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UNIT 1

THEORY OF DEMAND AND UTILITY [

Syllabus: Demand utility and Indifference curves, Approach {
to analysis of Demand. Elasticity of Demand, Measures of
Demand elasticity., Fuactors of Production, Advertising i

Elasticity

B e ALy

Weightage: 2 Questions
26 Marks

]

Questlonl Define economics and describe basic concepts of .
S-09 6 Marks

LA ,
Answer: 5 {I'
1. Economics is defined as social science that analyzes production, I

distribution and consumption of goods and services: i

P -
—— T TR el

- Economics.

2. Economic goods definitely have monetary value associated with i
it. , 5
- 3. Various concepts related to Economics are as follows: §
A. Commodity: i Ty
’ . Commodity refers to an object which can be possessed by :
/ - aperson. "
. 2. Commodity has an exchange value. - B
: i ¢ 3. Thus Commodity is anything that satisfies human wanis

and hasexchmge value.
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Example: { SALT 1Even if the 1pnccm eed salt for our daily

use; hence demand for salt is penf ctly in
»

B. Perfectly Elasticr
1. If with slight increase ,pnee demand for the product
reduces to 0 (zero), demand is said to be perfectly qh@c.
2. If “e” is elasticity of demand, !lllﬂim' pﬂm

. demand e =e= . &
R

8. Dnagmmmaucally we can represent as, _ﬁ’ a1
Y

e b - ——— )
IS . T e s L v

Price Per Unit.

panti
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people may cut their current expendlture on fruits and bu, ‘
medicines in case of epidemics. *

L 2 2 2

Marginal Utility:

Questlonls' State and explain law of diminishing marginal
- uti ity.

S-03, W-03, W-09, S-07 7 Marks
Question1S: Write short note on principle of diminishing
“marginal utility. W-02 5 Marks

Answer:
1. Utility refers to capacity of a good to satisfy a want.

2. Asitrefers to mental state, it can’t be measured.
3. It may be compared with utility of another good or for
convenience may be measured in terms of money.
4. Total utility is amount of satisfaction derived from
consumption of a good.
D. Margmal utility is addition to total uuhty caused by an
increase of one unit of consumption. (or stock purchased).
6. For Example: If a child consumes 2 apples; his hunger is
- satisfied. But he does not stop and eats third apple too. Two
apples is the total utility and third one is marginal utility.

Law of Diminishing Marginal Utility:
L. Tt states that,” The additional benefit which a person derives

_ from a given (increase of his stock dumms@ with every
2, increase in stock that he already has)”
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repreneur co-ordinates and correlates factors of production.
e starts, organizes and supervises the work.

He takes care of paying rent to landlord, paying interest on

~ capital borrowed, wages to labour etc and residue left if any is

his. , :

If nothing is left after venture, venture is miscarried.

5. It is also possible that handsome profit is made by him. Thus he
takes final responsibility of business.

6. Orgamzmg and risk taking (or uncertainty bearing) are chief
functions of entrepreneur. ’

7. Entrepreneur also have to be innovator, it may mean the
introduction of a new production method or an’ lmprovcment in
old methods.

8. Innovation may also be new techmques in way of an
administrator, finance, marketing or human relations inside and
outside firm.

9. Thus entrepreneur has to bear highest risk and so also the profit.
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