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ECONOMICS – 5 [MICRO ECONOMICS]
Q.NO.1. Define Micro Economics? Explain the Merits and Demerits of Micro Economics?
ANS. Micro means millionth part. Micro economics, thus deals with a small part or a small component of the national economy of a country. Under this, problems related to individual industries, firms, market and other economic units.
Merits of Micro Economics
1. Easy understanding of economics: It helps in understanding economics easily. The bit-by-bit approach makes the task of economic analysis simpler and easier.
2. Basis for price determination: By using the demand and supply model, it helps in the determination of the prices of various goods and services in the market.
3. Helps to understand the working of an economy: It tells us how a decentralized free market economy with its millions of consumers and producers functions without any Govt control.
4. Basis for business decisions:  Most of the business and managerial decisions of business executives depend on micro economic theories, principles and concepts.
5. Basis for formulating economic policies: It helps the Govt, to formulate various economic policies. For e.g. Impact and effect of a particular tax on production, distribution and consumption of the people etc. 
6. Helps in predicting future course of actions: Economic predictions are of great importance in planning the future course of economic activities by individuals, business units and the Govt.
Demerits of Micro economics
1. Wrong assumption: Micro Economic analysis is based on several wrong assumption like full employment of resources, perfect competition in the market, etc. all this assumption are highly unrealistic in nature and as such they have reduced the value of microeconomics.
2. Existence of laissez faire policy: Laissez faire principle is not alive. It is replaced by direct government interference and control all over the world.
3. It gives partial picture of an economy: It studies only as part of the economy hence it does not throw any light or the collective functioning of the economy. It does not give the correct picture of the working of the economy because it is concerned with the part of the economy.
4. Narrow scope: The study of economic growth rate, trade cycle, economic planning, developing, inflation and deflation, unemployment, poverty, in equality etc. are beyond the range of microeconomics.
5. Misleading: What is true in the case of an individual unit may not be true in the case of aggregate. for example if a depositor withdraws entire amount of money nothing will happen to a bank, but when all the depositors withdraw the entire deposit simultaneously on a day surely the bank will collapse.
6. Lack of solution to macroeconomic problems: Microeconomics theories have utterly failed to bring the solution to macroeconomic problems like unemployment, inflation, public finance etc.
7. Limited Scope: Microeconomics focuses on individual markets and agents, sometimes neglecting broader economic trends and macroeconomic issues like inflation, unemployment, and economic growth.
8. Static Nature: Micro economics is static in nature. Many microeconomic models are static and do not fully account for the dynamic nature of markets over time, including technological changes, evolving preferences, and shifting regulatory grounds.
Q.NO.2. State the Law of Demand? Explain the law with the help of its determinants?
ANS. The law of demand holds a great importance in economics, before this meaning of demand we learn. The term demand is different from desire, want; wish etc. In economics the term demand has different meaning. Any want or desire will not constitute demand. Demand is not mere desire for a commodity but it is the effectiveness desire for a commodity. It means desire plus willingness and capacity of a consumer towards commodity. Demand refers to the total quantity of a commodity that are purchased by a consumer in the market at a particular price at a particular time.
Features of the law of demand:
· Inverse relationship: There is an inverse relationship between price and demand
· Price is an independent variable and demand is a dependent variable:  in this case we study the effect of price on quantity demanded only.
· Quality statement: It tells us only the direction of change in price and demand but does not indicate the quantity changes in both price and demand.
· Qualifying phrase: The operation of law is condition by the phrase other things being equal it indicates that a law does not have universal application, it indicates only the general tendency of buyers
· Negative slope of the curve: Generally demand curve sloped downward from left to right.
Law of demand:
The law of demand explains the relationship between price and quantity demanded of a commodity. it indicates that demand varies inversely with the price, the law can explain in the following manner, “other things being equal a fall in price leads to expansion in the demand and rise in price leads to contraction in demand” in the words of Bilas, the law of demand states that other things being equal quantity demanded per unit of time will be great, the lower the price and smaller, the higher the price. The law can be expressed in mathematical term as “demand is a decreasing function of a price symbolically D=f(P)  where D represent demand P stands for price and F denotes of functional relationship. the law explain the cause and effect relationship between independent variable f and dependent variable P there is no rule that a consumer have to buy more whenever price falls and vice versa. The law explains only the general tendency of consumers while buying a product it does not have universal validity. It is conditional in nature.
The law of demand can be explained with the help of demand schedule the demand schedule explain the functional relation between price quantity variation. it is a list of various amount of a commodity that a consumer is willing to buy at a different price at one instant of time. the following individual demand schedule shows that people buy more when price is low and buy less when are high.
 Generally the demand curve has a negative slope or it slope downwards to the right. The negative slope of the demand curve clearly indicates that quantity demanded goes on increasing as price falls and vice versa.
 Assumption of the law:
i. Taste and preference customs and habits of consumer should remain constant
ii. Price of related good should not undergo changes
iii. Income of the consumer should remain the same
iv. No substitute would be discover
v. Consumer should be anticipate change in prices
vi. Good should not have prestige value
vii. No change in government policy Etc.
Determinants of law of demand
1. Price of the given commodity: Price of commodity which is based on cost of production determines the quantity to be purchased by the consumer. Generally higher the price, lower would be the demand and vice- versa.
2. Quality of the product: Super quality goods normally command higher price and generally it is demanded by a particular segment of the society. Inferior or ordinary goods are generally cheaper and demanded by common people. 
3. Improvements in educational standards: Demand for goods like TV sets, music decks computers and other such electronic goods will go up with higher educational standards.
4. Inventions and Innovations: Development of new product will affect the demand for old products.
5. Profit margin: Higher profit margin leads to higher price and lower demand and vice-versa.
6. Future trend in prices: When the people anticipate further rise in future price the current demand would go up. On the contrary people buy less if they expect future fall in prices
Q.NO.3. Explain the Consumers Equilibrium under indifferent Analysis?
ANS. The basic objective of the consumer is consumer is to derive highest level of satisfaction out of a given amount of money income. In order to achieve this objective, he will spend his limited income on a combination of two commodities which yield highest total level of satisfaction. The consumer reaches the position of equilibrium when he enjoys the highest level of satisfaction by consuming the most ideal or best possible combination of two goods for a given amount of income. The position can be explained with the help of indifference curve.

The concept of consumer equilibrium under indifference analysis is derived from consumer theory, which explores how individuals make choices to maximize their satisfaction (utility) given their budget constraints. In this context, indifference analysis uses indifference curves and budget constraints to illustrate the consumer's choices and preferences.
The main aim of a consumer is to get the highest satisfaction out of his income. To achieve this consumer spend his limited income on purchase of two commodities which gives him highest satisfaction. The consumer reaches the position of equilibrium by doing so and this indicates that the 
The important components of consumer equilibrium under indifference analysis:
1. Indifference Curves: Indifference curves represent combinations of two goods that provide the consumer with the same level of satisfaction or utility. Higher indifference curves indicate higher levels of satisfaction.
2. Marginal Rate of Substitution (MRS): The slope of an indifference curve is known as the marginal rate of substitution (MRS). MRS measures the rate at which a consumer is willing to give up one good in exchange for another while maintaining the same level of satisfaction.
3. Budget Constraint: The consumer's choices are constrained by their budget, which limits the combinations of goods they can afford. The budget constraint is typically represented by a straight line in a two-dimensional graph, showing all the possible combinations of two goods that the consumer can purchase given their income and the prices of the goods.
4. Consumer Equilibrium: Consumer equilibrium occurs when the consumer reaches the highest possible indifference curve (maximizes satisfaction) given their budget constraint. At the point of equilibrium, the slope of the indifference curve (MRS) is equal to the slope of the budget constraint (the ratio of the prices of the two goods).


Q.NO.4. Explain the Law of increasing and Diminishing Returns to Scale?
ANS: The changes that occur in production, when all the factors of production are increased in the long run, are called returns to scale.
There are three different stages of returns to scale
1. Increasing returns to scale
2.  Constant returns to scale
3. Diminishing returns to scale
1. Increasing returns to scale: When an increase in the factors of production causes a more than proportionate increase in output, called increasing returns to scale. In short, if doubling of inputs results in more than doubling of output, we say that there are increasing returns to scale.
Reasons for the increasing returns to scale
A. Indivisibility of the factors of production or inputs.
Certain machines, equipment, tools, etc. used in the process of production are indivisible. That is, they are available in certain sizes only, and so they cannot be divided into smaller units. Such factors are known as indivisible factors .Intensive use of such indivisible factors to their maximum capacity increases the returns and decreases the cost.
B. Specialization or Division of labour:  Increasing returns also occur because of specialization. When the scale of the firm is expanded, there is greater scope for division of labour. All the advantages of division of labour are enjoyed by the expanding firm. Work can be distributed among the labourers according to their skills and abilities, and specialized machinery and equipment can be used for production. Under specialization, efficiency increases, and there will be increasing returns to scale.
C. Economies of scale: Increasing returns to scale occur also because of the economies of scale. When there is large scale production, there will be economies of large scale production. The economies of large scale production reduce costs and increase the returns.
  3. Diminishing returns to scale: If we increase all the factors of production or inputs in a given proportion, but the output increases in less than proportionate, we say there is decreasing returns to scale. When a firm goes on expanding its size or scale of operations beyond a point, diminishing returns to scale will appear. 
Reasons for the diminishing returns to scale
As the industry continues to expand, the demand for skilled labor, land, capital, raw materials rises. This results in rise in wages, rent, interest, and prices of raw materials. All these factors tend raise the cost of production, leading to diminishing returns to scale. The causes or factors of diminishing returns to scale are.
a. Higher factor prices
b. Shortage of raw materials
c .Inefficient  management
d. Lack of efficient control
e. Lack of proper supervision
f. Lack of proper co-operation of inputs.
g. Decreasing productivity of factors of the production.
Q.NO.5.What is Monopoly Market? Explain Price and Output determination under Monopoly Competition?
Ans. Monopoly is that market form in which a single producer controls the whole supply of a single commodity that has no close substitutes.
According to Prof. Watson- “A monopolist is the only producer of a product that has no close substitutes.’’
Assumptions.
1. The firm aims at maximizing its total profit.
2. It is completely free from govt control.
3. It charges a single and uniform high price to all customers.
Price output determination under short period
In the short period only by changing the variable factors of production one can change production. Fixed factors of production cannot be changed. In other words, in short period, supply can be changed only to some extent. In this period volume of production can be changed slightly but capacity of the plant cannot be changed. He can increase the supply only with the help of existing machines and plants. New factories and plant equipment cannot be installed.
The aim of a monopolist is also to earn maximum profit or suffer minimum losses if he is compelled to do so. Monopoly list, being single seller of his product, can fix his price equal to, above or less than the short period average cost of the product. Thus, he can earn normal profit, super normal profit or incur losses even in the short period. This depends upon the nature and extent of the demand for his product .In order to maximize his profit he incur losses, a monopolist compares his marginal revenue and marginal cost. In other words, the correct point of price output determination for a monopolist is that where marginal revenue is equal to marginal cost.
Price output determination in the long period
In the long run, there is adequate time to make all kinds of adjustments in both fixed as well as variable factors inputs. Supply can be adjusted to demand conditions. The total amount of long run profit will depend on the cost condition under which the monopolist has to operate production and the demand curve he has to face in the long run.
Under monopoly, the AR or demand curve slopes downwards from left to right. This is because the monopolist can increase his sales and maximize his profits only when he reduces the price. MR is less than AR and hence, the MR curves lies below the AR curve. The laws of returns influence the cost curves of the monopoly firm. The price he has charged for product mainly depends on the policy of price discrimination. It refers to the practice of a seller to charge different prices for different customers for the same commodity produced under a single control without corresponding differences in cost.
Q.NO.6. what is Law of Supply? Explain the Law with the help of an example?
ANS: The term supply refers to the amount that is actually offered for sale in the market at a price per unit of time hence supply is a part of the stock. Supply has all the attributes of demand a seller can sell a commodity when he has the ability and willingness to sell. Supply is always at a price without referring to the price supply has no meaning. Supply is always express in terms of specific quantity and it is held supply is relative to a person, place and time. It may be defined as” how much of goods will be offered for sale at a given time” according to professors, supply may be defined as a schedule which shows the various amount of a product which a producer is willing to and able to produce and make available for sale in the market at each specific price in a set of possible price during some given period.
Law of Supply.
The law of supply is just the reverse of the law of demand normally a seller supply more units of a commodity at higher prices and vice versa. given the cost of production, profits are likely to be high at higher prices. Higher the prices the greater is the inducement to the producer to produce and sell more and appropriate more profit, hence more quantity supplied at higher prices and less is supplied to lower prices. This relationship between the price and quantity supplied is popularly known as the law of supply. It’s states that “other things remaining constant the quantity supplied varies directly with the price that is when the price falls supply will contract and when the price rises supply will extent”.
Mathematically S=f (p) it indicates the general tendency on the part of seller. It does not have universal validity it is conditional in nature that other things that should remind constant when we study law of supply.
Change in supply consequent upon change in price when represented in a tabular column constitutes a supply schedule. It represent a functional relationship between quantity supplied and price. It is strictly prepared with reference to the price of a given commodity, the following imaginary supplies schedule shows that, as price rises supply extends as price falls supply contracts. Supply schedule is never absolute, it varies with different prices and a different time.
 The law of supply is just the reverse of demand. Normally, a seller supply more units of a commodity at higher price and vice-versa. Given the cost of production, profit is likely to be high at higher prices. Higher the price, the greater is the inducement to the producers or produce and sell more and appropriate more profits. Hence more quantity is supplied at higher prices and less is supplied to lower prices. It states that “Other things remaining constant, the quantity supplied varies directly with the price i.e. when the price fall, supply will contract and when price rises, supply will extend”.
Features of law of supply
1. Direct relation 
2. Price is independent and supply is dependent variable.
3. Importance of the qualifying phrase
4. Quality statement
5. Upward sloping curve.
The following imaginary supply schedule shows that as price rises, supply extends and as price falls, supply contracts.
	                Prices in Rs
	    Quantity supplied in units

	                    5-00
	                       500

	                    4-00
	                       400

	                    3-00
	                       300

	                    2-00
	                       200

	                    1-00
	                       100

	                    0-75
	                        00



Supply schedule is never absolute. It varies  with different prices rises and at different times. It represents the functional relationship between quantity supplied and prices. It is strictly prepared with reference to the price of a given commodity.
According to S.E. Thomas, a rise in price tends to increase supply and a fall in price tends reduce it. Mathematically S=f [p]. It indicates the general tendency on the part of sellers. It does not have universal validity. It is unconditional in nature. The other things that should remain constant when we study  law of supplies are , availability of other inputs, techniques of production, cost of production, climate and other conditions etc.
 Q.NO.7. what is Static Economics? Explain the uses and limitations of Static Economics?
ANS: The study of economics on the basis of standstill condition is called static economic analysis or static economics. The changing condition of study is termed as dynamic economic analysis or dynamic economics. The concept of static and dynamic economics were first used by August Comte, a French sociologist for the first time.. Professor J.S. Mill used this concept in economics. These  are a very important aspect in study of economics.
An economist defines static economics as a method of dealing with economic phenomenon that tries to established relationship between elements of economic system, prices and quantities of commodities all of which refers to the same point of time. Keynes States static economy deals with relation and processes on the assumption of uniformity and persistence of either the absolute or relative economic quantities involved.
 Thus static analysis is concerned with a state of rest. it implies causing to stand however economic static does not imply absence of movement rather it denotes a state in which there is a continuous regular certain and constant moment without change.
August comte , a French sociologist, used the terms static analysis and dynamic analysis in social sciences for the first time and later introduced by J.s Mill. The term Static is generally used to refer to a position of rest or no movement. But, in economics, this term does not mean motionless, stagnant or stationary economy. If refers to an economy where there is motion or movement, but the movement or change is regular, certain and known. So static economics is not a study of motionless or stagnant economy. It is just a study of economic phenomena without taking in to consideration the element of time in the analysis. In other words, it is an analysis or study of an economic situation at a point of time without taking into account the preceding or succeeding events. It merely studies the relationship of different variables at a given point of time. The theory of pricing of the product is an example of static economics. This theory presumes that the price of a product at a particular point of time is determined by the interaction of the forces of demand and supply existing at that particular point of time.
Uses of static economics
The merit of static economics is that, by considering the relationship between the different variables at any particular point of time, and by ignoring the changes in economic factors over a period of time, it makes the study of economics simple.
1. Simplicity: static economics explains the relationship between two variables in a simple way by assuming that other things remaining the same. It helps us to understand all aspects of the economic system in a simple way.
2. Clarity: economic static analysis the various economic phenomena with great clarity and precision. Because it studies the economic phenomena in isolation with the past and the future through higher degrees abstraction.
3. provides us end view: it provides us the end view of the forces in operation. Sometimes the end view is more significant than what happens along the path to the end. 
4. Step in reality: Robinson remarked that this method solves the problem of the real world in a stage by stage manner.

Limitations of static economics
1. Far from reality: It is not a real method of economic analysis. It assumes that certain variables like size of population, methods of production, tastes and fations of consumer etc. remain constant. But these variables change frequently in reality.
2. Ignores the role of time element: It if based on the assumption of exchangeability or constancy in time. It analysis economic phenomena at a given point of time. It ignores the fact that time will not remain stand still for any individual. Hence static- analysis has limited scope.
3. Unrealistic : Economic static is away from reality. Economic conditions are rarely static in reality. Markets, preferences, and technologies constantly change, making static analysis often unrealistic.
4. Absence of study of Dynamics: Static economics cannot study economic growth, business cycles, or the impact of policy changes over time. It unable to study the effects of investment, technological progress, and changes in consumer behavior.
5. Policy Implications: The Policies derived from static analysis may be ineffective or even harmful if they do not account for dynamic factors such as time element, expectations, and adaptive behaviors of economic agents.
6. Lack of Equilibrium Focus: Static economics study often neglect to focus equilibrium conditions, and ignore how economies actually reach equilibrium. This can lead to misunderstandings about the processes driving economic stability or instability.
7. Simplification of Complex Systems: Static study may oversimplify complex economic interactions, excluding important variables and their operations that play crucial roles in dynamic systems. It also excludes the influence of external forces and if their related to close economy.
Q.NO.8. Write Short notes on any two of the following.             	
a). Modern Theory of Rent.
According to modern theory, economic rent is a surplus which is not peculiar to land alone. It can be a part of income of labour, capital, entrepreneur.
According to modern version rent is a surplus which arises due to the
difference between actual earning and transfer earnings. That is rent=actual earning- transfer earnings.
In this universe, each factor of production has varied uses. When we transfer one factor from one use to another, we have to sacrifice the income earned by it from its earlier use. Sacrifice of earning is called transfer earnings.
Basically, the concept of transfer earnings in economics is introduced by prof.Benham. According to him, the amount of money which any particular unit could earn in its nest paid alternative use is sometimes called its transfer earnings. A similar idea was developed by pigou. 
Thus, according to Mrs. Robinson, “The price which is necessary to retain a given unit of three factors in a certain industry may be called its transfer earning.”
Suppose a piece of land can cam Rs. 100/- when it is used for producing wheat and the same amount if it is used for cotton. There is no extra earning because there are no transfer earnings. If, however, the same piece of land could cam Rs. 60 when put to the use of cotton.
Its transfer earning would be Rs. 40 and the extra gain of Rs. 40 which is surplus could be called Rent. So, according to this theory, we can define rent as a payment of excess of the transfer earnings. In the words of Benham, “In general the excess of what any unit gets over its transfer earnings is of the nature of rent.” In the above example, true rent is Rs. 10 and transfer earning Rs. 40.
Modern Definitions of Rent:
“Rent is a payment in excess of transfer earning.” Stonier and Hague
“The essence of the conception of rent is the conception of a surplus earned by a particular part of a factor of production over and above the minimum sum necessary to induce it to do its work”. Mrs. Joan Robinson
Features of Modern Theory of Rent:
The major features of the modern theory of rent are as under:
1. Rent can be a part of the income of all factors of production.
2. Amount of rent depends upon the difference between actual earning and transfer earning.
3. Rent arises when supply of the factor is either perfectly inelastic or less elastic.
Why Rent Arises:
According to modern theory, rent arises due to scarcity of land. Supply of other factors like labour, capital etc. can also be scare in relation to demand. Therefore, income earned by these factors in excess of their minimum income is called economic rent. 
b). Types of Utility.
The concept of utility was introduced in economics by prof. William Stanley Jevons an English economist.
           In the words of Prof Tausig, in economics, utility is that satisfaction or advantage or advantage which is received by a man by the use of property or wealth.
Utility is a concept used in economics, philosophy, and other disciplines to describe the satisfaction or benefit derived from consuming goods and services or making choices. It is a measure of satisfaction of an individual get from the consumption of the commodity. In other word it is a measurement of usefulness that a consumer obtained from any good. A utility is a measure of how much one enjoy the movie, favorite food or other goods. Utility also refers to the usefulness or enjoyment a consumer can get from a service or goods. Here are some forms of utility.
Types of Utility:
· Form utility: This utility is created by changing the form or shapes of the material for example a cabinet turn out from Steel, furniture made of wood.
· Place utility: This utility created by transporting goods from one place to another thus in marketing goods from the factory to the market. place utility is created. in the same way food grains are shifted from farms to the city market by the grains merchant place utility is created.
· Time utility: Storing, hoarding and preserving certain goods over a period of time may lead to the creation of time utility for such good. Example: by hoarding or storing food grains at the time of bumper harvest and releasing their stocks for sale at a time of scarcity traders derive the advantage of time utility and thereby fetch higher prices for food grains.
· Service utility: This utility is created in rendering personal services to the customer by various professional such as lawyers, Doctors, teacher, bankers, actor etc.
The other types of utility are:
1. Total Utility: The overall satisfaction or benefit a consumer gains from consuming a certain quantity of goods or services. Eg. If eating three slices of pizza gives you a satisfaction of 30 units, the total utility is 30 units.
2. Marginal Utility: The additional satisfaction or benefit a consumer gains from consuming one more unit of a good or service. Eg. If eating a fourth slice of pizza gives you an additional satisfaction of 5 units, the marginal utility of the fourth slice is 5 units.
3. Cardinal Utility: Assumes utility can be measured in exact units (like numbers) and that consumers can quantify their satisfaction levels. Eg. Saying that drinking a cup of coffee gives you 10 units of utility.
4. Ordinal Utility: Assumes that while utility cannot be measured in exact units, it can be ranked or ordered. Eg. Preferring tea over coffee, but not specifying by how much.
5. Expected Utility: Used in decision-making under uncertainty, it represents the expected satisfaction or benefit from an uncertain outcome. Eg. Deciding to invest in a stock by considering the potential gains and losses, weighted by their probabilities.

           It is clear that, in economics the term utility means the power or capacity of a commodity or service to satisfy some human wants. It is the amount of satisfaction expected from the consumption of a particular commodity or service at a particular point of time. In other words it is the want satisfying power or capacity of a commodity.
c). Risk theory of profit:
This theory is advocated by an American economist prof. Bernard Hawley
in 1907. According to him, profit is the reward for risks and responsibilities
undertaken by an organizer in any business.
No business is free from risks. Risks are part and parcel of business. They 
are pleasant and unpleasant and risk some. As there are risks in every type 
of business. An entrepreneur should be venture some enough to bear such 
risks. It is for bearing these risks profit is to be given to the entrepreneur.
If he is not paid for these risks, he will not be prepared to undertake the 
risks. According to the theory, higher the risks, greater should be the 
amount of profit and vice versa. Thus, there is a direct relationship between 
risks and profit.
All entrepreneurs are not capable of undertaking risks. Hence they act as an 
entry barrier to the supply of entrepreneurs. It is quit natural that who 
stays in the business would earn relative a higher amount of profit.
Prof. Peter Drucker mentions 4 kinds of risks. They are as follows
1. Risk of replacement or depreciation 
2. Risk of obsolesce
3. Risk proper or risk of selling goods
4. Uncertainty.
The first two types of risks and the costs associated with them are 
Calculable and are included in the total cost of production. The last two 
Kinds of risks and the costs connected with them are not costs in the
Conventional sense. They are called as costs of staying in business. It is for
taking these risks profit is rewarded to an entrepreneur.
 Criticism:
· The term risk have been vaguely use by Hawley. There are many risks like insurable and uninsurable but he does not make any distinction as such.
· According to professor carver profit arises not only because of risks but because of the ability and intelligence of entrepreneur.
· The theory considers profit as the reward for risk bearing. But according to critics there is no direct relationship between profit and risk taking.
· in reality profit is influenced by other factors also besides risk bearing.

Q.NO.9. Answer any two of the following.                                        			
a). Cost Concepts:
ANS:  Cost refers to total money expenses incurred to produce a particular quantity of output by the producer. The knowledge of various concepts of costs, cost output relationship etc. occupies a prominent place in cost analysis. In the short run generally we study the following kinds of cost concepts and curves.
1. Total fixed cost: TFC refers to total money expenses incurred on fixed inputs like plant, machinery, tools and equipment in short run. It corresponds to the fixed inputs in the short run production function. TFC remains the same at all levels of output in the short run It is the same when output is nil. TFC remain constant.
2. Total variable cost: TVC refers to total expenses incurred on the variable factors inputs like raw materials, power, fuel etc, in the short period. TVC corresponds to variable inputs in the short run production function. It is obtain by summing up the production of quantities of variable inputs multiplied by their prices. The formula to calculate TVC is as follows. TVC={Q} that is TVC is an increasing function of output.
3.  Total cost: The total cost refers to the aggregate money expenditure incurred by a firm to produce a given quantity of output. TC of production is the sum of all expenditure incurred in producing a given volume of output. It includes all kinds of money costs, both explicit and implicit cost. It also includes fixed as well as variable costs.
4. Average fixed cost: AFC is the fixed cost per unit of output. When TFC is divided by total units of output AFC is obtained, thus AFC=TFC/Q. AFC and output have inverse relationship. It is higher at smaller level and lower at the higher levels of output in a given plant. The reason is simple to understand. Since AFC=TFC/Q, it is a pure mathematical result that the numerator remaining unchanged, the increasing denominator causes diminishing product.
5. Average variable cost: AVC is variable cost per unit of output. AVC can be computed by dividing the TVC by total units of output. Thus AVC=TVC/Q. The AVC  will  come down in the beginning and then rise as more units of output are produced with a given plant. This is because as we add more units of variable factors in a fixed plant, the efficiency of the inputs first increases and then it decreases. 
b). Subsistence Theory of Wages.
ANS:  The subsistence theory of wages Advanced by David Ricardo and other classical economist was based on the population theory of Malthus. it held that the market price of labour would always tend towards the minimum required for subsistence. This theory is also known as iron law of wages. The theory is formulated by physiocrats. 
The classical economists proposed that wages tend to settle at the level just sufficient to maintain the worker and his family at the minimum subsistence level If the wages rise above the subsistence level, the worker will have larger families. With the increase in the number, the wages will again reach the subsistence level. If the wages fall below the level, the supply of labour decreases due to starvation and deaths and the wages rise again to the subsistence level. Ricardo believed that the subsistence level of wages remains constant and rigidly fixed for a long time.
Criticisms 
1. The theory does not explain differences of wages in different employment.
2. This theory explains wages only with reference to supply, ignoring the demand side entirely. It is one sided. 
3. The fundamental weakness of this theory lies in its long-term character.
4. The theory is pessimistic. It thinks only about the dark future of the workers.
5. The theory is not based on any historical evidence.
6. The term subsistence minimum is a very vague term. There is no rigid fixed minimum and it is not independent of the wages ruling over a period. 
Drawbacks of the theory
1.  The theory does not explain how the wage fund is fixed.
2. This theory does not explain the differential wage rates.
3. This theory has ignored the rate of trade unions.
4. The theory is not based on explain why wages are relatively high in the preliminary stages of development.
5. The theory is not based on facts. In practice, wages are paid first and the wage fund is fixed on the basis of the wage rate.
 c). Types of Revenue.
ANS:  Every producer wants to reach its equilibrium by maximizing its money profits. A firm is in equilibrium when it makes the greatest possible money profits. Money profit may be calculated with the help of total cost and total revenue. Difference between total revenue and total cost is the profit of the firm. If we deduct total costs from total revenue or receipts, we get the profit of a firm. The sale proceeds that a firm gets from the sale of its product is called revenue. 
In economics, revenue refers to the total income generated by a firm from selling goods or services over a specific period. The sale proceed that a firm gets from the sale of its product in a given period is called revenue. In other words revenue is the market value obtained by a firm from the sale of goods and services. It is a money value of the production sold by a firm in the market. There are three main types.
Types of Revenue:
· Total revenue
· Average revenue
· Marginal revenue
· Total revenue: It refers to the total amount of income received by the firm from selling a given amount of its output. it is calculated by multiplying the total output by the price at which the product is sold. The total amount of income a firm receives from selling its goods or services. It is calculated as the product of the price per unit and the quantity sold.
Formula: Total Revenue (TR)=Price (P)×Quantity Sold (Q)
Let us discuss with an example. Suppose a bike company sells 200 bikes per month. The price of per bike is 5,00,000. In this case , the total revenue will be TR=PXQ, i.e. 5,00,000x200=10,00,00,000.
· Average revenue: It is the revenue earned by per unit of products sold. it is calculated by dividing total revenue by the number of unit sold. The revenue earned per unit of production sold. In other words Average revenue means the average sale proceeds. It is calculated by dividing the total revenue by the quantity sold.
Formula: Average Revenue (AR)=Quantity Sold (Q)Total Revenue (TR)​ or AR=TR/Q . Example. Suppose a firm sells 1000 bikes in a month and earns a total revenue of Rs. 4,00,00,000. In this case the average revenue will be 4,00,00,000/1000=Rs. 40,000. It is the price of the commodity per unit.
· Marginal revenue: It is addition to the total revenue which results from the sale of one additional unit of output. The additional revenue that a firm earns by selling one more unit of output. It is the change in total revenue resulting from the sale of an additional unit.
Formula: Marginal Revenue (MR)=ΔQuantity (Q)ΔTotal Revenue (TR)​. For example. Suppose a firm earns a total revenue of Rs. 40,00,000 by selling 100 units of a commodity. In this case, the average revenue is TR/Q that is 40,00,000/100= 40,000. Suppose the firm sells one more unit , that is 100+1=101 units, and earns Rs. 40,38,000. Here the marginal revenue is Rs. is 40,38,000- 40,00,000= 38,000 Hence Marginal revenue is the revenue derived from the sale of an additional unit.
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