PPC

Good Y

. Attainable & Non-attainable combinations of goods

Presently unattainable
combination g

Attainable and efficient
combination

.
Attainable but inefficient
combination

Good Y

Shifting of PPC
a. Rightward Shift - When there is growth in resources

-

Pif=eei ™
["=-..  Rightward shifting
A .. of PP curve

Good Y

3.

GoodX P, P

Rotation of PPC
a. Rotation on X axis (efficient production of GOOD X)
b. Rotation on Y axis (efficient production of GOOD Y)
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4. Central problems
a. What to produce
Y

15“5
.2¢c

Wheat
—win 9

e e P o

MEotwtboa Fod Cormerainlily
inrn Flam YWomwim

3 Tl il sur ol

F

O 1 2345
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b. How to produce

c. For whom to produce

X

[

+———————— PPC (indicates higher level

of potential output) when
savings and investrment are
high because distribution of
income is in favour of the rich

PPC (indicates lower level of
potential output) when savings
and investment are low because
distribution of income is in
favour of the poor

X

Wheat ©




5. MOC (loss of output in Y/ Gain of output
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MOC = 22
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Consumers Equilibrium:
1. Relation between Total Utility and Marginal Utility

YA TU Maximum
Observations: 8
a) Aslong as MU is positive, TU increases :
b) When MU is zero, TU is maximum and constant - : TUy
c) When MU is negative, TU starts diminishing g :
d) MU is the slope of TU = ]
e) TU=3MU :
MUn = TUn - TUn-1 ,
Or I MU=0Q
MU = Change in TU / Change in Quantity No. of units \-u MU
_ . MUy
2. Consumers Equilibrium : One commodity Case
y
14
Point of
> Consumer’s
g 12 Px uilibrium
% i EK/EhTa
w 10
H
.g 5 / MUy
6
> X Py Py
0 1 2 3 4 5 ’
Units of Commodity (X) \ { MUx MUy —.MUm}
Py Py
3. Consumer Equilibrium: Two commodity case [
E
MU,
MU, MUy
O (8]




Price Elasticity Of Demand:

Y
A Perfectly Elastic Demand ): Perfectly Inelastic Demand Unitary Elastic Demand
(Ey=wx) (Eq=0) Y (Eg=1)
d BD A D
P,t-==meeeaae
& ! T P
& 1;' P €
8 P ' ' DD - l E P1
e =) " " o £
a ; ' Pof--=-==--1 a
! ' 2
«——» -
H ' R (o] Q > X
o Q, Q aq ’ Quantity demanded o 1
Quantity demanded (in units) Quantity demanded (in units)
(in units)
Slope of Demand
Highly Elastic Demand - . E:EZ“: .P)emand AP= CD= _5Curve and Elasticity
(Eq>1) . D aofA B A uf ot of Demand
D 1 30‘;025)
P
~ P = C
% l *é 30|
L] SRR TEREER 3 "
: 8 Pl Mool 8 E
g : D & 1 0 €25 é _; {rise in quantity from
: : 20 to30}
' ! 204~ NN
— i 2 AQ=DE=10
H " i i 10
k. , a, " Oo tity de S d (i 01‘15 B
i 3 uanti mande n
Quantity demanded (in units) (in units) ) 0 20 " %0

Quantity

i Relationship between Price Elasticity of
Y Demand and Total Expenditure
R A\Ed> 1
N B
g
a Ey=1
M s
—'/E <1
P =%
0 X
Total Expenditure




Product Function

1. TP, AP and MP relationship

VA _‘I_J-atura'mr. point
[+ 9
= Podrt o
- Inflation
e Slage | Stage
g'* I 1]
o i
=
\"-." R“‘h
. \
. Y g AP
Q : —p
Quantity Labour :
nlht? L '-1‘ MF .

Concept of cost

1. Fixed costs g 3 ve 3

TFC .
2. Variable costs —
> 6] Output
Cutpu
3. Average Fixed Cost ,,ﬂwa?","::' - Figure-4: TVC Curve Figure-6: AFC Curve

4. AC curve as a vertical summation of AVC and AFC

AFC is a rectangular hyperbola
*Vertical Summation is a way of adding values of different cost curves vertically at each

level of output

=

AVRAGE COSTS




5. Relationship between AC and MC

9 ¥  Relation between AC and MC
\ MC AC
]
Sp e E
F
o Q Q
Output

+ When AC is falling, MC < AC.
+ When AC is rising, MC > AC.
+ When AC is constant (as at point E), MC = AC.

+ MCis always to the left of AC, and cuts AC from its

lowest point.

Concept of Revenue
1. Relationship between AR and MR when
Price is constant
- If AR is constant, AR=MR
- If AR is diminishing , AR>MR
- MR can be negative but not AR

2. Relationship between TR and MR when
Price is constant

- TR=XZMR

- If MRis increasing, TR increases
at increasing rate

- If MR is diminishing, TR
decreases at decreasing rate

- If MR is constant, TR increases at
constant rate

o5

Relationship between AR and MR

)
O

N
(@]
1
T

o

AR and MR (in Rs.)
N
o
Il
T

(when Price remalns constant)
Y

Price=AR=MR

o
-4
N A
w4
4
U 4

Units Sold

=)

TR and MR (in Rs.)

Relationship between TR and MR

Y

50

40

30

20

(when price remains constant)

TR

Price=AR=MR

Units Sold




3. TR, AR and MR when price is not constant

TR max TR |5 &n inveried
U-shaped curve.
AR is downward
slaping

MR Is also
downward sloping.
It lies below AR,
cuts X-axis when
TR is maximum,
Fured thaiiny DECOMES
negalive.

4. Firms revenue curve under perfect competition

Firm's Revenue
y Curve under perfect

competition-
5 D
P=AR=MR
Cha
o 3
=]
[
g 2.
(V]
(2 1]
o X
2 3.
Output (unit)

5. Firms revenue curve or Demand curve under perfect competition - Degree of Elasticity of
demand

Firm's Revenue Curve/Demand
y Curve under of Elasticity of
Demand

Dp

Firm's demand curve under perfect
of

Revenue (%)
)

Output (unit)



Perfect Competition

1. Firm’s Demand Curve under perfect Competition

YJ\
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Market Equilibrium
Demand | Demand | Output Price
Curve
Prce o
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a) Ilncrease Risks & Rise Rise
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b) Decrease
Leftwards Fall Fall

in Demand




a) Increase

Rightwards

-

b)Decrease
s

a) Increase in

Increase in Supply

b) Increase in
Demand >
Increase in Supply




o)) Decrease in
Demand >
Decrease in Supply

f) Decrease in
Demand <
Dacrease in Supply

©) Decrease in
Demand >
Decrease in Supply

f) Dacraase in
Demand <
Decraase in Supply




o)) Decrease in

Demand = Falls Falls
Decrease in Supply
f) Decrease in
Demand < Inereases Falls
Decraase in Supply

Price Ceiling

Surplus from Price Floor

Price

Quantity
Price Floor
¥
Price
M5
. \ﬂ b
P Flosor Price
E Equilibrium Price = CHP”
P Equilibriwm Qe = 00}
Floor Price = 0P
Exoess Supply = ah =" ()"
™ WD
a *h Q

0 Cuanlily %

Ouigmi

(LR N

[
Price
Rs} b
D,
(i \ 5
P
=
% ..:..-" oy
" [P
o [hagssi
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Theory of Demand
a) Individual Demand curve

\'
' 3
D
5
Individual Demand
4 Curve
3 3 ’
&
2
D
l r
» X

Demand



b) Market demand curve

4 A's Demand Curve

4 B's Demand Curve Market Demand Curve

S

[*%]
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w

Price (Rs)
3]

Price (Rs)
(X]

Price (Rs)
X

—
=
-

oF 1 2 3 a o 1 2 3 4 0 1 2 3 4
Quantity (Units) Quantity (Units) Quantity (Units)

c) Law of demand curve
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d) Change in quantity demanded and Change in demand




e) Demand for a commodity in relation to increase in price of substitute goods: (decrease is
the other way round)

Yo
.
5\
E P ‘\‘ K T
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= N, —>
) h
=) “\
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1= ~
A Yo D,
DI
»>X
- Q Q,

Demand for Milk (ii) (a)

f) Demand for a commodity in relation to increase of price of complementary goods:
(decrease is the other way round)

Effect on Demand Curve due to ee
Increase in Price of Complementary Goods
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A
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@
&
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o Q Q

Demand of Bread (in Units)




Theory Of Supply
Change in Quantity Supplied and Change in Supply

e Changes in Quantity Supplied: Due to changes in the
price of the commaodity, its quantity supplied changes.
Extension and Contraction of Supply:

o Extension: When the quantity supplied of a
commodity increases due to a rise in its own
price, it is called an extension of supply.

o Contraction: When the quantity supplied of a
commodity decreases due to a fall in its own
price, it is called a contraction of supply.

e Changes in Supply: When the quantity supplied
changes due to factors other than its own price.
Increase and Decrease in Supply:

o Increase: When the supply of a commodity is
more while its price remains constant, it is known
as an increase in supply.

o Decrease: When the supply of a commodity is
less while its price remains constant, it is known
as a decrease in supply.

Y
4
i (a) Extension:a — b
Contraction : b —a
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o ! /l b
2
&P A 4
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> X
(0] Q Q
Quantity
Y
» (b) S, — Increase in Supply
S,— Decrf?ase in Supply
8
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S
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S
> X
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Quantity



