the l.lght Off A.U)d(S:(:n as lh:—ough the [)()in[ G) as a l'CSUlE of improvemcnt in the
technique O! P'¥ UL N due to increase in the supply of factors of production, then
i l.cpl.e'scnts m.cll‘clz.lsc I economy’s capacity to produce. This means that the
roduction POSSIDIIILY curve explains whether the economy’s capacity to produce
increasing OF remaining constant,

Thus with thc-hclp ol production possibility curve, it is possible to explain the
pasic problems of the cconomy,

g 1.7. The Basic Competitive Model

There are two participants in the market. One is the producers and the other is the
coNSuMers. There exists Targe number of buyers and scllers in a competitive mariket
and thus they compete among themselves. Producers compete with each other by
producing the desired products 1o the consumers at a lowest possible price and the
consumers compele with one another by paying the price for the products they are
willing to buy, while others may not be able to afford the product. This is known as
(he basic competitive model.

The basic competitive model which assumes that the firms are interested to profit
maximization, the consumers are rational or sclf intcrested and the markets are
perfectly compeltitive.

A market where homogeneous product is exchanged between the many buyers and
many scllers through mutual competition is called perfectly competitive market or
market under perfect competition.

e 1.7.1. Price Determination in a Perfectly Competitive Market by Demand
and Supply : Many buyers and many scllers exist in a perfectly competitive market.
For this individual buyer and individual scller are the price taker. As a result market
price of the perfectly competitive market is determined by the interaction of market
demand and market supply of that commodity.

The locus of the different amount of commodity a consumer purchases at different
price is known from the individual demand curve. The sum of all the individual
demand curve is the market demand curve. This market demand curve is downward
sloping to the right like individual demand curve ie., total demand in the market
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‘ mand in the market incregge

decreases as a result of incre

a result of decrease in price. . |
- hand. the locus of the different amount of commOC{lty a firm Wapy,
On the other hand, the | N of that firm. The o ;

e is known from the supp! .
to supply at different price 1S known : s market suppl '
all lhipﬁrm's supply curve is the market supply curve. Thi PPly curye ,

oy ve. i.e., total supply in the ma,
upward rising to the right like firm's supply curve, lé’l oo gzliet yod Marke,
decreases as a result of decrease in price and total supply ases o

a result of increase in price.
Equilibrium price or market price under
determined by the interaction between market dem

at which market demand and market supply are equal 3 o
market price. Price determination under perfectly compeliive market is noy,

explained with the help of Fig. 1.20.

ase in price and total de

perfcctly competitive market i
and and market supply. The pric,
is called equilibrium price .

Price 4
C
P, , E,
P — B\
- A
s | D,
0 M —> Amount of demand

and suppl
Fig : 1.20 Py

' In Fig. 1.20., amount of demand and supply are plotted on the hori
price is plotted on the vertical axis. In the diagram, DD s (he ma'kllzom
and SS is the market supply curve. These two curves in;crsect Cacl: Wi
The point E, is called cquilibrium point. Here the equilibrium pyj Pther at point E,
is OP , because at this price, market demand and market Subpl p .Ce OF market price
is the amount of commodity at the equilibrium situation, Y are equal, Here oM,

al axis and
nand curve

If the market price is OP,, instcad of equilibrium price OP, h '
total supply is P,A. But at this market price the amount of mta'l deen the amount of
AB (P.B - P,A) is the cxcess demand in the markel, As K l_esmland is PB o
'Cf)mmodHy will increase and ultimately price will be fixed at OP . O: lt]

it the market price is OP, instead of equilibrium price oP, “]Cl]l i alle Othey hang,
supply is P.E. But at this market price the amount of total demand s P (;u,“{m OF torg)
= P,C) s the excess supply in‘the market. As a result price of the csmnll.e” CE (pE

decrease and ultimately price will be fixed at OP,. In (his way with (he I:;(;d Y wil

and fall in price levels, market demand and market supply become equal unq) Of rigg

price is determined under perfectly competitive market. Market

S B 2 Ve



Price Control and Rationing

ice of commodity under perfectly competitive market is determined by .the
PIIClion of demand and supply. But the price which is determined by the interaction
dclfm"d and supply may not be aceepted from social point of vi.cw. As a rc:]yn
ment of the country may fix the maximum or minimum price of the co'mmo ity
go\’C'?C’ cafeguard of the interest of buyers or sellers. Determination of maximum or

¥ . e o
{O,' — price of any commodity by the government of the country 18 called
un ‘
rice collh'Ol» ' ‘ 1 f
discuss the situations in which government fix the maximum price oh
uc

o 18

interd

NO\\’ “'C - . .

commodity. Price of any commodity may increase too much due to too m
3 ease 1N supply ol the commadity or due to too much increase in demand or due
ct S

o causcs at a time. As a result many buyers of the commodity specially

gse W )
o th aximum

Lor buyers can face dilficulties. In this situation government may fix the m
price of the commodity to safeguard the interest of the buyer. So the gO\{ernmenF fix
fhc maximum price to safeguard the interest of the buyer. The matter is explained
with the help of Fig. Ll 1

Price® D S
P, E,
P, :
S e | D,
O s Amount of demand
M. M, M, and supply
Fig : 1.21.

In Fig. 1.21., market demand curve DD, intersects the market supply curve S§, at
point E,. The point E is the equilibrium point. Here the equilibrium price or market
price is OP, and OM is the equilibrium amount of demand and supply i.e. the market
price will be OP, il there is not any control in the market. Suppose the market price
OP, is 100 large and the general public of the country face problem at this price. In
this sitwation government may fix the maximum price lower than the price OP, to
save the consumer from the crisis. Let the government fix the maximum price at OP,.
From the diagram it is scen that at price OP,, the demand for the commodity is OM.
l?ul the supply of the commodity is OM, i.e. excess demand in the market is M‘Mf
Le. scarcity of the commodity will be M,M_in the market. In this situation if the
government give up the distribution of the commodity to the seller then the seller can
adopt different methods for selling the commodity, The seller can sale the commodity
on the basis of first come first serve prineiple or the seller can sale the commodity
1o their known persons according (o their preferences. But all the buyers cannot eet
the commodity as a result of give up the matier at the hands of the seller, As a res:I[
Problem of excess demand remain prevail and the tendency o increase prices ulso’
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y .
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ity can be created ang ; .

- ack market for the commodity d it m,
BXISE o hiS:conlest Siace: i ( o control black market. If any consumep . °
\ nment (€ €

: icult to the governi ) ‘nment or any se
o dl“'ce reafer llcmn (he price fixed by the governn e it);'s ”Tll' char g
:“0"0 prlriceg compare to fixed price of the governmen called blag,
arger p ¢

market or illegal market. f the market to solve
It is desirable to remove the excess demand o all theg,

' st important process is the ration system or rationj,
roblems. In this respect most import s e | d - j
’ ' fixed amount of commodity officially allowed to each persop
i cans fixed ¢ _

Lavonine meins ' “limiting the amount of something (hyy cach
during a time of shortage i.e. a system of limiting tiicial con,
person is allowed to have. Actually rationing l'CfC'lS o an a ¢ ; ol on l.he
distribution of scarce resources (food items, industrial production f:lc.). N economics
rationing refers to artificial control of the supply zmd. dcmqnd of Lommo.dlly.

Rationing is done 1o ensure the proper distribution of resources Wllhout any
unwanted waste. Controlling the prices, supply and demand lhmu'gh rationing leads
to availability of goods and services for cvery section of the society.

® 1.9. Price, Property Right and Profit

Property rights refer 1o the theoretical and legal ownership of specific property by
individuals and the ability to determine how much property is used. In many countries
individuals generally exercise private property rights—the rights of private persons to
accumulate, hold. delegate, rent of sell their property. In economics property rights
form the basis for all market exchange and (he allocation of property rights in a
society affects the efficiency of resource use.

In most developed countries the rights of property ownership can pe cxtended by
using patents and copyrights to protect scarce physic
CLC.), non-human creatures (e.g. dogs, cats, elc.)
(e.g. inventions).

Private propeny.rigl'ns are onc ol the pillers of Capitalistjc Cconomics,

' Every market price in 4 volu!]lury capitalist society Originates through transfer of
private p;-opc;-[)./. Euc_h. lm.nsuclu).n.lakcs place between one Property owner and
another person Interestung in acquiring (he property. The vajye OF price ag whic, e
property exchanges depends on how valuable it is (g cach party.

A cost is the cxpense that a business incurs in bringing
market. Price is the amount customer pays for that produc
ence between the price that is paid and the cost that is ip
business make when the item sclls. ,

There exist a relation among price, property rights ang profit,
property who enjoys property right can get money by giving (he
other. This moncy is (he price of the property. The difference begy,
the property and the cos ol bringing that property in the markey the Profi
property. Here the amount of profit mainly depends on marke demang N mg
supply of the property. v TINE

al resources (e.g. houses, car
and even some intellectuy] property |

B 1.10. Incentives and Information

An incentive s something that motivates an individual 1o perform an dClion,
study ol incentive structures is central o the study of all economic AClivitjey (hﬂlh
in terms of individual decision-making and in terms of co-operation and COmpedjjg,,
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.reng larger institutional strueture) T :
withi? it (s ructure). Cherefore, cconomic analysis of the differences
petween societies  (and  between  opo analysis '

(\ 5] foa il ’ . .
| “-aclerilin‘l the differences in in fj.lm/.allons within a socicty) amounts (O
chd ANE § centive structures | T , ;
wive offorc ) ! ures faced by individuals involved in
~ collective efTorts. Incentives air y .
these € CS aim 1o provide value of : :
0,-.1;11117.11“0"“' suceess. As such (h I value of money and contribute to

¢ desi it .
il csign of incentive system is a key management
activity:

[ncentive can be classified according 1o differe
qaents 10 take a particular course of action. M
(i) Remunerative incentive,

nt ways in which they motivate
amn classilication are :

(if) Financial incentive,
(i) Moral ncentive,
(iv) Cocrcive incentive,
(v) Natural incentive,
(vi) Intrinsic motivation.

On the Other hand, information is any enlity or form that resolve uncertainty or
pmvidcs the answer (o a question of some kind. It is thus related to data and
knowledges as data represents values attributed to parameters and knowledge signifies
anderstanding of real things or abstract concepts. As it regards data the information’s
existence is not necessarily coupled (o an observer (it exists beyond an event horizon
for example) while in the case of knowledge, the information requires a cognitive
obscrver.

Information is conveyed either as the content of a message or through direct or
indircct obscrvation.

Information reduces uncertainty. The uncertainty ol an cvent is measurcd by its
probability of accurance and is inversely proportional to- that. The more uncertainty
an event, the more information is required to-resolve uncertainly ol that unit.

The concept that the information is the message has dilferent mcaning in dillerent
context. Thus the concept of information becames closely related to notions ol constraint,
communication, control, data form, cducation, knowledge, meaning, understanding
etc.

Incentives are the core of economics. Without incentives have you cver thought
why would some onc take the risk of inventing a new product or save for future
contingencics or work hard. [n an cconomic system where government takes the
decisions it mukes central plan to decide what to- produce, how to allocate the
resources to produce these goods and whom to sell the goods. This cconomic system
has a drawback that since nobody owns the resources that arc used in the production
of goods and scrvices, the resources mity not be fully utilized. So property rights
should be enforced on the resources so that the private owner will have an incentive
to produce goods and scrvices, i the resources are [ully utilized. Thus it is seen that
the co-ordination among individual property right incentive and information is needed
for proper use of property.
¥ 1.11. Economic System

System which takes necessary arrangement for collection and distribution of
resources to satisfy the basic problems of human world is called economic system.
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v : , . One is the C:n')i,,,. ,
Economic system i mainly (Ii\fidv(‘i |n'l(;isll\:'c('l;ii::”::)l:;'lc Sysiem, Pitaligg,
C © Sysle and the other is the Socia Sl Beanotiie o o » |
]u;n::::::n:\\ \.\h\':l‘vm i which private nwnc.l'shll’ of fh'“ ,“vlfl‘“(l;:] ([,}’]cp;)(,::jilit‘l)"(.)n .'cx'sl
and the functions ol production and (lislril.mlu‘)n are (’{'!?l-'f""‘lL( e of CC();I‘(H.hiC P"Vale
ownership s called Capitalistic Economic System. This typ SYstem

ai 2amsed by the price system. ‘ .

m‘“(:r,{\ ll(:\l‘knl:;::: (ll\;:l;\d. n'(!nnmic)syslcm in which private (.)Wl.lCl'S'hlP ()r ”l%' lac:[nrs of
absent and the functions of production and (hsl.nhu{mm 4re organige on
pos called Socialistic licmmmnc. Sysl'cm'. '

Economic sysiem which cmerges by (the combination of c'upll'.'lllsllc CC()n(?mic
system and socialistic CConomic system is the Mixed Ticmmnn%' System or Mixe(
c;*nnom). So, cconomic Systemeoin which private sector alongwith the governmeny
Sector of planned ceonomy co-exist is called Mixed Lconomic System.

® LILL Capitalistic Lconomic System—Fcatures, Merits and Demerits : The
economic system in which private ownership of the factors of production exist ang
the functions of production and distribution are organised on the basis of private
ownership is calied capitalistic economie system. This type of economic system js
mainly organised by (he price system.

production iy
the basis of soctal ownershi

- % Ll Features of Capitalistic Economic System : There CXist some
1culurcs‘ of capitalistic Cconomic sysiem. Among them majp features of capitalistic
cconomic sysiem e -
I. Private ownership of property,
2. Free cnterprise,
3. Profi maximisation objective,
4. Consumeys Sovercignty,
5. Free or unrcgulated price system,
< 1.1 1'.].2. Merits angd Demerits of Capitalistje Economje System There ¢ ist
son?c '?’C.”L” and demerits of (he capitalistic ceonomic sygiem,. Merigg and deme .L-x.'b S
Capitalistic CConomic system e discussed ip this scClions, SIS ol
U LIL12]g, Merits of Capitalistic Economic System ; There 40 Some
of capitalistic CCOnoniC sysiem, Among it mosy Importang merits gpe - ’
I. Creation of incentive (o work,

merits

2. Liberty of producer and consumer,

3. Efficient allocation of factors of production,

4. Automatic ceconomic system,

5. Incentive (o mnovation of npew production technique,

6. Rapid cconomic developmient.

U L11.1.2.2, Demerits of Capitalistic Economic System ; There i
demerits of (e capitalistic economic system inspites of its some merits oy,
demerits of capitalistic cconomic system are

1. Social welfare neglected,

2. Incquality i) income and wealll) distribution,

3. Creates economic Crisis,

4. Class struggle,

5. Absence of consumer’s sovereignty in real sense,
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e 1.11.2. Socialistic Economie Syste

ic system in which private .
Economic % h private ownership of the factors of production is absent

» functions ol production and distritg:
and the ! and distribution are oreani is of soci
i o RN TIOT are organise nele T
ownership i called socialistic cconomie system Banised o the basis of socta

« 1.11.2.1. Characteristic or Featur 4
» 1.1 teristic or Features of Socialistic Economic System : There

i “haracteristic or features of

exist some Chd 8 or dcatures of socialisti ) ’
socialistic +gVS :

jmportant features arc : cconomic system. The most

1. Government ownership of property,
“Economic planning,

. Equitable distribution ol income and wealth
_Abolition of price system, ’
. Equal opportunity for all.

m—Features, Merits and Demerits :

AUS I 8 |

N

< 1.11.2.2. Merits and Demerits of Socialistic Economic System : Some merits

and demerits are scen in socialistic cconomic system. In this part merits and demerits
of socialistic cconomic system are discussed.

a 1.?1.2.2.1. Mcrils of Socialistic Economic System : There are some merits in
socialistic economic system. The main merits of socialistic economic system are

I. Proper employment of the factors of production,

2. Maximum cconomic wellare,

3. Absence of economic exploitation,

4. Removal of inequality in income and wealth, '

5. Regulated economy,

6. Stop wastage ol economic resources.

0 1.11.2.2.2. Demerits of Socialistic Economic System : In spite of some moral
merits in socialistic cconomic system, some economist mention the demerits of
socialistic economic system. The main demerits are :

1. Inefficicnt production system,

2. Sovercignty of consumers is absent,

3. Absence ol appropriile price,

4. Low level of production standard,

5. Managerial incfficiency.

In spite of the above demerits of socialistic cconomic system its importance cannot
be denied at present.

e 1.11.3. Mixed Economic System or Mixed Economy—Features, Merits and
Demerits : Economic system which emerges by the combination of capitalistic
economic system and socialistic cconomic system is the mixed economic system or
mixed economy. So cconomic system in which private sector along with the
government scctor of planned cconomy co-cxist is called mixed economic system.

# 1.11.3.1. Characteristics or Features of Mixed Economy or Mixed Economic
System : There exist some characteristics or fcatures of mixed cconomy. The most
important features are :

I. Presence of government scctor and private sector,

2. Regulated private property,

3. Mixture of market system and government control,

4. Economic planning,

3. Social control.
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S o ixed Econom;
U OLILA2 MG and Demerits of Mised Economy or Mix Omij¢

Vet : L : “mixed cconomie
System 1 Some MERIS and demenits are seen in mixed economy OF i 10mie
SvValem . In this PO Mot

9 L1220, Merits of Mixed Economy or Mixed F.conomic System @ Thepe

CNIKL R0me menis in the mixed ceonomy or mixed cconomic system. I'he main merit
Ob the mined Ceonomy are -

| Y\‘l\Hli'\‘ 0
SVAICmM,

-

_ anomy are discussed.
and demerits of mixed economy arc di

Removal of unregulated economic system,
Encouragement of P

Y ¢

e nvestment through government investment,

l’-\t;uhh\hnwm ol wellare state.

I

Extablishment o socialism through democratic process,
6. Rapid cconomic development.

J L1322 Demerits of Mined Economy or Mixed Economic System : In

SPIE o some merts in nixed ceonomy. some cconomist mention the demerits of
mixed economy. The main demerits are -

L. Mutually contlicting system ol capitalism and socialism,

- Undesirable competition dimong government sector and private sector,
Failure of planning,

S I B

th Ia

- Dominance of monopoly and capitalist class,
- Last resort ol capitalism.,

In conclusion, it may be pointed out that purc capitalism or pure socialism is
absent now-a-days. At present it is seen that government regulated private sector and
covernment sector exist in almost all the countries which is nothing but in mixed
economy.
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M@ Price Mechanlsmm

Price mechanism is an important concept to solve the central
economic problems in the capitalist economies and to some
extent in the mixed economies also. It can be defined as a
system  through  which economic  decisions like
determination of price of the commodities, price of the
factors used, employment of the factors of production,
volume of production, etc. are taken by the free interaction
between market forces of demand and supply without any
restriction on them. Due to this, the economies where price
mechanism is fully operative are termed as the market
economies. In the capitalist economic systems price
mechanism plays the vital role in solving the central economic
problems. In the mixed economies price mechanism has a
partial role to play in solving economic problems. But in the
socialist economies price mechanism is completely absent.

@ 1.10.1 Defects of Price Mechanism

Price mechanism has various defects. The negative sides of
price mechanism are not deniable. Following are the

drawbacks of price mechanism—
lil Price mechanism fails to operate in case of determining
price of the social goods like roads, bridges, parks, etc.
which are consumed by the mass and not by a particular

individual.

liil Price mechanism almost damages the public
distribution scheme (PDS) of the developing economies.

liiil Sovereignty of both the firms and individuals may lead
to generation of negative externalities like environmental
pollution due to establishment of industries as required

by the market forces.

liv] Emergence of natural monopoly of the respective
commodity cannot be denied that may lead to loss of

consumers’ sovereignty.

[v] Most important defect of the price mechanism is the
negligence of social welfare objective of the community.
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