity will be supplied as profit 

decreases.

2. Price of Related Goods Producers always have the tendency of shifting from 

the production of one commodity to another commodity. If the prices of 

another commodity increases, especially substitute goods, producers will find 

it more profitable to produce that commodity by reducing the production of the 

existing commodity. For Example: Suppose the seller of tea notice that the 

price of coffee increases . They may reduce the amount of resources devoted 

to the selling of tea in favour of coffee.

3. Number of Firms Market supply of a commodity depends upon number of 

firms in the market. Increase in the number of firms implies increase in the 

market supply, and decrease in the number of firms implies decrease in the 

market supply of a commodity.
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4. Goal of the Firm If goal of the firm is to maximise profits, more quantity of the 

commodity will be offered at a higher price. On the other hand, if goal of the firm 

is to maximise sale more will be supplied even at the same price.

5. Price of the Factor of Production Supply of a commodity is also affected by 

the price of factors used for the production of the commodity. If the factor price 

decreases, cost of production also reduces. Accordingly, more of the commodity 

is supplied at its existing price. Conversely, if the factor price increases cost of 

production also increases. In such a situation less of the commodity is supplied 

at its existing price.

6. Change in Technology Change in technology also affects supply of the 

commodity. Improvement in the technique of production reduce cost of 

production. Consequently, more of the commodity is supplied at its existing 

price.

7. Expected Future Price If the producer expects price of the commodity to rise 

in the near future, current supply of the commodity will reduce. If, on the other 

hand, fall in the price is expected, current supply will increase.

8. Government Policy ‘Taxation and Subsidy’ policy of the government affects 

market supply of the commodity. Increase in taxation tends to reduce supply. On 

the other hand, subsidies tend to increase supply of the commodity.
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Revenue

• revenue is the income that a business has from its normal business 
activities, usually from the sale of goods and services to 
customers. Revenue is also referred to as sales or turnover.

• TR=Q*P suppose if company has sold 250 units of shirts for price of 
rs. 100 per shirt then TR= 250*100=25000 Rs.

• AR= TR/Q = 25000/250=100 Rs.

• P=TR/Q = 25000/250=100Rs. 

• If sales increase, TR will also increase



Perfect competition and monopoly

Perfect competition

• Large no. of buyers and sellers

• Homogeneous product

• In perfect competition price is 
determined by industry by 
intersection of market demand 
and market supply. Firm has to 
sell their product by that price.

• In perfect competition, 
AR=MR=P. 

monopoly

• Only one seller and large no. of 
buyers

• Monopoly firm has control over 
price

• Unique or different product







Interrelation between AR, MR and TR under perfect competition





Perfect Competition



Interrelation between AR, MR and TR under 
perfect competition market
• In Perfect competition price is determined by industry and not the firm, 

firms are price taker and will sell the product at a price determined by 
industry.

• So any quantity of output to be sold in market, the price will be same 
which is fixed by industry.

• TR= p*q so if we take average of the revenue it will be AR=TR/q and answer 
it would give will again be price itself so we can say that in perfect 
competition P=AR.

• Marginal revenue means change in TR due to change in one extra unit of 
quantity will also be equal to AR. So in perfect competition P=AR=MR

• TR is increasing on every quantity to be sold in the market so it will give 
upward sloping Total revenue curve.



• Interrelationship between AR, MR and TR under imperfect competition

• TR curve at the beginning phase rises at a diminishing rate with the increase in output, at one level of 
output it will be stagnant which is a highest point of TR where MR will be 0

• AR Curve falls with the rise in output but can never be 0 as AR=P and price can never be zero

• MR curve falls more than AR curve and become 0 when TR is highest. After this point MR will be negative



Difference in revenue analysis between 
perfect and imperfect competition



Solved Questions on Revenue
• Q1. What is Total Revenue and how is it calculated?

• Answer: Total Revenue is the total amount received from the sale of the output. Hence, the total 
revenue depends on the number of units sold and the price per unit of output. The formula to 
calculate total revenue is:

• TR = Q x P … where TR – Total Revenue, Q – Quantity of sale (units sold), and P – Price per unit of 
output.

• Q2. What is Average Revenue and how is it calculated?

• Answer: Average Revenue is the revenue per unit of output sold. Therefore, the average revenue 
is the total revenue divided by the total number of units sold. The formula to calculate average 
revenue is:

• AR=TRQAR=TRQ… where AR – Average Revenue, TR – Total Revenue, and Q – Total units sold.

• Q3. What is Marginal Revenue and how is it calculated?

• Answer: Marginal Revenue is the amount of money received from the sale of an additional unit. 
The formula to calculate marginal revenue is:

• MR = TRn – TRn-1

• Or

• MR=ΔTRΔQMR=ΔTRΔQ

• Where MR – Marginal Revenue, ΔTR – Change in the Total revenue, ΔQ – Change in the units 
sold, TRn – Total Revenue of n units, and TRn-1 – Total Revenue of n-1 units.



COST

Cost= f(Q,T,P)

Where 

F = Function

Q= output

T= Technology

P= Price of Input





• Cost classification can be done in various ways depending on its nature and a 
specific purpose. 

• These classifications of costs make the cost information meaningful. It is of 
utmost importance to the management of a manufacturing concern. It is the 
first step towards their decision-making process relating to costs and costing.

• Cost is a very vague term and barely has any meaning until it is classified into 
logical groups. 

• For example, if we know total expenses are $500 Million against $550 Million 
in revenue. What insight can we derive? Nothing. 

• Now if we add one more information say $350 Million is a direct material cost 
and $100 Million is direct labor and other overheads. Now, the management 
can focus on direct material cost because that forms the major part of the total 
cost as far as cost control initiatives are concerned.
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Explicit vs. Implicit cost







Short run AC and MC curve



Relationship between AC, MC and TC in short run

• Only one factor is variable, rest of the factors are fixed.

• Plant curve

• Duration is less than one or two year

• Relationship of AC, MC and TC

- TFC is parallel to X axis because TFC remains constant at all level of output. 

- TVC begin from origin, increase at decreasing rate initially and at one point it will 
increase at increasing rate. It is because of law of diminishing marginal return. Initially 
the productivity increases because of division of labour and utilization of resources and 
later on it decreases because of extra division of labour and overutilization of resources

- When AC falls with an increase in the output, MC is lower than AC.

- At level of optimum output, AC is minimum and AC=MC

- When AC rises with increase in an output, MC is higher than AC i.e. MC curve lies above 
the AC curve



Cost Analysis in long run

• All factors are variable in long run.
• Long run costs are called as planning costs or ex-ante costs. 
• Long run cost curve known as Planning curve.
• Duration is more than at least 1-2 years
• Long run consists of all possible short run situations among which the 

entrepreneur choose.
• In the short run the plant size is fixed, in long run firm can move from one 

plant to another. Firm can go to larger plant if it has to increase its output. 
Firm can change its management style etc. 

• TC will be lower in the long run with increase in output because of 
divisibility of work and specialization of work.

• Envelope curve: it supports the family of SAC curve from below 
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Market

• A market is an arrangement between buyers and sellers to 
exchange goods or services for money. Markets are the 
fundamental means by which scarce resources are allocated a 
price, and are essential to the operation of the price 
mechanism.

• The number of suppliers in a market defines the 
market structure. Economists identify four types of market 
structures: (1) perfect competition, (2) pure monopoly, (3) 
monopolistic competition, and (4) oligopoly.

https://www.economicsonline.co.uk/Competitive_markets/Rationing_and_incentives.html


What is perfect market condition?



Perfect competition is defined as a market situation where there are a large 
number of sellers of a homogeneous product. An individual firm supplies a 
very small portion of the total output and is not powerful enough to exert 
an influence on the market price.

A single buyer, is not in a position to influence the market price. Market 
price in a perfectly competitive market is determined by the interaction of 
the forces of market demand and market supply. Market demand means 
the sum of the quantity demanded by individual buyers at different prices.

Similarly, market supply is the sum of quantity supplied by the individual 
firms in the industry. Each seller and buyer takes the price as determined.
Therefore, in a perfectly competitive market, the main problem for a profit-
maximizing firm is not to determine the price of its product but to adjust 
its output to the market price so that profit is maximized.



Features or characteristic of Perfect 
competition
• A perfect market has the following conditions:

• 1. Free and Perfect Competition:

• In a perfect market, there are no checks either on the buyers or 
sellers. They are free to buy or to sell to any person. It means there 
are no monopolies.

• 2. Cheap and Efficient Transport and Communication:

• Uniform price for the commodity would not be possible if the 
changes in the prices are not quickly adjusted or the commodity 
cannot be quickly transported. Thus cheap and efficient means of 
transport and communication are must.



Contd….features of perfect competition

• 3. Large number of firms:

• In this market, a product is produced and sold by large number of firms. Since there are 
large number of firms, therefore each firm is supplying only a small part of the total supply 
in the market, thus no one firm has any market power. It implies that no firm can influence 
the price of the product rather each must accept the price set by the forces of market 
demand and supply. The firms are price-takers instead of price-makers.

4. Large number of buyers:

• In a perfectly competitive market, there are large numbers of buyers each demanding a 
small part of the total market supply of the product. As a result, no single buyer is in a 
position to influence the market price determined by the forces of market demand and 
supply.

5. Homogeneous Product:

• In a perfectly competitive market, all the firms produce and supply the identical products. 
It means that the products of all the firms are perfect substitutes of each other. As a result 
of this, the price elasticity of demand for a firm’s product is infinite.



Contd….features of perfect competition

• 6. Free entry and exit of firm:
• In a perfectly competitive market, there are no restrictions on the entry 

of new firms into market or on the exit of existing firms from the 
market.

• 8. Perfect knowledge:
• In a perfectly competitive market, the firms and the buyers possess 

perfect information about the market. It implies that no buyer or firm is 
ignorant about the price prevailing in the market.

• 9. Perfect mobility of factors of production:
• In a perfectly competitive market, the factors of production are 

completely mobile leading to factor-price equalization throughout the 
market.



Price is determined at industry level in perfect 
competition







Perfect Competition



Price and output determination under perfect 
market condition

Short run

• In the short run:

• Firm can earn normal profit

• Firm can earn super normal 
profit

• Firm can incur losses

Long run

• In the long run:

• Firm will earn normal profit



RULES TO REMEMBER(for perfect market condition)

1. TR curve in perfect competition will always be a straight line from left to right upward

2. Price of the product of perfect competition firm is determined by industry. And firm will be 
price taker and will sell their product at the price determined by industry

3. And that is why price of the product for all the firm will be same.

4. And that is why price curve or demand curve for perfect competition firm is straight line

5. As price is fixed, AR and MR will also remain same.  So in perfect competition P=AR=MR

6. In the short run Perfect competition firm can either make normal, super normal profit or can 
make losses

7. In the long run perfect competition firm can make only normal profit

8. Equilbrium of the firm where MC curve intersects MR curve from below(at this equilibrium 
point Q or output is determined.

9. To find out wether firm is making normal profit, supernormal profit or losses, first find out 
equilibrium point where MR=MC, then from that point draw one line to reach to AC and AR(in 
the case of perfect competition AR will be there where MR is there because it is always 
P=AR=MR)

10.Now after that if AR=AC it is normal profit, if AR>AC it is supernormal profit, if AR<AC it is a 
case of loss





What is monopoly



Features or characteristic of Monopoly



Features of Monopoly
• 1. One Seller and Large Number of Buyers:

• The monopolist’s firm is the only firm; it is an industry. But the number of buyers is 
assumed to be large.

• 2. No Close Substitutes:

• There shall not be any close substitutes for the product sold by the monopolist. The cross 
elasticity of demand between the product of the monopolist and others must be negligible 
or zero.

• 3. Difficulty of Entry of New Firms:

• There are either natural or artificial restrictions on the entry of firms into the industry, 
even when the firm is making abnormal profits.

• 4. Monopoly is also an Industry:

• Under monopoly there is only one firm which constitutes the industry. Difference between 
firm and industry comes to an end.

• 5. Price Maker:

• Under monopoly, monopolist has full control over the supply of the commodity. But due to 
large number of buyers, demand of any one buyer constitutes an infinitely small part of 
the total demand. Therefore, buyers have to pay the price fixed by the monopolist.



Types of Monopoly
• Private monopoly:

The monopoly firm owned and operate by private individuals is called the 
private monopoly. Their main motive is to make profit.

• Public monopoly:
The monopoly firm owned and operated by public or state government is 
called public monopoly. It is also known as social monopoly. The entire 
operation is controlled either by central or state government. Their main 
motive is to provide welfare to the public.

• Absolute monopoly:
It is a type of monopoly, where a single seller controls the entire supply of 
market without facing competition. It is also known as pure monopoly. His 
product does not have even any remote substitute also.

• Imperfect monopoly:
It is a type of monopoly in which a single seller controls the entire supply of 
the market which does not have a close substitute. But there might be 
remote substitute for the product available in the market.



Contd..types of monopoly

• Simple or single monopoly:
It is a type of monopoly in which a single seller controls the entire market, by 
selling the commodity at a single price for all the consumer. There is no price 
discrimination in the market.

• Discriminative monopoly:
When a monopoly firm changes different prices for the same goods or services 
to different consumers it is known as discriminative monopoly.

• Legal monopoly:

When a firms enjoys rights like trade mark, copy right, patent right, etc. then             
it is known as legal monopoly. Such monopoly rights are approved by the 
government.



Contd..types of monopoly

• Natural monopoly:

When a firms enjoys monopoly right due to natural factors like location 
reputation earned etc, it is called as natural monopoly. Natural talent, skill of 
the producer also makes him to enjoy this right.

• Technological monopoly:

When a firm enjoys monopoly power due to technical superiority over other 
products in the market, then it is called as technological monopoly. For 
example products produced by L & T, Godrej etc. are technological monopoly.





Discriminating monopoly or price 
discrimination
• “Price discrimination is charging different prices for the same product 

or same price for the differentiated product.”

• “Discriminatory monopoly means charging different rates from 
different customers for the same good or service.”



Forms of price discrimination



Degrees of price discrimination





RULES TO REMEMBER(for monopoly market condition)

1. At initial stage, TR increases then remains constant after certain output  and decreases at increasing 
after that

2. AR curve of Monoply is nothing but it’s a demand curve or price curve of a firm (TR=p*Q) and AR=  TR/Q)

3. That is why P=AR in monopoly

4. AR and MR curve is downward sloping curve in monopoly

5. MR < AR so MR curve always starts from left of AR curve

6. AR can never be zero (as AR = Price and price can never be zero)

7. MR can be zero and negative also. 

8. TR is maximum when MR is zero

9. In the short run firm can make Supernormal, normal profit or loss

10.In the long run monopoly firm will always incure super normal profit.

11.Equilbrium of the firm where MC curve intersects MR curve from below(at this 
equilibrium point Q or output is determined.

12.To find out wether firm is making normal profit, supernormal profit or losses, first 
find out equilibrium point where MR=MC, then from that point draw one line to reach 
to AC and AR

13.Now after that if AR=AC it is normal profit, if AR>AC it is supernormal profit, if 
AR<AC it is a case of loss



Price and output determination under 
monopoly 



MONOPOLISTIC MARKET CONDITION

• MONOPOLISTIC MARKET CONDITION

• Monopolistic competition is a type of imperfect 
competition such that there are many producers competing 
against each other, but selling products that 
are differentiated from one another (e.g. by branding or quality) 
and hence are not perfect substitutes. In monopolistic 
competition, a firm takes the prices charged by its rivals as 
given and ignores the impact of its own prices on the prices of 
other firms.

https://en.wikipedia.org/wiki/Imperfect_competition
https://en.wikipedia.org/wiki/Differentiation_(economics)
https://en.wikipedia.org/wiki/Substitute_good


Monopolistic market 



Examples of Monopolistic competition



Difference between perfect competition and 
monopoly



Product differentiation



Pricing under monopolistic market short run 



Price and output determination under 
monopolistic in long run



OLIGOPOLY

• Oligopoly is a market structure with a small number of firms, 
none of which can keep the others from having significant 
influence. The concentration ratio measures the market share of 
the largest firms. A monopoly is one firm, a duopoly is two firms 
and an oligopoly is two or more firms.

• Sellers/producer in oligopoly deal with either differentiated or 
homogeneous product.









Features of oligopoly





Kinked demand curve in oligopoly





Examples



Kinked demand curve of oligopoly

What is the kinked demand curve model of oligopoly?
The kinked demand curve model assumes that a business might face a dual demand curve for its 
product based on the likely reactions of other firms to a change in its price or another variable





Pattern behaviour of oligopoly market

• Price leadership

• Price wars

• Price cuts to weed out competition

• Collusion

• Secret price concession

• Non price competition



Duopoly

•a situation in which two suppliers dominate 
the market for a commodity or service.



Examples of duopoly





Features of duopoly

• Two sellers

• Each seller is fully aware of his rival's motive and actions.

• Both sellers may collude (they agree on all matters regarding the 
sale of the commodity).

• They may enter into cut-throat competition.

• There is no product differentiation.

• They fix the price for their product with a view to maximising their 
profit.


