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Dedicated to Great Economists

Adam Smith Alfred Marshall Lionel Robbins 

J.M. Keynes Paul Samuelson 



Schools Head of the 
School

Definition of 
Economics 

Book & Year of Publication

Classical Adam Smith Wealth 
Definition 

“An enquiry into the Nature & 
Causes of the Wealth of 
Nations” (1776)

Neo-Classical Alfred Marshall Welfare 
Definition 

“Principles of 
Economics”(1920)

Neo-Classical Lionel Robbins Scarcity 
Definition

“An Essay on the Nature & 
Significance of Economic 
Science”(1931)

Keynesian Lord J.M Keynes Controlled “The General Theory on 
Employment ,Interest And 
Money”(1936)

Modern Paul A. 
Samuelson

Growth 
Definition

Economics (1948)
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Schools of Economics



 Economics-An Art or Science

 Positive Economics & Normative Economics

Scope of Economics
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What to produce?

How to produce?

For whom to produce?

Where to produce?
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Central Problems of Economy



 Micro Analysis & Macro Analysis

 Equilibrium Analysis-

 1.  Static Equilibrium

 2. Dynamic Equilibrium

3.  Comparative Static Equilibrium

Approaches to Economic Analysis
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Economics

Micro 
Economics

Macro 
Economics
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Ramification of Economics
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Micro Economics V/s. Macro Economics



Types of Equilibrium
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Static , Dynamic & Comparative Static
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Economic Systems

1. Traditional Economy.

2. Market Economy.

3. Command Economy.

4. Mixed Economy.

5. Totalitarian Economy.



Features Market Economy Command Economy

Role of Government Laissez Faire policy Control by Government

Objective / Motives Profit maximization Welfare maximization

Resource Allocation Individual Consumers & 
producers

Through Central planning

Ownership of 
Resources

Privately owned State owned

Price Mechanism Free market forces Administrative pricing.

Competition Free competition among 
consumers & producers.

Absence of Competition.

Income distribution Bargaining strength of 
market players of consumers 
& producers.

Share to be distributed by 
State to various sectors of the 
economy.

Savings & Investments Determined by individuals & 
firms

Determined by State.

Sovereignty Producers & Consumers State
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Key Difference between Market Economic System 
& Command Economic System



 Deduction V/s. Induction Method

   Deductive Method descends from the general to the 
particular while the Inductive method mounts from 
particular to the general principles.

Methodology of Economics
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 What is Market?

 What are types of Market?

 Competitive V/s Non competitive Markets 

 What is meant by Market Price?

Markets & Prices
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 What is Demand?

    Desire + Willingness + Ability to purchase.

 What is Supply? 

   An amount of goods offered in a market at a given 
price.

   Expansion & Contraction in Demand & Supply Curves 
V/s. Increase & decrease in Demand & Supply  Curves

Chapter –II 
Demand & Supply
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What is Demand?

 In economics, demand is the 
quantity of a good that consumers 
are willing and able to purchase at 
various prices during a given 
period of time. The relationship 
between price and quantity 
demanded is known as the 
demand curve.

  In general sense of the term, 
‘demand’ means the desire, the 
need, the want or the requirement 
for a commodity. In an economic 
sense, demand refers to the desire 
for a commodity. This desire is a 
combination of the ability and 
willingness to pay for it.
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Expansion & Contraction in Demand

 The change in the quantity 
demanded can be due to various 
factors affecting the demand. 
However, when the quantity 
demand change is due to the 
price changes, it is called 
“Change in Quantity 
Demanded”.

 Further, a reduction in the 
quantity demanded due to 
increase in price leads to 
“Contraction” whereas an 
increase in quantity demanded 
due to a decrease in price is 
called “Expansion or Extension”. 
The changes happen along the 
demand curve itself.


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Increase & Decrease in Demand

 The shift in the demand 
curve or the change in the 
demanded can be due to 
any other factors affecting 
the demand, while the price 
is constant is called “Change 
in Demanded”.

 Reduction in demand due 
to change in variables other 
than price leads to 
“Decrease in Demand”, 
whereas, on the other hand, 
increase in demanded due 
to change in variables other 
than price is called 
“Increase in Demand”.
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What is Supply?

 Supply means the 
amount of goods & 
services offered by 
producers in a market at 
different price levels  at a 
certain period of time
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 The law of supply is the micro economic law that states 
that, all other factors being equal, as the price of a good 
or service increases, the quantity of goods or services 
that suppliers offer will  expand, and vice versa. 

 The law of supply says that as the price of an item goes 
up, suppliers will attempt to maximize their profits by 
increasing the quantity offered for sale.

Prepared By : Dr. Dhaval J. Pandya

Law of Supply
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Diagrammatical Explanation of Law of Supply
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Increase & Decrease in Supply



 The law of supply indicates the direction of change—if price 
goes up, supply will increase. But how much supply will rise in 
response to an increase in price cannot be known from the law 
of supply. To quantify such change, we require the concept of 
elasticity of supply that measures the extent of quantities 
supplied in response to a change in price.

 Elasticity of supply measures the degree of responsiveness of 
quantity supplied to a change in own price of the commodity. 
It is also defined as the percentage change in quantity supplied 
divided by percentage change in price.

 Symbolically it can be expressed as ,

                         ES = ∆Q/Q ÷ ∆P/P = ∆Q/∆P × P/Q
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Elasticity of Supply 



Shift in Supply Curve
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 Market mechanism is a tendency in a free market for 
price to change until the market clears i.e., until 
quantity supplied & the quantity demanded are equal.

 Different Cases of changes in Market equilibrium.

The Market Mechanism
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Market Mechanism 
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Shifts in Demand Curve
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Shift in Supply Curve 
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Price Mechanism
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❑Elasticity of Demand : 
A degree of responsiveness or sensitiveness in the    quantity 
demanded due to factors affecting demand is known as 
elasticity of demand. 

❑Elasticity of Supply:
A degree of responsiveness or sensitiveness in the    quantity 
supplied due to factors affecting supply is known as elasticity 
of supply.

Chapter –III
Elasticities  of Demand & Supply
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 Broadly there are four types of elasticity of demand.
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Types of Elasticity of Demand

1.Price Elasticity of Demand  (Ep)

2.Income Elasticity of Demand(Ey)

3.Cross Elasticity of Demand (Ec)

4.Advertisement Elasticity of Demand(Ea).



Price Elasticity of Demand:

    A Degree of sensitiveness or responsiveness of 
proportionate change in quantity demanded to the 
proportionate change in price level is known as price 
elasticity of demand.

Formula :

                    Ep = Proportionate change in Q/d.

                            Proportionate change in price
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Price Elasticity of Demand



Elasticity Degree

Perfectly elastic Ed = ∞ 

Perfectly inelastic Ed = 0 

Unitary elastic Ed = 1

Relatively elastic Ed>1

Relatively inelastic Ed< 1

Prepared By : Dr. Dhaval J. Pandya

Types of Elasticity 

https://www.economicsdiscussion.net/elasti
city-of-supply/elasticity-of-supply-meaning-
types-measurement-and-
determinants/17023



Price elasticity of demand is mainly classified in five 
types namely-

Price Elasticities of Demand

Type(s) Symbolic 
Expression

Description

Perfectly Elastic Demand Ep=∞ Infinity

Perfectly Inelastic Demand Ep=0 Zero

Unitary Elastic Demand Ep=1 One/Unit

Relatively Elastic Demand Ep›1 Greater than Unit

Relatively Inelastic Demand Ep‹1 Less then Unit
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Types of Elasticity of Demand
Unitary Elastic Demand (Ep =1)
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Types of Elasticity of Demand

Perfectly Elastic Demand                       Perfectly Inelastic Demand
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Types of Elasticity of Demand

Relatively Elastic Demand                               Relatively Inelastic demand
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Elasticity Co-efficient Change in Price Change in TR

Ep= 0 Increase Increase

Decrease Decrease

Ep < 1 Increase Increase

Decrease Decrease

Ep = 1 Increase No Change

Decrease No Change

Ep > 1 Increase Decrease 

Decrease Increase

Ep = ∞ Increase Decrease to Zero

Decrease Infinite Increase *
(*Subject to Size of Market)

Elasticity, Price Change & Change in TR
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  A Degree of sensitiveness or responsiveness of 
proportionate change in quantity demanded to the 
propotionate change in income is known as income 
elasticity of demand.

 Formula:

                 Ey=Proportionate Change in Q/d.

                       Propotionate Change in Income

Income Elasticity of Demand

Prepared By : Dr. Dhaval J. Pandya



 Broadly there are three types of income elasticity of 
demand.

Types of Income Elasticity of Demand

Type(s) Symbolic 
Expression

Description
Shape of Demand Curve

1.Positive Income Elasticity Ey = +ve Upward  sloping demand 
curve

a. Equal to Unit Ey=1 45.Upward sloping curve

b. Greater than Unit Ey>1 Flat

c. Less than Unit Ey<1 Steep

2.Negative Income Elasticity Ey=-ve Downward Sloping curve

3.Zero Income Elasticity Ey =0 Parallel to Y  axis
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Diagrammatical Representation



Consumer Goods Co-efficient of Income 

Elasticities

Effect on Sales

Essential Goods Ey < 1

(Less than Unity)

Less than proportionate 

change in Sale

Comforts Ey = 1

(Almost equal to Unity) 

Almost proportionate 

change in Sale

Luxurious Ey > 1

(Greater than Unity)

More than proportionate 

Increase in Sale

Income- Elasticities
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 A Degree of sensitiveness or responsiveness of 
proportionate change in quantity demanded of one 
product due to the proportionate change in price of a 
related product is known as  cross elasticity of 
demand.

 Formula:

           Ec=Proportionate Change in Q/d. of X product

                 Proportionate Change in price of Y product

Cross Elasticity of Demand
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 The cross elasticity of various products are different 
viz.,

Cross Elasticity of Demand

Product Cross Elasticity of demand

Substitute products Positive

Complimentary products Negative

Neutral Products Zero
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Diagrammatical Representation



 A Degree of sensitiveness or responsiveness of 
proportionate change in quantity demanded (sales) of 
a product due to the proportionate change in expenses 
incurred on its advertisement is known as  
advertisement elasticity of demand.

 Formula:

           Ea=Proportionate Change in Q/d. of a product

                 Proportionate Change on expenditure made

                 on its advertisement

Advertisement Elasticity of Demand
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Elasticities Interpretation

Ea = 0 Sales do not respond to the advertisement expenditure.

Ea > 0 but < 1
Ea < 1

Increase in total sales is less than proportionate to the increase 
in advertisement expenditure.

Ea = 1 Sales increase in proportion to increase in expenditure on 
advertisement.

Ea > 1 Sales increase at a higher rate than the rate of increase of  
advertisement expenditure.

Interpretation of Advertisement Elasticity
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1. The level of total sales.

2. Advertisement by the rival firms.

3. Cumulative effect of past advertisement.

4. Other factors 

     (like change in product’s price, consumers’ income, 
growth of the substitute & their prices etc.)

Determinants of Advertisement Elasticity 
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 Percentage Method/ Proportionate method/Ratio 
Method.

 Total Outlay method.

 Point method.

 Arc  method.

Methods for Measuring Price Elasticity of Demand
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Ep = ΔQ / Q * P/ ΔP

OR

Ep = % Δ Q / % Δ P
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Percentage Method/ proportionate method/Ratio Method.
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Total Outlay Method
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Point Method / Geometric Method
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Point Method



Prepared By : Dr. Dhaval J. Pandya

Arc Method

 To calculate the price elasticity of 
demand over some portion of 
demand curve rather than at a 
point , the concept of arc 
elasticity of demand method is 
used.  



1.Degree of necessity.

2.Proportion of consumer’s income spent on the goods.

3.Exsistence of substitute.

4.Habits.

5.Several uses of commodity.

6.Postponment.

7.Time.

8.Range of prices.

Determinants of price elasticity of demand
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Factor affecting price elasticity of demand



 Pindyck R.S. & et.al.,(2005),Microeconomics, Pearson 
Prentice Hall,New Delhi,India.

 Seth M.L.,(1971),Principles of Economics, 
Laxminaraian Agarwal Educational Publishers, Agra, 
India.

 Baoumol,Wiiliam J, (1985),Economic Theory & 
Operations Analysis, Prentice Hall of India, New 
Delhi.

 Ferguson C. E., (1987),Microeconomics Theory, Home 
Wood III. 

Suggested Readings
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Any Questions ??
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