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1.1 Introduction to Economics

1.1.1 History of Economics (GTU -Nov.2017; May 2018; Nov. 2018)

The word ‘Economics' is derived from a Greek word ‘okionomia’. It
means ‘management of house affairs’ i.e., how people earn income (or avail
resources) and how they spend them on family members’ necessities,
comforts and luxuries. Many decisions have to be taken for allocation ?f
.iﬂﬂﬂme' for the necessities, cﬁmfnrt_s or luxuries of family members such as

which bike is to be purchased for elder son, in which college younger son
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comforts or luxuries of gach one. Always 1 ; L
demand of each family member. '
Similar to household affairs ma
managed for society. For example, who
grow food, who will make clothings who
the role of members have been decided, it i
to them and also it is more important to provide their eutput whom so ey,
it is required. Similar to the household, in the society EVeryone can't g
since resources are geares and from the availab).

nagement, many facets has to
will do which kind of job, wha wij
will treat the patients ete, Ong,
necessary 10 provide resoyr,

what ho/she aspire
resources each of the society member has to be satisfied.
With the passage of time, the word ‘okionomia’, was used for ap

economy as whole in the sense that how a nation takes steps to fulfill i

desires and preferences with the hielp of scarce means and it was termed as

‘Political Economics’. In generalization, the term ‘Economics’ can b

summarized as follows! ;
Economics is a study of the ways'in awhich people use

resources to satisfy their wants.
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1.1.2 Delinitions of Economics (GTU - May 2019}

Many cconomists have defined economics in many ways. Following
are some of the definitions by economics experts:

general is the art of providing for all the wants of 8

Feonomy in
ptain fund

family, so as the science of pﬂlitiﬂul economy sceks to secure a ce
of subsistence for all the inhabitants, to obviate every circumsta

may render it precarious; Lo provide everything necessary for supplying

pee which
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the inhabitants in such

_ MannT a8
naturally Lo ereate reciprocal relations and dependencies botween them, s
a8 Lo supply one another with reciprocal wants

wants of the socioty, and to employ

-James Steuar

Keconomics is the study of mankind in the ordinary business of life
cxamines that part of individual and social action which is most c!.w;.i
connected with the attainment and with the use of the material requisit
of wellbeing. Thus it is on one gide a study of wealth; and on the other, 2

more important side, a part of the study of man = Alfred Marsh

Feonomics is a science which studies human behaviour a
relationehip between ends and scarce means which have alternative w
Lionel Robl
Consumption is the sole end and purpose of all production; and the int
of the producer ought to be attended to, only so far as it may be nece
for promoting that of the consumer. - Adam 8
8o, hased on all these definitions, Economics can be defined as follow
FEconomics is the social science that examines how
people choose to use limited or scarce resources in attempling
to sotisfy their unlimited wants.
1.1.3 Scope of Economics (GTU - Nov. 2016; Nov, 2017; Ma)
The harizon of economics is gradually expanding. It does not
deal with only production and consumption. However, th basic tar
‘maximize the utilization of available resources for maximum welfs

sovicty. Following are {he widened seope of ECOTVOMACE:
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(1) mﬂm]:tw orld Wb many countries- got freed,, -

different refor
the eolonial rule. Their economics “q:r:d G Matip,, o
development and hence the branch lopme Nomicy e

[risthe branch of economics which studies the economic bthu.w
fthe indivial ualt Ty be & peroon, & pazticular householg, ,
particular firm, Ttis & study of one particular unit rather than q)) the
units combined together.

3 .mmmmnmmlm
It is the braneh of economics which studics t]w economic behay,,
of not only one particular unit, but of all the units combined together |,
aggregates all and study as & single unit. So, it is also called 4
nggregative econamics’
{4) International economics

Due to globalization, every country is trading with other
countrics, The boundaries of Economics has been expanded and i i
known as international economics. :

{8) Environmental economies

Unchee
Hm ked emphasis on economic grcrwth mthnut mnnderlns ils
Lzl
on natural resources and ecological balance is lmpumblu Now,

ceonamic growth is facing a new challenge ffom the environmental side.
Therefore, Environn ;
. ental economics has emerged as one of the major

"‘
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‘branches of cconomics that is considered significant for pustainable
development.

(6) Urban and rural economics

l.ocation plays eritical for economic attainments. There is also much
dobate on urban-rural divide. Therefore, economists have realized that
there should be specific focus on urban areas and rural areas. Therefore,
there is expansion of branches like urban economics and rural economics.

Above types of economics are few economics but it has wide scope of
growth, which deals with energy economics, transportation economics,
labor economics, and many more, So, it can be concluded that economics

has very wide ecope in the society.

\@;Afl.l Difference between Macro and Microeconomics

[GTU, Dec. 2014; Dec. 2015; May 2016; May 2018]
Microeconomics

Macrocconomics

Microceonomics is the study of Macroeconomics is the study of large-

peonamics at a amaller scale. ecale economic sue.

Tt is the study of economics st an | Itis the study of 8 national economy a3
individual, group or company Tewal. a whole.

It focuses on issues that affect
individuals and companies such as
supply and demand f[or e specific
product, the production that am
individual or business is capable of, or
{ho effocts of regulations on a business,

It focuses on issues that affect th
economy as a whole For example, i
include unemployment rates, th
gross domestic product of a
economy, and the effects of expar
and imports.
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1.1.5 Nature of Economics
Again, considering the definition, cconomics has to deal with the
{imited resources to satisfy the wants of the society, The word ‘want” docs

not mean only basie needs (shelter, food and clothing) but mamy more than \

that. Fven wealthy nations do not have enough resources Lo satisly the
needs of all persons. Bo, it is necessary to reduce the gap between more
wants and limited resources. There are two ways to reduce the gaps either
reduce thie wants or increase the resources availability. Eeonomist docs nol
prefer to reducn the wante but they belisve to increase the availability of
FOEMIPEES.

Since many things such as zeal to work, potential to work, moenial
ability can't be oxchanged with others. Economics limils its lield up to
exchangeable goods and these goods are called economic goods. All other
poods are called non-econamic goods. Hmrever, mist pmplo seem Lo prefor
some combination of economic goods and noneconomic go;d; :arummlr_a

" limits its study up to economie goods,

[Further, those rosources are of two classes, human and natural

lHuman beings apply physical strength and intelligonce o the natural
respurces. Thia process of creating :E-umnlhing' which satisfics human nl.:ﬂdl
is ealled production. ;
Fach step, including the final sale of the product or sorvice Lo the
consumer, i pirl of the process of production. 17 rmesources wern o amplo
or wants so fow that we could not have cconomics, but this happy situation
can never happen. Resources are lhv-&}rs scarm m]auuc {o the wants for the
goods and sorvices produced by uumg resources, Ilm, in I'_"'-I'I:ITj': -Bﬂ\"l;ﬂ.}'

eritical degisions have to be made such as what to produce, how much Lo

5B [N a———" - — -
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produce, how to produce, when to produce and who gets it, how much
producer gets from production. There must be some arrangement which can

docido aboul all these parameters,

The arrangements used to enforce these decisions in any society
constitute Lhe oronomic organization, or economic sysiem, of that society
baving nature of providing scare resources to satisfy maximum needs of the

society.

1.2 Theory of Demand and Supply (GTU = May 2017}

1.2.1 Meaning of Demand and Supply
{1 -Market is a group of buyers and sellers for particular goods and
sorviced. Buyers determine the group of the product where as scllers
determine the supply of the product.
Market ave of two types: Organized and Non-organized. In organized
'Ijﬁ;hlr!ieL ‘buyers and sellers meet and decides the price of the product
whereas in non-organized markets they do not meet and buyers buy as per
" his ability and willingness to buy at fixed price
llkmmnd gquantity is the amount of the goods that buyors are willing
__and able to purchase. There are many determinanis which decides the
quamil;..- of domand, but one of the most important facter is price. I[ the
price of the goods increase than the demanded guantitice will obviously
peduce, 'i’hia.‘Eulluwnd pattern is termed as law of demand which can
_ mentioncd as follows: [GTU, Dee. 2015; May 2016]
Claiming other things equal, the quantity demanded of
., Boods falls when the price of the goods increases.

Hhiks -
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As shown in the diagram, suppose Q; is the demand at particular
price (P2). Demand shifts to Qy with decreasc in price to Py wheroas demand
shilts Lo Q; with increase in price to Py,

Supply quantily is the amount of the goods that scllors are willing
and able (o sell. There are many determinants which deei
of supply, but again price of the goods is most important

of the goods increased than the
will

des Lhe quantity
factor. If the price
profit will increase and honee the stllorg
supply more amount of geods. This fallowed patlern is termed ns [gr
of supply which can mentioned as follows:

Claiming other things

egual, the quantity supplied of
Eoods riges

when the price of the goods increasey,
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As shown in the diagram, suppose Qq is the supply at particular
price Py Bupply increases to Qa with incroase in price Lo PPy whereas

supply deerenses Lo G with decronse in price to Py,

L2.2 Determinants of Demand and Supply

(A) Determinants of Demand

Following are the determinants of demand in the market:
(1 Prico

(1) Future Expectations
(2} Number of buyers

(8) Price of relative goods

3 Income (6) Tastes
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{1y Price
As discussed in the law of demand, if the price im .t.?icn thi

demand will decrense and vice versa. Sa, it is cloar-that prico and demand

have nepative relationship, Based on these [act law of demand was

developed.

{2) Numbor of Buyers

Market demand is the sum of individual
buyers are more, Lhen qubntity demanded will be more.
buyer increases the: demanded quantity also incroase.

s damand, If the number of
8o, as numher of

{3} Income
If income of the person is low, then the demand of the goods also will

be Jow, Inverse relationship also holds true, So, [rom this il can be
coneluded that lowor income will have low demand.

{1) Fulurc Expectations
Future cxpectation affects the purchase for & goods or serviees today

If you save money for tomorrow, you will reduce your cxpectations today
8o, you will cut your today's cxpenditure. It ean be coneluded that more the

future expectations, Jesser the todny's expenditure.

S lepepdied i, Lagirent] & ahmhnaminiodt

{(5) Price of relative goods T T T L T TUIERR e b I L Y

Suppose the price of product X is roduced. So,-as per the law of
demand. the demand of that product X will increase. On the other hand.
the demand of product ¥ having same characteristics would decrease, Such
itoms are callod substitutes of cach other. This can be reversed also. So, Lthe

rise or fall of relative price of goods significantly affects the demand of the

products.

oty Number of Sellers

E— - -

n
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As Lnstes is personal peychological parametor, inclination towards
the product will be high if the taste of product is more. So, taste has positive

. co-relationship with demand of the guantity.

{11 Determinants of Supply

Fullowing are Lhe determinants of supply in the markot:

{4} Future Expecialions
{5} Technology

{1) Selling Price

*' () Prico of raw material

(1) Selling Price
Selling price is decided after adding certain amount of profit in the

. cost. Ifysclling, price is inereasod, the profit will alse increases. This

incroases tho profit of the seller, which motivates to supply more quantity.

S0, increase in selling price increase the supply of goods.

> [i}' Number of Sellers

Supply of products in the market is the sum of individual's scller’s
supply. I the number of sellers are more, then quantity supplicd will be

i S0, as the number of quantity supplied in the markel increascs, the

jrice of the goods decreases.

(3) Price of Raw materials

Price of raw mnturialaldimclly offeets the quantity supplied in the
markel, Keoping the selling price eonstant, if the prices of raw materials
required Lo produce the geods increases, the seller will produce less amount
of goods. Sa, Lhis reduces the quantity of supplicd goods.
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{4} Fuiure Expoctations -
Future expeetation affects the supply for a goods or sorvices Loday, |1
supplier anticipate the increase in price in near future, he glores the goad,
right now Lo gl mere price tomorrow. Bo, the supplied quantity would
decrease al presont.

Supply

e = BB
(5} Technology

In the era of technology, rale production of goods is significant]y
inerensed. This has reduced the labor cost significantly and henee the inpuj
umuiaalsumduwd.En.mﬂuunmnbhmmpmmmAMMuImndain /
thoe markot at lower rate than the Previous ¢ra,

I"fumllbmm price

Dermand

1.2.3 Taw of Demand and Supply Equiliorium
(GTU - Nov. 2017; Nov. 2018; May 2015, finiyi
Previous scetion discussed about the demand and supply separately \
When both, demand and supply arc combined iL gives the equilibrium Now, suppose there is markod price of goods is abm:l mlihrium
Blatus in the markod. If evrvee of both demand and supply are plotted o) | price. So, the sellors will be motivated to supply more quantity of goods
-Lhn same graph, than both graphs will intersest al one point and thig poing then the quantity demanded, So, the quantity supplied is more than the
18 lormod as equilibrivm as shown in the diagram below. AL thig point, the quantity demanded. This excess of goods is termed as surplusg Ilere, the
quantity of goods that buyers are willing to buy is exactly same as the sellers will try 1o sell at mare price, bocause with increase -mr P h
wellers are willing 1o soll. The corruaponding quantity and price is known quantity demanded by the buyer will reduco, 8o, the pri - price, the
o ewuilibrium quantity and price raspoctively. AL this point buyers ar, - market will bring price to cquilibrium price T
equally sntisficd as the gellors, -
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'Néw, ‘supposo (here is market price of goods is bolaw egquililiy,
price. Bo, the buyers will be motivited to buy more quantity of goods thy,
the quantity demanded. So, 'the quantily demanded is morve than ih.
quantily supplied. This deliciency of geods is termed as shortage. 1or
the buyers will try to by more quantity at low price, so the sellors will Fis
the price till the equilibrium is sehioved and hence the price of the quantity
demanded will increase. So, the price will increase again and market will
bring price to equilibrium price.
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From both cases, it can be concluded that supply and demand both brings
FL b f adiaiie Equi]ibr'tum A lﬂ.w ﬂ{ Euﬂl!l'!l" ﬂ.nd d{!mnl‘ld

the pri‘nc in control and
Price of geod adjusts to bring the quantity supplied and

the quantity demended for that good mm h.ﬂlﬁlllll.‘ft .

[GTU, Nov. 2017; Nov. 2018]

1.3 Elasticity
[GTU, Dec. 2015; May 2016]

1.3.1 Elasticity of Demand
* As in'the provious soctions, many determinants which affeeta the
. demand of the product are discussed. As per discussion, consumoers usually
| buy more goods when the price is decreased, income is increased, prices of
substitutes are higher, or when the price of complements is reduced. |lere,
wthere i3 no guaniitative measure which represonts the effect of chal;gu in
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any of the variable oo demand. So, to measure the quantitative ¥l
pew term elasticity of demand is introduced. Elasticity of dog,

’ .
mmwﬂmhmﬂﬂmmw in “rlﬂllh_-,,_ =

132 Determinants of Elasticity of Demand
[GTU, Dec. 2014; Mg, 201y

The following factors determine the elasticity of demand [
particular product:
1. Substitutes of the product

If a commodity has many substitutes, its price elasticity of dep,,,
will be very high. High elasticity of demand simply means that the n]-..»,,,.,.rl
in the quantity demanded is very high. For example, coffee and ey ,.:.
substitutes. I the price of coffee falls, the demand for it will natur ),
increase. Note that some people who currently consume tea alsy 5:;.r.;
buying coffee because of its current low price. Thorofore, the quani,
demanded for colfe increases tremendously. : '

2. Complementary products
In case of complementary products, elasticity of demand of on.
‘mmmad:ty is closely sssociated with that of another commodity, Fo:
Ifﬂl-l':nf.‘t.', fucl and car are complementary products. In ihis case, the
clasticity of demand of fuel is closely associated with that of car,

‘ _lmpurlanm of a commodity also plays a vital role in determining the
clasticity of demand. If a commodity is less important, then its elasticily of
demand will be low or inclastic. ' A

” If a commodity has many uses, its elasticity of demand will be very
igh.
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3. Type of goods
Type of a product is an important determinant of elasticily of

demand. Geperally, luxury goods have high elasticity of demand and
poccssilics are price inelastic. There are some exceplional cases such a
demand for Lobaeeo or aleohol. Demand for these commodities is generally
inclastic. It means that though their prices increase, there will not be
significant reduction in the quantity demanded.

In the long-run, the elasticity of demand tends to be high because
thers will be oo many substitutes for the commeodity under consideration.

Thercelore, the period under consideration is an important determinant of

demand clasticity.

4. Income of consumer
If the consumer’s income is low, the elasticity of demand tends to be

high.
1.3.2 Price, Income and Cross Elasticity of Demand
[GTU, May 2015]
[tlastieity of demand are of three Lypes:
(1) Price elasticity of demand
(2) Income clasticity of demand and
{3) Cross elasticity of demand.
(1) Price Elasticity of Demand
Ii is defined as the ratio of percentape change in the quantity
demanded Lo the percentage change in the price.
% Change ia the Quantity Demanded
% Change in the Price of the Product

Price Elasticity of Demand =

EMID
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For example, 16% decrement in the price of the produgy in::n.“_

the quantity demand by 25%. 8o, the price elasticity of demand is,

25 b
Price Elasticity of Demand = T ——

{2} Income Blasticity of Demand

IL is defined as the ratio of percentage thange in the quantity demap,,,, ;
the pereontage change in the income of buyer. '

Inevme Elasticity of Demand = 2 L
% Change In the Incoms af Buyer

For example, 10% increase in the income of the buyer incregs,.. |
quantity demand by 20%. So, the income elasticity of demand is,

Tncome Elasticity of Demand = > = 9

1
(3} Cross Elasticity of Demand

It is defined as the ratig

of percentage change in the qu:mhtjr demandeg
mn[nudtua:hangainlhepti:unfﬂnnthﬂgmd ”

Cross Elasticity of Demand = —-Cnw28e In the Quantity Demandad of good |
“w'nmmn'{mi

a—

7. Defing the term 'Hpummu:n'.

4. What is Macroeconomics?

]
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Short Questions

(GTU - May 20186)
Eronomice is Lhe sacial acience that examines how people choose to use limited
or seares rosoureds in attempting to sstisfy their unlimitod wants.

. What is Minroen;ﬁ'umiﬂ‘? {GTU - Nov. 2016)
It is the branch of economics which studies the cconomic behavior of the
individual unit, may be a person, a particular household, eor a particular firm.
11 is & study of one particular unit rather than all the units combined togother.

{GTU - May 2016)

[t iz the branch of economics which studies the economic behavior of nol enly

one particular unit, but of all the units combined together. It aggregates all

and study s a single unit. So, it is also called as “aggregative cconomics’,

. Define Demand. (GTU - May 2016}
Demand guantity is the amount of the goods that buyers are willing and able
o purchasa.

5. State the law of demand.

Claiming other things equal, the guantity demanded of goods falls when the
price of the goods increases,

Il-cnf demand is proportional to price change?
With inerease in price, the ﬂem.an;i will decrease and viee vorsa.
. Mow demand is proportional to number of buyers?
Az the number of buyers' increases, demand quantity will increase.
How price of relative goods effects the demand of any good?

For any geod, i the price of relative goods increases than the demand of th
goods increases and vieo vorss,

9. Define Supply.,

{GTU - May 2016

Supply quantity is the amount of the goods that sollers are willing and ablo t
sall.



11k State the law of sapply.
Claiming other things equal, the quantity supplied of goods rises
price of the gpods increases,

11, How supply is proportional to price change?

With increase in price, the sopply of goods will inerease and vicy Vorsy,

1% How supply is proportional ta number of sellers?
As

this number of suppliers’ increases, supply of quantity will InCregs;
henee price will decrease,

13. Whint is equilibrium quantity for demand and supply?
The quantity of goods thar buyers ar willing to buy and ssllers are willin, .
sell i one particular pries is called equilibrium quantity,

14. Explain: Surplus and Shortage
When the quantity of available goods is morg than the demand of Bl
enlled *Burplus” and when the quantity of demand is morg than the supg),
goods, shortage is dwe'iug:-ed.

15 W_h-ut is “Elasticity of Demand™?

Elasticity of demand measureg reRponses

[GTU = Kow. 2014
of tho by i
s yars with the change
16, What is "Prige Elasticity of Demand™?
It is defy i
ned a8 the ratio of Percentage change in the QuAantity demanded Lot
Mrcentape ehange in tha price,
17. What ik “Incoma Elasticity of Demand™s
It is defined i n
. a8 the ratin n{mmuleﬂmm in th quantity demanded 1y the
porcenia pe chunge in the income of buyer
1B. What jg :

“Cross Elasticity of Demandy
It is definggd RE Lhe ratin of perge

nage change in the quantity &
i Lo & changs iy the price of ;

emanded af g
A8 What ig ; ;

independeng variah ¥
e able in law of demand? Demand o Price?

167U - May 2014
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Question Bank

1y Define Peonomics’. What is the seope of economics?
2)

Define Miero and Maeroeconomics. Differentiate between ‘Wicro-
peonomice and Macro-economics’.

3)  Diseusa the nature of Ecomamics.
4y What do you mean by "demand'? Explain the law of demand,

§) What do you mean by “supply™? Explain the law of supply.
& Explain the determinants of demand.
Ty

&  Fxplain the law of demand and supply with diagram.
2 Explain the concept of Blasticity of demand.

11 Explain the determinants of elasticity of demand.
11} Define and Bxplain:

i
(i

Explain the determinants of supply.

Price Flasticity of demand
Income Elasticity of demand
(i) Cross Elasticily of demand
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Chapter 2
Theory of Production and Cost

2.1 Meaning and Factors of Production

2.2 Laws of Production
2.2.1 Law of Variable Proportions

2.2.2 Law of Returns to Scale

2.3 Concepts of Costs
2.3.1 Total, Fixed and Variable Costs

2.3.2 Direct and Indirect cost

2.3.3 Average and Marginal Cost
-2.3.4 Incremental Cost

2.3.5 Recurring and Non- recurring Cost
2.3.6 Sunk Cost

2.3.7 Implicit Cost

2.3.8 Opportunity Cost

2.3.9 Cash Cost

2.3.10  Short run and Long run Cost

2.4 Break Even Analysis (BEP)

2.1 Meaning and Factors of Production

In day to day life, we came across many products. These products are
manufactured by using men, machine and materials. The organized
process of transformation of raw materials into final products

using men and machines is termed as ‘Production’. Production

transforms the tangible or intangible input into goods or services. Through
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this process value is added into the raw materials and finally j¢ o :
the customers, '

Production is affected by following four factors as follows:

(1) Land

(2) Labor

(3) Capital

{4} Enirepreneurship

(1) Land

Availability of land is very important factor for the produetion, Furen

docs not only refer to soil, it includes other facilities of natural oS,
Nations must earefully use their land resource by ereating a mix of naq
and industrial uses, Using land for industrial purposes allows nation. .
improve the production processes for turning natural resources o
tonsumer goeds. Due to following characteristics of land, land has 1o |,
chasen very carefully. :
» Land is not freely available as its area is limitod and henee investmi
has to bo done for acquiring it for developing bu.l.ld.:nga for production

- lLand lacks mobility and so, selection of land is very erucial factor fo
site seloction of production. ; I
(2} Labor
Labor represents the human capital available to transform rav
material into consumer goods. Human capital includes all individuals whi.
arc capable of working in the economy and providing various services 1o
other individuals or businesses. This factor of production is o Mexibil

resourcir as workers can bo allocated to different areas of the economy (i1

—_

lij "

[GTU, May 2015; Dee. 2015; My, 21
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producing consumer goods or services, Hluman capability can also be
improved through training or educating workers Lo complete technical
functions or business tasks when working with other coonomic resources.
{® Capital

Capiial has two economic definitions as a factor of production.
Capilal represents the major physical assets individuals and companies use
while producing goods or services. These assels include buildings,
production facilitics, equipment, vehicles and other similar items,

Capital also represent the monetary resources companios use Lo
purchase natural respurces, land and other capital goods. Monetary
resourees fow through cconomy as individuals buy and sell resources to
individuals and businesses,

(1) Entreprencurship

Entreprencurship is considered one of the important factor of
production becauss cconomic resourees can exist in an economy bul is not
direetly transfermed into consumor goods, Entreprencurs usually have an
iden for creating a valuable good or service and assume the rigk involved
with transforming cconomic resources into  consumer products.
Entreprencurship is also considered a factor of production since someons
must complete the managerial functions of gathering, allocating and
distributing ceonomic resourees or consumer products Lo individuals and

other businesses in the economy.

2.2 Laws of Production {GTU - Nov. 2016)
Production is governed by mainly two types of laws.

{1} Law of variable proportions and

(3 Liaw of Folurns to seale,
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2,2..1 Law of Variable Proportions
Law of variable proportions deals with the concept of L.
productivity using change in production units within limite Hmlj'
fixed cost. Law of variable proportion is written as follows: o

“In a given state of technology, when the unils of variahis Foacts
production are increased within the units of other fixed facy,,,
marginel productivity increases af increasing rale up o cortq, ,
than after this point if will decrease.”

This law is based on following assumptions:
(i) The technigue of production remains same.
(ii} 'This law is adopted for short run only.

fiii} Labor and raw material arevariable faclors,

{iv) Other inputs must be kept constant,
) Al factors are not kept rigidly fixed proportions but the law is ., il
upon  the poasibility of varying proportions such  eloctrici,
consumplion. So, this law is also called the law of proportionalily

(vi) Unils produced during production arg homogeneous in amount i
quality.

Example:

In the given schedule, units of variable faclor (labor) are emplayid

with other fixed lactors of production, The marginal productivity of labar
EDES on inereasing up to the 3 workor. This is 5o because the proportion
workers to other fixed factors was at first insulficient, Aflor 3+

worker the

marginal productivity goes on falling onwards till it drops down to sero a1
the: 6% unit of labor. The T worker is only a cause of obstruction Lo the

; -
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others and is reapongible in making the marginal productivily negative.
The marginal productivity (MPy) and the average productivity (AP
equalize at 4™ worker, Then the MPy [alls more sharply.

Follawing is the schedule for explanation for law of variable proportion:

L L —
Unitsof | Marginal Total Average
Variahle Product Product Product Stages
Factor (MPL)y (TP} {APL) s
= o 2 2 2 ;
(¥ ==y 4 [ 3
B [ 12 1 o
i S 16 4 11
i T 2 18 16
L 0 18 3 fii
T 2 16 2.28
Y .
1
I St 11 1
¥ i j o Stifee 1
i uge 1 | A7 v N
14 v - !
Ty 42 L |
. H-l /:, L
AP, L L
1
AW f :
i 1
4 A AT [ :
b i '._”_____..--". -“"‘-\_ _-"‘—'—-1-.__
Z 1 = | AP,
i ! - "
A [ 21 3l M 3| w7 :
i Llnits o Macnable Factor ME
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d on X-axis while 'p '

Tho number of workers aTe mEasure : . Ay, i,
MP, on Y-axis. The above diagram shows the three stages als, .
feom the schedule,
Singe It _

At this stape MIY, increases up o 3rd worker and its eurve iy
{han the avernge product, o that total product is inereasing al iy,
ke,
Stage 11

Ad this slage, MPy decreases up to 6 unit of labor where M1t _
. intorsects the Xeaxis, At 4% unit of labor MPL = APy alter this, M1y, ||
i lower Lhan the APy, TPy, increases at decreasing rate.
Stage 1L
AL Bh unit of labor the MPL becomes nogative, the APy, con ),

falling but remains positive. After the 6 unit, TP declines wii, b
employment of more units of vaviable factor (1),

Relationship among Total, Average and Mn-rglnni Product:

The relationship among total, average and marginal product of L) i

light of the law of variable proportion is oxplained ag undor:

; 1EH:= marginal productivity of labor increases, the TPy, also incroases ;
incroaging rate. It is shown in the schedule up til] e

o e unit of labor, T4,
i curve has positive slope and TP, surve has rising tendency towari
Y-axis, ..

in the
i

2. Whao

n Lho MPL decroases onwards ill it drops Lo zere, the TPL increas::
at |..h.-4:mas|ng rale as shown in the stage I and the TPL curve b
positive slopo but has rising tendency towards X-mxig |

29
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3.

i i i um as shown on the 8%
When the M, is equal Lo #oro, the T1%, is maxim

unit of lakor,

i Iz below the X-axis,
 When the MP, becomes negative, the M1, curves falls be

the TP declines from ite maximum position and its slope boeomes
e TP

negative as shown in the stage 111 in the above diagram,

When the MUY, increases, The Al also increases but at glow rate, The

MP, curve becomes above the Al curve. Both have positive slopes.

At some point, MPr = AP AL this point, MPL curve intersects the APy

curve 18 shown at the A unit of labor in the above dipgram.

Aftor intersecting point, M, falls gharply. The MTh, eurve becomes

below the Al curve, Both curves have negative slope,

. When MPy, becomes negative, the Al never becomes negative because

it is caleulated from the TP, So MDPy curve is below the X-axis bul Al'y
curve i above the X-axis, having negative slope.

2.7.2 Law of Relurns lo Scale

Following are the three laws of returns o seale:

i  lLawaof Increasing Returns
(i) Law of Constant Returns
(i Law of Diminishing Returns

(i) Law ol Increasing Returns

“In a given slale of technology when the unite of variable faclors are

increased with the units of other fixed factors, the marginal produclivity
tnereases, if i called low of inervasing returns,”
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This law is based on following assumptions: ' Theor of Production a nd Cost m
) There is 8 scope of further improvement in the techa,, y )

production. £
(i) Atleast one factor (such as land available) of production js £ " 0

* 1o be indivisible. g .
fiii) Some factors (labor and capital) are assumed to be divisibl. -E i : - PR R Y
(i) ‘There is no change in the prices of factors of production, .f 3
(v} All units of variable factors are equally clficient. = f 2
g
X

Example: ; I : - - :

In the given schedule, the units of variable factors (labor and ¢, Units of Labour and Capital
arn employed with (ixed 10 units of land. The producer goes on expy, Application of the Law:

his business by investing successive units of inputs, and then ma.. .
productivily gois on increasing up to the 5 unit of the variable inpy: .
the &% unit, the plant is working to its full capacity and it is not po..

further to reap the economies of large scale of production. Thus, the 1,
productivily inereases at incroasing rate.

The law of increasing roturn operates in such manufacturing
industrics where;
~+ Fastors of production are combined and gubstituted up Lo somo extont,
—» The law is also applicable in that unit which is producing below its
capacity. The increase in marginal relurns eanlinues till the plant

= . < begins to produce to its full capacity.
: u;i:::mr Uﬂltﬂ:a::::lablu :":‘““I Total Produii  —» The principle of specialization is applicable in industrial units. The
o st r:i uect (T marginal productivity increases due to specialization.
BT : (MP) — Tn industrial gector human factors are more involved than natural
._m e : i o ) , [actors, Due to this reason natural obstacles are loss elfective,
14] un.i"" 3 - 152 - An industry is expanded by gelting the internal and exlernal economics
]1‘3:::: 1 8 3 of large scale of production.
PRSI, i} 10 a0 Therefore, the law of increasing returns eperates in an industry to inerease

" its outpul and the price of the product falls.
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(i)

Law of Constant Returns

“When the units of variable factors are increased with the g,

fized factors, the marginal

covtsband re_!um."
Phis law 15 based on following assumptions:

(il  Some fnciors (labor and capital) are assumed Lo be variah],
fiil  There is no inerease in the price of raw materials.

(i)
[iv)
elastic.

produclivity remains constant. j

There is no change in the price of factors of production,

The supply of various factors for an industry should be

) All units of variable factors of production are equally efficien,

Example:

In the given schedule, at the optimum lovel of productio
manngerial productivity of the variable faclors remaing conRstant wi
increased unita-of these factors are shown in the below schedulo

* Fixed Factor

Unite of Variable | Marginal | Total Prog,,,
(Land}) Factor Product {T'1*)
e b (Labor & Capital) (MP)
__ 10 uniis 1 2]
10 units 2 B :
Wunits |~ R T
10 units i R

Wi R
; ith the further application of the units of labor and capital, 1
marginitl productivity remaing consiant i.e. 8 unils. Then the
1 {11}

. — )
Productivity of the product increases with the propertionate incremenis. |

TReory of Production and Cost 3
Marginal Productivity Curve
LY
A 13 ] D!
i
E
2
E
= 4
=
w o,
= -
=
x
. 1 a 3 4

Units of Labour and Capital
torime of eost, the law of constant relurng means, the constanl marginal cost
as the indusiry expanded. So, by constant returns, we arc on the path of
the oplimum business unil,
Application of the Law:
For the application of this law, the fellowing points are very important:

+ This law is applicable in those sectors where human and natural [actors
play their role, for example, in industry making blankets, pure natural wool
is used while blankets aro prepared in the presence of human [actors.

+ Buch factors where economies of human and natural factors are presented
which counter balanced each other and productivity is provided with

conslant rate.
—» This law is more applicable in such sectors where labor's role is greater

than other faetors of production. The law of constant returns operates by

incrensing the units of labor force.
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(itly Law of Diminishing Returns qfieory jf‘l*rutfucl!an and Cost 35
“In a given state of technology when the units of variable faviy,,

production are increased with the units of other fixed farr;,,l r-',l,l_ i ‘i l
marginal productivity decreases it iz called low of di"‘"'“*!r,,ﬁl 55 tof A Mangind) Produclivity Culve
returna.” . -ﬁ B B
This law is based on following assumptions: £
() Units of capital and labor are used as variable factors. E’ - i
{ii)  The prices of the fnctors do not change. _E 4
{iil) Al units of variable factors are equally efficient. a
{iv) ‘Thero is no change in technique of production. L
fv)  Hest combination of factors of production hae croased the leve] | 0 1 2 3 4 5 A
: optimuc point, “ Units of Lubour and Capital
{vi)  There is no change in the fived factor of production,
Example: . Applications:
.In the given schedule, at the optimum level of production, i1, The law of diminiching roturns has its wide application, bul is
- marginal rate of return is at it maximum ie. 10 tons. When an addition, | pspecially applicable to agricultural sector, In this sector, there is the

unit of labor and capital is employed, the marginal productivity comes dow supremacy of nature plays in production corresponds to diminishing
'
from 10 tons to & tons and so on decreasing, This tendency of margina] returns. Due Lo the many reasons, the agricultural sector is subject Lo law

productivity (o decrease as Buscessive units of varia of diminishing returns.

to fixed factor is called the law of diminighing mu:::_[mm“ ey 1. The natural foctors have more role than human factors in agricultural
Fixed Factor | Units of Variable Ma I — AR e Pl pfuduct&ﬁly dnr.'reaﬂa.a.l :
(Land) Faitor sl rgina Total | 2. The seclor hn-s \tery wide a_rr.u a!'sd. Ta-ul_mmmn cannot be very clfoctive.
‘____10 e : uct (MP) | Product (TP} . 3. Beope of specialized machinery is limited.
10 un its 2 10 gy ] 4. There are other limitations of seosonal nature o.g. rain, climate changes
L P — 8 18 ahé:
_10 units 4 : :; 6. The fertility land also deelines with time.
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2.3 Concepts of Costs
IGTU, Dec. 2014; May 2016; Nov, 2016; May 2017; Nov. 2017, May
=y

For every business organization, it is essential to ftiital] x:.: f:.h
per the nature and need of the product. Number of employees aro —
in the business orgenization for transforming the raw mager,,
finished products using machines. Set up requirement is ngt I1|-m.,|:
without money. So, businecss organization incurs various types of i
order Lo have profit, business has to generate more revenue than Ly, >

Se, Profit = Total Revenue - Total Costs .
—_—

2.3.1 ‘Total, Fixed and Variable Costs
Total costs consists of two parts; Fixed cost and variable cost.
Fixed cost is the cost which de not vary with number of units produce| I
incurs even if the organization does not produce a single unit of produ
Fizxed costs are txpenses that have to be paid by the arganizatior
independent of any business activity, Rent, ‘advertising, insurance an,
office supplics, cost of machine installation, salarics of employie:
minimum electricity bill ete, ars examples of fixed cost.
On the other hand, variable cost ia the cost which varies with numby;
units produced. It increases with increase in number of units produeed 4
vice versa. So, variablo costs depends on number of uniis produced. K
material consumption, electricity bill, extra labor hours ete. are example
of variable costs, =
Total cost is summation of fixed cost and variable cost. S

mathematically,
Total Cost = Fixed cost + Variable cost

L
of Production aned Cos
M-L_ ticnlly ne follows:

a7

proaentod dingrammo

Thia can be 10
T
E i TC= TVC+TFC
) = e
| :
A I .I -
I 1 T T | 1 '

Total cost curve

Direct and Indirect Costs } . .
A price that can be completely attributed to the production of specific

goods or services is termed as direct cost. Direct costs refer to materials,
labar and expenses related to the production of a product. Direct cost varies

2.3.2

with number of units produced.
Expenses which are not specific to any product or good, but these

.t]-;m of eosts are incurred in combined for the business are termed as
indirect costs. For example, rent, advertising, maintenance, sccurity,
supervision incurs as joint usage, ete. and, therefore, it is difficult to assign
to or identily with a specific cost object or cost center and hence these costs
are grouped under the head of fixed costs. Indirect costs are usually

constant irrespeciive of production units.
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333 Average and Marginal Cost :
Average cost (also known 38 unit cost) is equal Lo total eqg
; ¥ iy
by the number of units of goods produced. Since the total costis sy, :
and variahle costs, the average cost ean be represented as sum of . t,
P

fixed cost and aversge variahle cost.

Total Cost o
Average cost =

ot hctol S
Quantity Produced

Average eost = Average fixed cost + Average variablo o,

e
Marginal cost is defined as the ratio of change of total e |,
change in quantity produced, It represents the change in cost of o, -
production. The purpose of analyring marginal cost is to determing .,
point an organization can achieve economies of scale.

Change in Total Cost ATEC

AR

Marginal cost =

Change in Quantity Predused

234  Incremental Cost

hrﬂncl:;:e;::r::: cost is the cost an:amial.ed with inereasing produc
;o m. emental cost botal is always made up of purely varinh
presents the added costs that would not exist if the extra wn
wWias n-ud. made. That means that many fixed costs such as rent on a 0
or buying a machine are not usually represented. =
e mF;o;l ::x::piz.p :Emmp?ny spends o sel sum on machines each yoo
e . nted in I.M average cost of each wnit produced o
ines. It will not be included in the incremental cost beroms

Theory of Production and Cost

producing one extra unit does mot require any more gpending on buying

39

muchines,
Diue to this reason, in most of the cases, marginal cost of a unit will

b higher that the incremental cost.

235 Recurring and Mon- recurring Cost ,
Tegular cost incurred repeatedly, or for each item produced or each

sorvice performed is termed as recurring cost. Insurance Premium,
eloctricity bill are its examples.

A one-time charge incurred as a result of rare event or activity, such
as purchase of machine, building construction, design, development, and
jnvesimeont costs, and fre or theft loases, lawsuit pRyments, osses on sale
of aescts is termed as non-recurring cost. This cost is charged against

earnings in the year it oeouTE.

236 Sunk Cost
4 sunk cost is a retrospective (past) cost that has already been
incurred and cannot be recovered. Sunk costs are independent of any event
{hat may ocour in the future. This cost ia irrelevant for future decision
making. For example, oil industry where the decision to abandon or operal
an oil well is made on the basis of ils expected cash flows and not on hol
much money was spent in drilling it
23.7  Implicit Cost
An implicit cost, also called an imputed cost, implied cost,
notional cost, is the opportunity cost equal Lo what a firm must give u



il
order to use factars which it neither purchas

of an explicit cost, which is borne directiy. !
ght of as intangible costs that are

os nor hiros. Tt is the oppegj) .

Implicit costs can also be thou
casily sccounted for. For example, the time and effort that ol owner py,

into the maintenance of the company, rather than working on expansis,
can be viewed as an implicil cost of running the business.
Implicit costs also represent Lthe divergence between economic prof;,

flotal revenues minus total costs, where total costs are the sum of impli.;,

and explicit eosts) and accounting profit (total revenues minus only explip,
costs). Since cconomie profit includes these extra apportunity costs, it wi)

always be loss than or equal to accounting profit.

23.8 Opportunity Cost {GTU - May 2011,
When any of the option is selected out of available eplions, il
options are net selected, Henee, selector sacrifices all n!.hl!'.rr options. So, ih
value which is forgone for selecting the mutually exclusive alternativis .
termed as opportunity cost. Assuming the best choice is made, it is 15
“cost” incurred by not enjoying the benefit that would be had by taking 1.
second best choice available, Opportunity costs is not restricted to mone L,
or financial cost but it includes the real cost of output forgone, lost time.
pleasure or any other benefit that provides utility should also be considercd
opporlunity costs.

239 Cash Cost
Cash costs are costs that businesses pay for when using eash, or u
::::::.::; ]r;n; :‘rehd:l:.:: m::h accounting basis, the costs paid for by using
ed in the general ledger until the actual eash has
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been paid. This is the main reason why firms moved away from the cash
accounting method te the accrual method, as the accrual method will
recognize credit transactions as well as cash transactions,

2_3,1}: Short run and Long run cost

Many typo of costs are related to time horizon. For example, if we
¢onsider thal any company is installing a plant for manufacturing a
product. For cortain period of time, company cannot adjust the number or
gige of plants, Dy hiving more workers only number of products
manufactured can be increased. So, fixed cost incurred in installing the
plant cannot be varied during cortain period of time. So, the cost which
eannol be varied in short period of time, is termed as short run cost.

Afler several years, company can either expand the existing plant or
incroase the number of plants. So, in long run cost of plants can be varied
and hence it s termed as long run cost,

As many decisions are fixed in the short run but variable in the long

run, a firm's long-run cost curves differ from its short-run cost curves.

2.4 Break Even Analysis - BEP
[GTU, Dec, 2015; May 2016; Nov. 2016; May 2017; Nov. 2017; May 2018;
May 2019]

To carn profit i1 the main aim of any business. Business can only
earn profit when it recovers its incurred cost. Profit is governed by cost of
the production, amount of output and revenue generated through sales. To
generato more profit i is very essential to keep total costs low as much as

possible and increase the sales volume.



JL__—__.WWMTJH .

Ag fixed cost cannot be varied, but fixed cost per unit can be

by increasing Lhe number of units produced. With increase in nup,
units produced, variable cos )
he total cost is recovered and company starts o,

L will increase. Bo, it is essential to du,.,

the paint al which 1

profit. The point at which
Break Even Point (BEP) and ils analyeis is termod as Break

Analysis (BEA). In other words, BEP is the minimum level of sales o
perienee los. Mathematically, i .,

the company starls to earn profit is Lory,

engure the company will not ex
wrillen as,
Sales Revenue = All variable and Fixed Cost
[EA is also termed as Cost — volume - profit (CVP) analysis. I1 |,
at how profit changes when there are changes in variable costs, sales
fixed costs and quantity.
2.4.1 Assumptions of BEP:
Price of the products will remain fixed.
Variable cost rate will also remain fixed,

[GTU, Dee. 2014; May 20i;

‘Total fixed costs will remain fixed up to maximum manufacturing

capacity of the firm. ;
4. Whatever tho amount of quantity is produced is sold.
5. Costs can be classified aecurately as either fixed or variable.

6. All units produced are sold.

2.4.2 Method to find out BEP:
BEP is determined in two terms as follows:
(i} BEP in Physical Quantity Produced
{ii) DEP interms of Sales Volume

_q‘_.":eary of Production and Cost
43

(i)  BEPin Physical Quantity Produced
BEP iz defined as the ratio of total fixed cost to the contribution per
unit. Here, contribution is defined as the difference between rovenue
generated and variable cost incurred.

TowlFiedCost  _  FC  _ FC
Contribution per unkt gp-vyC B E

Where, Coantribution (C) = Revenue — Variahlo cost

So, BEP =

A
¢
P Variable
: Bregk Even Costs
: Point
T e -E---.i ...............
Lass | Prafit - Fixed
:i Q Costy
0 Output

(i) BEP in terms of Sales Volume

as the ratio of fixed cost to the
o o the total sales. Thir

REP is defined coniribution Tatio.
" Contribution ratio is the ratio of total contributi ;
gold, So, contribution ratio s als

indicates the profit per unit volume
known as P/V ratio.
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S0, BEP = — 0 onfatla  CR

Tyl Sales - Total Varinkly Costs

Where., CR = e
As shown in the figure, point P is the break-even point, L., it is 1),

revenue is equal 10 total costs. In the region below poiy,

ke profit of a single rupee. Above point P, compay,
carn high profit, outpul m,,

point al which sales

P, company will mot ma
will starl boearn profit. [f company wants ta
be very higher than the break even volume. On graph, as the productio,

point is farthest from the break even volume point, company is in safi.,

condition that even il there ie reduction in the production unit, company

will nod be in Joss. So, this distance is termed as Margin of Safoty.
Margin of Safety is d'{ﬁmd cis the distance between the breafk.

even point and the output being produced.

Examples:
{1} An ABC co. Ltd. has given following information for current

year,
Fixed cost = Rs. 12,00,000°  Sales price per unlt=: Rs. 200
Variable cost = Rs, 60 per unit -
Estimated sales = Rs. 500,00,000
Caleulate:

(i)  Break Even Point (BEP) .I

{ii} Contribution and Profit, if likely sales in the next

year is expected to Rs, 45,00,000, I
(iii) Sales turnover if profit is targeted is Rs. 15,00,000
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gGolution:
As per given data,
FC = Rs. 12,00,000 § = Ra. 500,00,000
v = Ra, 60 por unit SP = Ras. 200
s, 160

g, calculating the contribution per unit, C= 8P - VO =200-60=

_12,00,000 g
= = ROOD units
Contribution per unit 150

Total Fized Cost

@ BEP=

giy 1 noxt year salos is Rs. 45,00,000, then number of units sold,
45,00,
= 80000 _ 99 500 units
HIG

Total Contribution = 22,600 X 150 = B, 33,75,000.

[*rofit = Tolal Revenue - Total Cost
= Total Revenue — (Fixed Cost + Total Variable Cost)

= Re. 45,00,000 - (12,00,000 + 50 X 22,500)
= Rs. 21,75,000.
(i) Targeted profit = Rs. 15,00,000,
Target Profit = Total Hevenue — Taotal Cost
15,00,000 = 200 x — (12,00,000 + 50 x}
=5 x= 1B000 units
= Sales Revenue = Rs. 36,00,000.

(2) An XYY co. Lid. has given following

yoar,
Sules price per unit =Rs. &0

Variable Cost per unit = Rs. 40

information for currcnt

Sales volume = 1500

Profit per unit = Rs 12
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Caleulate: ry
m MV ratio
(i) Fixcd Cost
fiii) Break Even Point (BEP)

g 1If company solls several products, the financial manager has Lo propare
and evaluatle a8 number of prefit-graphs covering integrated segmoents of
independent activities,

3. A break-oven chart represents a short-run static relationship of costs

Answer: and output and become obsolete very quickly,

- i Profit = Rs, 12 4. The relations indicated in the break-even chart do not help for all levels
e of vperations. Costa tend to be higher than shown on the static broak-
V= Rs 40 per unit Sales Volume = 1500 1 : ,

even chart when the plant's operation approaches 100 porcent of its
C=8P-VC=60 capheity.
i ihution nit, C =58P - VC = 60— 40 = }x : - : ‘
8o, caleulating the contrl per unit, &, 20} 5. The [requent changes happening in the selling price of the product affect
o G - Snifain-Tes Fwh T the raliability of the break evan anslysis.

Total Sales The cost of securing funds o expand is disregarded in break-even chart.
_IS0N B0- 180K 40 _ 1

1500 X 60 E]
{ii}  FC=Tetal Sales — Total Variable Cost — Total Profit

= 1500 X 60 16500 X 40— 1500 X 12 = Rs. 12000

Fised Cow  _ 1200

1ae Ty u
(i) BEP= = - " _
Cantribulion Ratle y Rs. 36000 = 600 units

243 Limitations of BEP; IGTU, Dee, 2014

Following are the limitations of BEP analyais: I ‘

I. Many costs ang their components dg not  fa]]
comparimentalized fixed or varigh|
eharacteristics of bogh types.

into  neatly
le cost categories as thoy possees (i
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V/MBMMMIH“ ,

Short Questions.,
y ‘pruduc‘-l.inn"!
What do mi!n:i; process of transformation of raw materials |
;:ﬂ::::;g:ﬂ men and machines is termed as ‘Production’,
Which factors are alfecting the sproduction’?
neurship.

Labar, Capital and Entrepre
Land, mportant factor for Plant Layout o,

—

Availability of Labor is i

location? _ -
For Plant Location, availability of labor is very important factor,

Define law of “Variable Proportions™
given state of technology, when the units of variable factor af py,
na

j fixed factors, the

are increased within the units of other
productivity increases at increasing rate up to cortain point, than ai
point it will decrease.

Define law of “Law of increasing roturns”,

I & given state of technology when the units of variable factors are ino.

with Lhe units of other fixed factors, the marginal productivity incre.
iz ealled law of increasing returns.
Define law of “Law of constant returns”,
When the units of variable factors are increased with the units of ol
factors, the marginal productivity remains constant. It is called v
returm.
Define law of *Law of diminishing returne™.
In a given stale of technology when the units of variable factors of prodo
are increased with the units of other fixed factor, the marginal prodi
decreases it is called law of diminishing returns,
Define fized cost.
Fixedieoat is the cost which do not vary with number of units proc!

M

Thicory of Prodiction and Cos

2,

10.

13.

Iltl

15.
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Dufine varinkle cost, {GTU - May 2016)
Variable cost is the cost which varies with number of units produced.
It incroases with increase in number of units produced and vice versa,
So, variable costs depends on number of units produced.
llow total cost is related to fixed and variable cost?
Total cost is summation of fixed cost and wvariable cost. So,
mathematically,

Total Cost = Fixed cost + Variable cost
Define: Direct cost
A price that ean be completely attributed to the production of specific
poods or services is termed as direct eost.
Define: Indiroct cost
Expenses which aro not specific to any product or good, but these type
of codts are incurred in combined for the business arc tormed as
indirect costs. For example, renl, advertising, maintcnance,
sOCUFILY, BUpervision incurs as joint usage, ete,
Define: Average cost (Unit Cost)

. Awerage cost (also known as unit cost) is equal to total eost divided by

the number of units of goods produced.

Define: Marginal cost
Marginal cost is defined as the ratio of change of total cost to the

change in quantity produced. It represcnts the change in cost of one

[GTU - Nov. 2016]

" unit production.

efine: Incromental cost
Incremental cost is defined as the cost which is associated with

increasing production by one unit.
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19. Define: Break Even Point (BEF)

a2 Recurring Gost A
16. neﬁt: i 2o repeatedly, oF for each item produced oy iy
R{!g‘tt a o

survico purformod | tormed 88 roourring cost.
17. I'.Inﬁnn:ﬂunkﬂult . "
A sunk cost i 8 rotrospective (pas
incurped and cannot be pocovered.

18, Define: Implicit Cost
An implicit cost is the opportunity cost that
pither purchases nor hires. It iz the

cost that has already boe,

a firm must give up,

prdor to use factors which it n

opposite of an explicit cost, which i borne directly.
(GTU - May 2q15,

The point at which the company starts to earn profit is termed -'45
Break Even Point (BEP).

20, Define: Margin of Safety

21

Margin of Safety is defined as the distance between the break.ove;
point and the sutput boing produccd. L ~

Deline: PV Ratio
¥V ratio is the ratio of total coniribution to the total sales, which

indicates the profil per unit volume sold.

m—
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Question Bank

PP

1)

2
5

11
12)
13)

14)

What do you mean by ‘Production™ Which factors are affecting tho
production?
Explain the law of variable proportions for production.
Explain relationship among total, average and marginal product based
on law of variable proportions.
Explain the law of increasing return of production.
Explain the law of constant return of production.
Facplain the law of diminishing return of production,
FKxplain the types of cost briefly.
fxplain the relationship betweon total, fixed and variable costs,
What do you understand by direct and indirect cost? Explain with
suitable example.
What is average cost?
What does marginal cost mean? Explain.
What iz incremental cost? How it.. differs from marginal cost?
Explain following Lypes of costs:
{n) Recurring and non-recurring cost
(h) Sunk cost

(c)
Explain ghort run and Jong run costs.

Implicit cost

15) What do you mean by break-even point? What does it indicates?

16) Doline PV ratio.
17} What do you mean by contribution? How it differs from contribution

ratio?

18) FKxplain dilferent methods of caleulating break-even points.
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SW

lain the aesumptions and limitations _af BEPF.
cxplain |

) aplain bresk even sns/E

Chapter 3

Concepts of Markets and National Income

Section - A

a1 Various Types of Market
3.2 Perfect Competitive Market and its Price Determination
N 3.3 Monopoly Market and Price Dumménat.ion
34 Maonopolistic Competition and Price Determination
Yam Oligopoly and Price Determination in this Market
Section - B
: I 3.6 Meaning of National Income
i 3.7 Stock and Flow Concept
i) 3.8  Valuation of National Income
38 Terminologies related to National Income
Section - A
Various Types of Market

e 3.1

Market provides the common platform to buyers and supplers.

Suppliers come in the market with goods and offers at market price. If any
supplicr tries to sale the good at above market price then the buyers will
search for the other supplier from where the same goods will be available

at market price and completes the transaction.

Now suppose, instead of having many suppliers, if there is only one

supplier, than the buyers have to buy from him only at the price determined
by the supplier anyhow, if they are really in need of the goods.



 MANAGEMT Ny

sells only oy,

S
pre fow (e four) sellors who

have made one group (so calje
it, then again the buyer ha,

Now congider that there
particular good. [f the group of these sellors
cariel) o determine the price and not to change

nio choiee to buy at the same pﬁdﬂwrminbd price. -
These throe situations has led to gmergence of different types o

hre markets, which are discussed in the following sections.
3.2 Perfect Competitive Market and its Pricc Determination
[GTU, Dec. 2015; May 2016; Nov, 2017; Nov. 2015|
For the first type of market, there are many buyers and man
suppliers are available for completing the transactions. There is no sCOpi
for increasing or decreasing the price which is determined by the marke:
and hence the suppliers ave forced to sell at predetermined market price

This makes the market ar competitive market.

So; eompetitive market is defined as the markel in which olarg,
numbers of suppliers compete with each ather to satisfy the wants and need:
of a large number of consumers al compeliiive price, .

A market is said to be under perfect competition when following
onditions are fulfilled:
() There are many buyers and sellers in the market,
Gi)  Market has low entry barriers (o the sellers. 86, ahy allrs: sa
enlor in the market, 1
i Costs of goods producing is almost same for all sellers,
(iv)  The goods affered by the various sellors are ]‘Emd}. i s

Concep ts of Markets and National Income 55

Il above conditions are fulfilled than the aetions of any single buyer
or supplier will not affect the market price. For example, in vegetable

B Ep.r‘ﬁeh there are many sellers and buyers. Action of single buyer or seller

have not impact on the marke! price as buyer or seller have N~ -
in the market. Hence, no single buyer or supplier is price determiners, they
are price takers.

Price Determination in Perfect Competitive Market:

In a competitive market, the price is determined by the law of
demand and supply (as studied in the Chapter 1), Let's consider the market
which ig in perfoet competition having above mentioned characteristics. As
gshown in figure, the price corresponding to intersection of supply and
demand is the market price. Since, there i3 no effect of individual entr

or exit of buyer or supplier from market, the market price is the price {o

1he supplier or buyer,

Price

harket Supply

Prive Price is fixed

Market Demand

Quantity Oantity
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Now, consider the effect of market price on the firm's quantity 1 j,
produced as well on the economic profit, For any individual firm, g,
behavior different types of cost is as shown in figure. [ere, the margiy,
cost curve has initial downward slope and then it hs upward slope. Sinc,
the price is fixed, marginal revenue line is stright line coinciding on 1k,
horizontal price line, i

ot P Linit '
l Margng Cost:

. S\ dogrepe Tkt G,
Fric, M / gt B

QHF

j
| Now consider that the quantity supplied by the firm is at the point
of intersection of marginal reveriue and average total cost. Hun cosl is
nqualmtheprimmdhmthaﬁrm-rillmmﬁuprnﬁt’ui‘wonasinule

rupee. Tence, firm has to i
b supply more quantity Lo the market in order (o

Chmwbity

05E thﬂmﬂmumiuqmﬁwmmaMt of intersoction
cost and average total cost. Here, the firm will carn profit dug

Wi Cont
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mmmqmﬁl!“'““udmmﬁd“ﬁiminmtﬂmﬂ

to inc

pmdl.ltﬁﬂi‘l- hoved fi
ully i ng the above curve, re 15 scope o :mprn‘,iﬂq

come amount profit &3 per rule of ecomomics that profit is maximized Wh,
marginal revenus is equal to marginal cost. So, increasing the producy;,,
of goods up 10 that quantity, the profit will be maximum as shown in g,

below:

4 Margprial Cied

rvorn e Totng Cory

v

If the firm further increases the production quantity, then ifs
marginal cost will increases and hence profit will reduce and so the firm
will be forced to reduce the goods of production. !

cepts of Markels and Nationaf fncome
Gltm in price and its effect on economic profit:

i~
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Let's consider the case of price reduction and its effect on economic

i;;‘ﬁl..'ll'l-hﬂ priee is reduced up to the cost of production, the firm will

reduce the production of goods and will cut the costs such that it will not

W loss,

~ Ifthere is further fall in the price due to abundant amount of supply
in the market due to any reason, the marginal revenue will further
decrease. [lence, the total cost will higher compared to revenue generated.
So, firm will experience the loss,

Morwersl Cret

“IF 9
3 E
n;n’.-! P Sy it P
il
i
4
b} Chunisty

Iﬁumgn variable cost at any quantity of goods, than that point is termed
it down point. This point indicates that if the production is still
_..'. 'u;&.d. Lthan ﬁrm will covering opportunity eosl. So, il can be concluded
at the firm's marginal cost curve represents the supply curve for

individual firm.



GINEERING FCONUMICS & MANAGT .,
do ENG, Ly

T et W
kil srpnal Copt

LE BRI it R

o Guariy
3.3 Monopoly Market and Price Determination

[GTU, Dee. 2014; May 2015; Nov. 2017; Nov. 2018; May 2014
In the sccond type of market, where there is only one supplier ane
buyers must have to buy from him only, than in this kind of market, (b
customers have no power to effect the price of the goods fixed by lﬂp;!].]-l.‘rs
and enly supplicrs have full control ever the price. This condition arises due
to absence of other suppliers and hence the suppliers are enjoying the hup:

profit. This market condition is termed as monopoly.

For cxample, if any phﬂr'mm.:eulimf company has the drug for an
incurable disease. Then an patenting the drug that company has only rights
the sell the drugs. So, company is the sole sellér and they are in position fo
determine the price of the product. Buyers who wants to buy that product
has to pay the price decided by the company. Se, monopoly market is
defined as the market in which firm is the sole seller of a product withou!
close substifule,

il'd A

_@E ts of Markers aﬂd'WmmmfInmm &1

Mﬂ“""{“t-"_ in the marke. is credled due o two ways. First ia the
ability of achicving economics of scales and second is the unfair advantage

gained due to having natural or intan

gible resources.

Characteristics of Monopoly market:

Following are the characteristics of m

onopoly market:

()  Thereis only one seller and others are buyers. [lence, the domand
of the industry will be the demand of the firm.

i)
the entry barrier is high for
111

.Bince the monopoly resources are impossible or difficult wo get,

Lhi: competitors,

Buyers have no control over the price of the product.

pifference between Perfeet competition and Monopoly:
; IGTU, Dec. 2014; May 2015; May 2017]

Perfect Competition

Monopoly

_ Firms have no power lo influence
the price Lo its output,

Firm output affects the price of the
product.

“Firme are price ltaker determined

by the market,

Firm is price maker, nol price
taker,

Price line for the demand eurve of
perfect  compelition market s

straight, IL is also perfectly elastic,

| For manapoly market, demand

curve slopes downward.

Porfict mmpq-:l.ir.ivn market are
Tully utilizing their resources. So,
this ‘market is most elficient

market.

4=

Monopoly market firm is not fully
utilizing their resources. So, this
market s most inofficient market.
There is scope of improving the

pespirens utilization.
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J.el's consider the example of firm hnwngmuznupul?r for any, o, As per the rule of economics, the profit is maximized where the
Following table shows the demand and corresponding price :ﬂ‘_ LEE Hiog *  marginal cost is equal to the marginal cost. Plotkinig the: geciih of above
-Qﬁﬁf}; _'T_-_-E-_ 3 1 [ B ® table and cost we get following figure,
e m a0 20 T
e e T “Super-normal”
Prive §, or “economic™
Now, ifthe graph of price vis quantity is produced than, it vy profis
downward, In arder to understand the price determination, it js mw‘“: i
o understand the revenue generation as shown in the table bolg,, |-'T,,: ] AT
¢lear that the demand curve is sloping downward. Further, PVon,
generated with selling of only. ane quantity of good is equal Lo the S‘Pilihg.,.
identical six quantity of good. So, to increase the production is not wi,, Wi
of earning the profit in this type of market. Alse, the Margina "“'-'I'nu:
increases up Lo certaim quanlity of production a_ﬁd th_cn aflor decreasi %
it is necessary for the firm to decide the quantity to be produced g will g
corresponding price.
roduced P60 pooet, o ME T Miargi @\ Qi
| 60 60 60 , s MR
: fﬁ 100 50 10 (410" It 18 Elear from figure that the firm gets maximum profit when the
120 40, an ‘the marginal cost is equal to the marginal cost. Here, one triangle ara is
: . 120 30 0 shown labled “"deadweight loss”. This area indicates that firm is not
% 20 100 20 . 20 utiliging this resources and production is less which is loss Lo the soeieity.
o I e i ) 8o, it is called “deadweight loss".
B 10 Further if wo consider that if ‘the firm wishes to increace the

production up Lo Q» quanitty, as showin in figure, its profit will be P, and
at this lovel the firm is able to outputs allocate efficiently.






[n short run, it can be observed that firms are making Prof
Mmemlongnm,newﬁmsentersm the market to earn profit, Ty, i~ i
certain market of the firm and hence, the demand curve shifts d“"'-'n.,,,t 4
dividual firms. So, the profit of individual firm decreases, ity
Conversely, when firms are making losses, firms in the marke, "
an incentive to exit. As firms exit, customer have fewer options fo, 'L‘h

for in

and hence, shifls the demand eurve to upward. So, again the Wsla.n,
firm makes profit. This process of entr and exit continous till the Mty
attains the equiilibrium at zero economic profit.

By this kind of up and down shift the price ia _ll:lebermiuud by the eny,,

r exit of the firms.

= T el

f__‘d‘_‘l'.‘lE_F[I ﬂf.fl’!ﬂrﬂgtg and National

67

3.5 Oligopoly Market and Price Determination

IGTU = May 2018]
when number of suppliers are more compared to
muonopoly market for same product, now S L

dEPE‘Dpﬂd. WL

neither competitive nor monopaly. Here, there will be competition among
suppliers for same product but there will not be stiff competition such as in
gase of perfect compotitive markel due to less number of suppliers. This
type of market is termed as oligopoly market. Oligopoly market is a mix of
perlect compelition market as well as monopoly market,

In oligopoly market, since there are few suppliers for 8 particular
product, the product price is fixed by forming a cartel. So, buyers have to
pecepl tha price which is determined by the suppliers and henee buyers are
price takers.

In the third case,

Price Determination in the Oligopolistic Market:

Since, the market is mixing of perfect competitive market and
monopoly market, price determination is also combination of both this kind
of market,

In perfect competitive market, there are many suppliers and hence
the price is determined by the competition and in case of monopely market,
only onc supplier governs the market price. In oligopoly market, due to
more than supplier the price is dotermined by the group made by the
supplicrs. This group is called carlel which is formed in order to regulate
the price which can give maximum profit to all suppliers. Cartel takes

colloctive décision of price as well as production which can maximize thi



profit of all suppliers. Decided production level may not fully utilize v,
resources but in order to maximize the profit quantity is fived.

Mostly decision taken such type of cartel is violated in long run 4,,,
to greed and breach of commitment. For example, if two suppliers are rulip,
the market and they decided to produce low production in order to keep by
price high. Ifboth go for less production, then both will earn high profit duy,
to shortage of product.

But on the other hand, since, the one of the aupplmr has unuseq
capaeity, he is aspired to product more production than commitment, Sp,
he is able to earn more profit compared to other supplier. This kind of
behavior can also be obeerved in the other supplier. S0, ultimately high
production of both suppliers lead to availability of more product in the
market and hence price is reduced, So, the profit is significantly reduced
8o, price determination requires perfect collusion of the suppliers in the
market. ; ‘ P 41;.
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ncome Cunnept and definitions

'Mportant macrocconomic variable which
and environment of & country. The level of
come determines the lovel of aggregate demand for goods and

e trend in national income indicates the trends in aggregate
herefore, business decision makers need to keep an eve on
: _t,hu national income, especially those having long-run

5 ﬂle huxil:l.EEB IE'\"-HI.

activities include all human activities which create goods
5 that can be valued at market price. It include production by
prndu.ctmn by firms in the industrial sector, pmdumicrn of goods
% by -the government enterprises, and services pradui:ed by
mt-ermed.lanm, banks and other financial organizations,
3, colleges and hospitals, ete.
I:.e ¢t.hﬂr hand, non-economic antmhea are those which produce
d nervmas that do not have any economic value. Non-sconomic
mclude spiritual, psychological, social and pelitical services,
hmml umumcunhedft'nedmmmofmnnwa . As economic
generate fNlow of goods and services, on the one hand, they
o in the form of factor payments—wages, interest,

money [ows,
Thus,
ts, and earnings of self-employed on the other hand.

earnings and
income may also be cbtained by adding the factar
me
: th& gum for indirect taxes and subsidies. The national inco

' 1'




objects that ha -
*SUGDPreﬁmtumwm Ve not perished

elements
Flows Bt
Tnvestment Debt Infrastructure
Saving Library Databases
and | Aggregate Buildings Antiques
demand &
t and | supply. Cars Py

- important because they are the infrastructures for living and
countries are blessed with large stocks accumulated pyer time.
and outflows can keep the stocks constant. But large inflows and
re needed to keep the vintage of the stocks young as inflows bring along
technology and outflows get rid of bsolete technulogy.
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38 Valuation Approaches for National Income (GTU-Noy, »,,

Valuation of national income is done on two basis: Current Pring e
constant price as discussed below: 4 !

4.8.1 National Income at Current Price
When poods and services produced by normal residents of a couny,

in a given year are estimated at current prices, it is called national Eneoy,,
at current prices. Current prices refer to the prices prevailing during the
year for which estimates are made. Thus it is estimation of goods and
survices produced during a year on the basis of the prices of the samo Year
For national income at current prices, we use same year's output and sar,,
year's market prices. Such data reflect the state of economic affairs of thy,
year bul does not show real change in national income bmmmpnnes keey

1.8.2 National Income at ﬁnnahunt Price Y ;

When goods and services produce by normal residents uf'n'ﬁﬁnlry
during a year are valued at fixed prices, ie. prices of the base ynur it is
called national income at constani prices. Constant prices rofer o thn prices
prevauling in the base year. Every country measures national income both
alcurrent pricos and constant prices but i is the latter which indicales real
change in national income,

i

on changing.:
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o ﬂli':;l‘ﬂlltod to Nationg) Incoms
TU -~ Now, £

: Gross National Product ::;];Jm? RN .
GNP is the most important ang widely used measure of L
It is the most comprehensiye measure of the nation's productive
5. The GNP is defined as the value of a1 finial goods and servicss
during a specific period, usually one yoar, plus incomes carned
rgad by the nationals minus incomes earned locally by the foreigners.

| GNP at market price is sum total of all the goods aiid services
d in a country during a year and net income from abroad.
-H“ sum of Gross Domestic Product at Market Price and Net

I " Net Income =i
. i from Abroad iamees el P“":'-?

The GNP so defined is identical to the concept of gross national
ma (GNI). Thus, GNP = GNL. The differonce between the two is only of

nature, while GNP is estimated on the basis of product-flows,
Imlimat-ed on the basis of money income ows, (i.e, wages,

5, gﬂmt. interest, ete.).

[ g Domestic Product (GDP)

The Gross Domestic Product (GDP) is defined as the market value of

: R L ; and mm pmdu.u:d in the domeslic ¢CONomy dll:ills’ a
of one year, plus income carned locally by the forcigners minus

s oarned abroad by the nationals.
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= wlimﬂfﬂh“ﬁﬂ%ﬂhﬁhhﬂhm}bmiﬂbyhhﬂiﬁdﬂﬂl
kL I?ﬁ»rb! _’&Wnlﬁflﬂﬂmw&“ﬁﬂzthﬂnuh:ﬁlﬂm

'ﬁ.‘ Disposable Income

R i is the income which individuals have left after satisfying all other
'ﬂf_m,,.ma obligations. So, disposable income is equal to personal income
g, minus personal taxes and certain nontax payments. -




—7hat do you mean bY Conapebitive Merker? '
A buyers and many suppliers are in the marj
A oty

Whon there are many : ;

o scope for increasing or decressing the price which is d'““’mini :
o

the suppliers are forced to sell at Mdﬂtﬁrmin‘ r i

't

market and hencd
is makes the market as eompetitive market.

price. Th
o Which law determines the price in competitive markot?
In & competitive market, the price is determined by the law of demy,
e g

g,
hy ik

Mg
",

supply.
3. What do you mean by ‘Monopoly Market"?
When there is only one supplier and buyers must have to buy from R
{han fn his kind of market, the customers have no power to effect 1, F.,:n:
the goods fixed by suppliers and only suppliers have full control over (1, Flh"-
This eondition arises due to gbsence of other suppliers and hence tho sy,
aro enjoying the huge profit. This market condition is termed as monay,),
4. In which time of market firm has no power to influence the priue-hu
s output? I
In perfect competitive market, firms have no power to influence 1

price by its output.
&, Which i
market is more efficient, perfect competitive or monopols’

Why?
Since in perfect iti
pe B competitive market, resources are fully utilized, it ¢
more competitive market,
6.
:"’“ :::’““ mean by ‘Monopolistic Market'?
market where the i
with cach other, Syl T i
market, market condition is called mnnnpﬂlistff:

Conceps of Markets and National Income
- 77
7. What do you mean by *Oligopoly Marker'? [GTU - Nov. 2016]

when aumber of suppliers arc moro compared Lo monopoly marked fo
same prndurt new type of market is doveloped which m:il-hE:
mpem.m mor monopoly. In this type of market, there will be
competition among suppliers for same product but that L
not be stifl competition such as in case of perfect competitive market due
1o less number of suppliers. This type of market is tormed as oligopoly

market.
& Which market is best for healthy competition?

Perfect competlitive market is best for healthy competition.
9. What is the significance of ‘National Income’?

Since National income is the result of all economic activitics of the
pation in torms of money, it is the most important macrocconomic
variable which determines the business level and financial environment

ofa country. Level of national income determines the level of aggregate
demand for goods and services. The trend in national income indicates
the trends in aggregate demand.

{0. Name the approaches for valuation of ‘National Incomo'?
« Mational Income at Current Price

-« Mational Income at Cunatan't Price

11. Define GNP.
GNP ai market price is sum total of all the goods and services produced
ina country during a year and net income from abroad. GNP is the sum
of Gross Domestic Product ot Market Price and Net Factor Income from

abroad.
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al value ol the poverty line conslant aerss I
. : 5, a8 s dong
g parisons over time. However, countries sol their poverty

ent thresholds, making consistent international comparisons

today, mATY [
M:r;mul;ﬁffm spoverty i f"“"‘““";’“"’ il
choices and opportunities, and @ violation of kuman dignity; Tt means lack ult. International poverty estimates are available for low
of basic capacity 10 participate effectively in soctety- _It__p,ufm_; nﬂ-l having :ome countries only. Some high income countrics aleo o
mough to feed and clothe a family, not wi_;q_au#ﬂﬂﬂr.ﬂhﬂm to Eﬂ to, noy tors, but a doliar - a day poverty line is not rolevant, thus not
or a job to earn one’s living, not high - income countries. Such a poverty line corresponds to
poverty lines used in some of Uhe poorest countries.

.ﬁauingmemdmmhichmgrawmkfmd . ,
having access to credit. It means insecurity, powerlessness and exclusion of
individuals, “households and communities. Tt 'W'fﬂ{@@liﬁﬁj{y I
vinlence, and it aften implies living on marginal or fragile environments,

without aecess io clean waker or sanitation’s (LIN - 1885).
Paverty is a socio-economic issue. Socio-economic issues arc factors

that have negative influence on anindividuals' economic activity including:

lack of education, cultural and religious discrimination, overpopulation,

unemployment and corruption, Pu.;mmng‘ little money, little education,
fow skills for the marketplace and a multitude of health problems, nearly
half of all the people in the world live in poverty, without much opportunity
to improve their lives. Many people in different countries live in poverty,
especially in developing areas of Africa, Latin America and some parts Asia.

der to compare poverly across couniries, 8 consistent
anal poverty line must be used to measure poverty, Such a
ne is generally not suitable for the analysis of poverty within a

that purpose, s country-specific poverty line necds Lo be
and the poverty line may need to be adjusted for dilferent

in a country.

statistical facts on poverty:
the world — over 3 billion people — live on less than 2.

' billion people entered the 21* century unable to read a boal
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Domestic LI d ‘
+ The GDP (Gros o I : R
Countries (567 million people) is less than ihewealth 6f the Warlg, own luxurious things, you could still be said to be in poverty when
. 1 arcd to the people

:-hest people combined- : : ple around you, even though you have everythingyou

+ [Lessthan 1% ﬂf“’hﬂtmﬂmld spﬂllt ettt Wag Ty Abzolute rt )

Bh -k Ul ove '

o put every child into school by the JE£E 2000 and yet it didn'; poverLy stays the same, and this could be problematic for
Py snomy, whereas, relative poverty changes i ol i o

. 1 billion children live in poverty (1 in 2 children in'the worlg) By

adequate shelter, 400 million have no access i _hanges in society (food and housing becoming more expensive in certain

R
| greas, more jobs etc)) and furthermore when you compare cross-nationally.

million live without
water, and 270 million have no access to hﬂn]th_sarﬁm_ 10.6 il
died in 2003 before they reached the age of 5 (or roughly 29,000 Chill,

per day}. !

1% ' :

43 Causes of Poverty [GTU, May 2015; May 2018; May 2019)
There are many causes which inereases the poverty in the country.
g are few of the causes which are responsible for poverty.

42 Absolute Poverty and Relative Poverty
[GTU, Dec. 2015; May 2016; Nov. 2016; Nov., 2017)

Poverty is generally of two types: (1) Absolute Poverty and ()

Relative poverty.
Absglute poverty is synonymous with destitution and eceurs when peoply

Tnemployment (or joblessness) oceurs when people are withaut work
y seeking work. The unempleyment rate is & measure of the
; ue'E mﬁ:pluymmt and it is enleulated ps a percentage by dividing the
unemployed individuals by all individuals turrently in the labor force,
a of recession, An economy usually experiences & relatively high
nt rate. Accarding to International Labor Organization repart, more
million people g.lobu!ly are gut of work or 6% of the world's workforce
B o without a job in 2012, This ultimately leads to high level of poverty in the
conl + _&_ummphmaﬂhuphmmmlmmy- '

cannot obtain adequate resources (measured in terms of ecalorics or
nutrition) to support a minimum level of physical health. When people do
not have enough money to meet the basic threshold that is needed for
survival is termed as Absolute Poverty. People Eell;w pnverty line are
facing absolute poverty and do not have enough money to buy food, shelter,
lothing ete. that is needed for survival, - B L

Relative Poverty is the poverty when people are compared t
thers around them, but may still have enough money to survive. It is based
e

, . : ng to relative poverty, if you live in an
OXpengive nashburhmd_ and you have everythin

: g you need to get by, but

1) Corruption |
-1 Corruption in India is a major issue that adversely aflects its
o y, A study conducted by Transparency International in year ﬂn:ru-s
i .'!;hﬂ-t- more than 62% of Indians had firsthand experience of paying
bes or influence peddling to get jobs done in public uﬁwamzwf::rlfu
its study conducted in year 2008, Transparency International ¢



oy,
firsthand experience of paying bribag g k
contact to get 8 job do blic ofice. In 2012, India has ranjcoy -‘1-1--.rlall
of 176 countries in Transparency Tuteousfiossls Compting e,
L dex (CPD, tied with Benin, Colombia, Djibouti, Groeco, yy,,
Mongals, and Senegal. Corupton leads 0 influenco the pepl "
ot descrving the entities and hence poverty in'the sountry s imm“"'in;

about 40% of Indians had
ne In pu

3) High population growth
it ing population has reduced the per capita incomg oy
growing '

country, Hence the standard of living has also fallen considerahly, ;¢ "

: I
counley ignmpnpl_datadnllrgepaﬂal'tha income is spent on consumyj,,
and very little is saved for developmental activities.

4) Inflation ]
The income earned by the poor people is insufficient to buy thepy, e

basic necessities of life and get them even two meals a day. Due to (he lack
of nutrilion they are unable to do any physical work and hence they remaiy
poor. The prices of basic food items are so high due to high rate of inflatioy
that the little income earned by them is just insufficient. |

i} Land inequality and soeial Justice
The fact is that for each village, a few land owners hnlve masl of the

They prevent - i
- which they d:::;m m from happening and just pull all the money
it rﬂr,r.rn!:t since they don't care al] that mm:h-unnul the
; ntnnl;:sthnsimationsmckbmmnfthia.hmi d
s an

incqualities also roflect ghy i
oty huge imbalance of power carved in the rural

-
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.mﬂnwnzll'u ar:d pPowerful presgyre groups
I:; :;: S :;s r:;::l;m great hurdle: landowners. Ever since India's
indePer Ve been on and off the political agenda and
avery tHime successfully thwarted by the efforts of landowners, although
; @mﬂﬁm rightfully as the state hag plans to strip them of their land
irﬂhwt any compensation.
Thm again local officials, working hand in hand with property developers,
_ blw often achieved to expel countless poor farmers of their house without
! .;;'{npém“i““' or pay, or notice. It just happened overnight. But doing that
4o richer farmers would of course upset the power structure in the society,
: w.iﬂmajnﬂ one the causes of poverty in India by creating systemic
. giserimination.
uq‘;.' Less priority to agriculture sector by Government
Gavernment should give priority to the overhauled the agricultural
!"!':dw China gave priority to agriculture sector in 1990s to elevate people
the poverty, India has togive priority to agricultural sector. Butin the
decades Governments gave priority to the services sector (notably
7 msm-am:e. finance, real estate and IT services) rather than
» sector and 2o alowdown the process of economic development.

rovide hundreds of millions of

- Manufacturing sector can literally p
' However the manufacturing

s to workers coming from the rural areas.
or is finally growing, so there are good prospects to reduce the massive
yment and hence tackle one of the causes of poverty in India. But

le of rural areas are left to face the pmblemulpnwﬁr.lnau:mnm
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Thus many experts have arpued =

2 that to make the most out of

Mwﬂmhmmﬂ‘ﬂﬂlmmmmi i in
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e s Hmure: to Reduce Poverty

i
- Though it is very tough task to eliminate poverty from society, but

itmurﬁmdmﬂﬂmmuthyhhn;hﬂmmgm

l}'E nployment opportunities

“m Poverty can be eliminated if the poor people are given the jobs
' to their needs and talents. Self-employment can also be provided
. Government can set up institutions which trains them in some
Gong gnd skills.

.jf:uplmnfﬁs‘rmﬂltm
Agriculture is the backbone of our country. It provides income to vast
bgrufpmqﬂﬂ I'Immthugvvemmmtﬂmldnhnmmmqnlhnd

.&mﬂy on the industries,

ucation
Guwemmant should take steps to spread awareness for education so
the people do not have to depend on others for their income. They can

oct themselves from exploitation by the greedy traders.

tablishment of Small Scale Industries
Covernment nhmﬂddﬂulwmhlndmﬂ'mmmu
“scal industrics to in the backward regions of our eountry. Moreovet s



5) Reduce Inflation o
Jnflation lends to make poor § pa vl vt The EhnL

price level of the country, Government should 5

& stability in the
on the richer clags ,

thcburdunufmmthepmrnndnhﬂrgo more
chould be promoted so that the poor people get the basic nmmmw

al lower price level.

§) Check Population growth !
Huch of the pmblﬂm ufim-mt‘f.j{.’ﬂ.ﬂ I]E mlvad lf ﬂlﬂ I:Iﬂplll&ilnn ':Ir |

country can be reduced to an average level. This will make dmr;,lnpn,%'
plans succesaful and the poor Peopje will have a greater share in the fupy

of the government.

7) Proper Utilization of Resources P
Resources of the country should be uhhﬂ!d pmperljr 8o that v.L-m:l
have the benefits of those free gifts of nature. =i

TG | Jisrr ¢
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Section - | "-u“ﬂmphmnnﬁ

IGTU, Nov. 2018; May 2019}

r 'Whm % 18 nctively searching for fmv‘lurmnh but unable Lo find the

b of the cconomy, It is measured by unemploymment rats. Unemployment rate
mber of unemployed persons divided by the number of people in tho labor
For many of us the notion of unemployment is one of those who do not haw
r, are paid no salary. This is partly correct but not whelly. Buch a notio
largely to the educated people who are not able to find work or -
urban arcas who come to seck employment. Se, unemployment is ve

E'g-pus of Unemployment
IGT'L Dee. 2015; May 2016; May 2017; Nov. 2017; May 20

wing are different types of unemployment in the country:

al Unemployment

. Cyclical unemployment is based on a greater availability of wor
there are jobs for workers. It is usually directly tied to the state o
| . Lower demand for products due to lack of consumer confid
or reduction in consumer spending results in the worl
ack on production. Since production is reduced, companie
ch products may also cut back on workforce, creating yet



W&'ﬁ%

2) Disguised Unemployment o il

There are many instances where iy ?la-.::,lrlpmple Workip, n
e = "“ m“i“’d' In awﬁltm' Su metflhem thha fﬂ.l‘uﬂy ""ﬂ.'urkllrlr
possible that 3-4 people ean do a given work in the f'arm. but. v, iy b
the whole family of say 10 people doing the job. This may b, bec I,

ﬂ'tlil}

people are not able to find employment elsewhere, so "
T,
: Ty

remain unemployed they prefer to do the wark glong with Others,
kmown as disguised unemployment. This occurs when more ),
necessary numbers of people are employed for the specified worl n,':.‘.mj:
unemployment is found in agriculture becavse of the lack of emp,,,
opportunities elsewhere. Similarly disguised unemployment ca, 1, I
in industry and offices as well.

3) Seasonal Unemployment N i

Normally people are supposed to work throughout the year, But g
may not possible for all. In agriculture, work is seasonal even thogg
agricultural activifies are performed throughout the year. During th, peak
agricultural seasons (when the erop is ready for harvesting) more peoy,
are required for work, E-imi.!lrljr, in the sowing, weeding ay

transplantation period more labor is required. Employment therefin _

 imcreases at this time, In fact, there is hardly any unemployment in rurd
areas during these peak agricultural seasons. However, once these seasoms
are over the agricultural workers, eapecially those who do not own land
whose land is not sufficient to meet their basic requirement and the

reman unemployed. This type of unemployment is known as scasond
unemployment,

W" ﬂmmmics', Problems
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;} yoluntary Unemployment

e who are unwillj
peopl : ng bo work at prevailing wage rate and people
- got 8 continuous fow of inpame from their property or any other
i and need not to work, such peapie are voluntarily unemployed.

Causes of Unempln;rmnnt (GTU - Nov. 2017)

+ AT MEANY cause i
There ¥ & which causes unemployment, but following
Jothe major cauzes of unemployment:

47

g

E“ !]]j:arac:c‘

- It is the most important and primary reason for unemployment in
@%auntr}ﬂ Moreover we do not have adequate educational facilities in
aﬁ}mm Poor parents are not willing to send their children to school as
wﬂ,mk that they are a source of income for their family. A greater stress
Eli!lﬂ"'" general education than vocational training, This type of education
ﬂ_‘%‘ﬁpmr job oriented nor skill oriented. Thus the country has a large
W a{?ducated unemployed.

g) Technology

Technology is also a major cause of unemployment especially in
agricultural sector, Machines can perform the job of many persons in a
.ﬁ?p gpan of time and in a botter way. A large number of people became
mlo}red when computers were introduced in our country by Rajiv

Gandhi. Tt lead to wide scale protests from all over the country.

HE
[

ppulation Growth
The employment growth in
the population growth. It has

our country could not keep up pace up
also resulted in underutilization of our



e et ; : gy, I
‘ﬂrl ics' Pro
jnvestments and savings in our coy Btry |, 1,, Blems -

B ptually: iy j
mwbzwm“ the major gectors have [ailed to Providg J'll n | 2 wn.rdl- Seasonal unemployment

et ; i :
= " Hmmm-nhmudbaubenmmmmnm.imiﬁuuﬁh
Social and Culturd facto sbandry, dairy farming, horticult i i
: S i dn s i : ure ete. Cottape industries
W . v N veloped to help them during noo-seasonal periods.

fumily and work at digtant places. In & joint family, individy,), B
ant to spend their life on (k. | WE ,
{gndency Lo neglect work as they w B 1y, h i industries should bo set up to generate employment

other family members.

4.8 Remedies to Unemployment
Though it is difficult to reduce unemployment due 1o ey

sducation system, it can be reduced by many ways:

Liy A
"i

(GTU - Noy, ay

1} Reform in the education system
There should be vocationalization of education. Efforts should

made to shapo the skills of the individuals so that t-hl.'rﬂ" ean be pul 1t
practical use,
2) Population control

India has to put a check on its rising population if it want Lo sl
most of her problem. It is essential so that the additional jobs created do
not fall short of new entrants to the labor markel.

3) Sell-Employment schemes

In India, more than half of the population is self-employed in trade.
transport, coltage industries, etc. llence government should take some
measures to develop self-help centers,
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ity

the available suppy,

e most common ané

without comparable

more readily i
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the name suggests the costs of production rise, for one reason or
and force up the prices of finished goods and services. Dften a rise
L of any gains in labor productivity is what raiscs unit

the economy is booming and sales are strong, It might be called
inflation, because it is oligopolies that have the power Lo set
, prices and raise them when they decide the time is ripe. An
firm often realizes that if it raises its prices, the other major

too without suffering much from price competition from the few
ms in the industry.

ial inflation
! fourth type is called sectorial inflation. The term applies
‘ any of the other three factors hits a basic industry causing
Since the industry in which inflation has occurred is & major
{o many other industries, the prices of their products also increases
\inflation also occurs in that industry. So, it can be said that
lation was started in one sector, it has been propagated to other
s type of inflation is called sectorial inflation. For example, if
» hike in steel or gas, the consumer sectors of stec] and gas will



L H..P'-*'?" a
i
.o of the product 83 the raw Materjy %
pave to incrase (17 "y
uses of Inflation iy
1l GIIGTH Dec. 2015 May 2016; Nov. 2016; May 2017, Mn”
(] Dl!‘
. of inflation: Moy
pallowing are the differeat CAUSES |
1) Unfavorable agriculér S
{adian agriculture is largely dependent on monsoon. Iy
drought or famine the agricul tural production is sdversely affecte “u; :
s price of agricultural as well as. sgro-based. industrial o,
increases. |
3) Hoarding

Most of the wholesalers and businessmen practices hoardy;, .

commodities which leads to inflation.
3) Deficit financing i

If the government resorts to deficit financing in order to mect i
developmental expenditure, then it makes available funds for the grow
of cconomy. But huge deficit financing leads to inflation. o, increase in th
government expenditure in the sconomy,
4) Population and black money

Rapid growth of population causes inflation, Tax is the mo

significant i .
L mmd mam source of public revenue, But, most of the peopk
evagion. It turns intg black money which is responsible for

inflation, It is & i
very important e
developing country like India catse of rise in the basic food prices in

Feonomics’ Problems
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5 quﬂrd revision of administered pvices

mmodities produced j .
Co ; L i the public sector have povernment
- tion of price level, The
qdministratid P el. government keepe on raising prices in

grdar 19 compensate the losses. This leads to inflation.

[ncrease in indirect taxes
Increase in indirect taxes like sales tax, VAT, service tax etc.
inereases the cost of production for the producers. Hence they raise the

6)

prices of their manufactured items.

7) Increase in wage rates
1t causcs the producers to raise the prices of their goods to balance

{heir profits.

4.12 Remﬁdies of Inflation
[GTU, Nov. 2018; May 2019]

 To control inflation measures from Government has to be taken
{hrough their fiscal and monetary policios in following manners:
1) Monetary Measures
._ |, Monetary measures are taken by the Government in order Lo control
inflation. In India, it is implemented by Reserve Bank of India. Main tools
of monetary measures of credit control include Bank Rate policy, Open
Market Opérations, Cash Reserve Ratio. These measurcs are used to
ﬂm full employment, lo maintain a fairly stable exchange rate. to
‘achieve rapid ceonomic growth and promote economic equality, Also, it
reduges the pressure of demand. Monetary measures L0 control inflation

includes:
i

e

b



ublic revenue and public expepg,
nt tools of fiscal measures are Py,
: " -- from th,‘lupﬂ,l-t

, excise duty ang sty
re by the governmen
Productive expendityy,
ment, development 4

on administraue
e inflation measure
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_gico. LODE term includes population and economie planning, Population
ning is used to aware the people about family planning. Eeonomic

é- ing is used to accelerate the economic growth and development of
country:

AT
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fiace Inflation
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mployment, _
on 1@ actively searching fr
mployment, by
ml]ad unemployment, t, but unable tg fing

MIu for Unemploymont?
in the education system

5 . nnammyamnpaﬁnddtima When the price level rises,

1T in the p‘mﬂ“‘ powET pﬂtumi-ﬂfﬂﬂl‘lﬂ}'
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Question Bank
the concept of poverty, Also explain poverty line,
do you understand by ahsolute poverty and relative pmrm:ﬁ

!t arc the causes of poverty? Explain,
as poverty with ite types,

-

Fanother which oy, _' nployment?

alled cost push Ly at are the causes of unemployment?

v pains in laby, .t remedies can be adopted to reduce unamp'lnymﬂnﬂ

and thus raig, lain the concept of ‘inflation’, What are the different types of
tion?

..“ at are the major causes of inflation?

s ll.ﬁ the remedies to reduee inflation?
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Section - A (Money) _‘\h’:
\\
a Store of Value

As discussed in the beginning of economics, a medium of oney
w.asdweiupadtup&?ﬂ! aceept any goods or services, is termeg :Tw
f-:'nnne momr is standard for the whole country, it therehy : :
:rmm:m of & barter system, It is either in the form of eq; S i
avel of money with a person indicates tha wealth - A

109

| o purchase goods and services in an allempl to satisfy
needs and wants.

5.1 Meaning of Money

. . a store of value because by saved money anyone can
finigy

A goods or gervices in the future. Unfortunately, inflation
H[‘m_fl

ot of the money in existence today from serving as a pure store
.o the money loses a significant portion of its purchasing

of ﬂ'm Person

i-\.
mﬂlry !'L'&! ils own mmj'. or mllﬁﬂ!‘. ulat 18 md a
]

& near-perfect store of value.
acts as Standard of Deferred Payment

Nhatover is the debt today, can be gottled in the future by
ng the money and hence money acts as standard of deferred

1_5_2 Fll!le‘timtﬂ n:r Hnner

(G, Dec. 2014; May 2015; g, 2015 May 20
16;

Following are bagi, # Nov. 2017; May 20
4 18]
functiong of money serves

in the future.

| Types of Money - (GTU - Nov. 2016)

" Following are four types of money:

ornme jal Monoy

- Commetcial money is the claim against financial institutions that

1 be used for Lhe purchase of goods and gorvices; Any savings account

de can withdraw credited amount any time from the bank without any

notice. Demand deposit withdrawals can be performed in person, via
sucs or bank drafls, using automatic teller machines (ATMa), or
gh online banking. There are alss various other types of money like
credit money, electronic money, coin and paper money, fractional money
‘ d :Ep-rmnmﬁw money.




2) Commodity Money
" + x d‘ :
) Iammmpm::;l the functions of money. The value of this ki,

tho valuable resources s
[ money mmﬁfmmthavaluau[ﬁmm used for the purpes ! m.mﬂy
o the mit}mﬂhermumand hence such money have intring,

limited by

value, Whangver any commodity is used for the exchange purposes, th,
“-ﬂﬁ hernmes equivalent o the money 8nd is called commodiyy
. ‘ll rhnre are certain types of commodity such as gold coing, beag,
ﬂtmﬂm stones, tea, sugar, metal, which are used as the commodi,

cacncy which is used i DAFLET SYBLM whey,

money.
3) Fiat Moncy ey
Fiat money is the kind of money which don't have any intrinsic valug
and it can't converted into valuable resource. Paper moncy and coins are
the cxamples of fiat money. The value of fiat moncy is determined by
government order which makes it a legal instrument for all transaction
purposcs. Fiat money is the basis of all the modern money system. The real
value of fiat money is determined by the market forces of demand and
supply.
4) Fiduciary Money i
Whenever, any bank assures the customers to pay m different Lypes
of money and when the customer can sell the promise or transfer il to
somcbody else, it is called the fiduciary money. Fiduciary money is
generally paid in gold, silver or paper money, There are chnqﬁu and bank

notes, which are the examples of fiduciary money because both are some
kind of token which are used ns money and carry the same value,

111
Policy
of Monetary Policy May 1)

ary policy 18 the process by whigh (he monclary authority of

the supply of money in the market, To control the supply
st rates are altered. The purpose for change in rates is 1o
 agonor ic growth and stability through controlling the money

cial goals usually inelyde relatively stable prices and low

policy is referred o as either being expansicnary or

here an expansionary policy inereases the total supply of
onomy more rapidly than usual, and contractionary policy
oney supply more slowly than uswal or oven shrinks it,
licy is traditionally used to try to combat unemployment
by lowering interest rates in the hope that easy eredit will
u. into expanding. Contractionary policy is intended Lo glow

to avoid the resulting distertions and deterioration of

lall of Monetary Policy
eontral bank of nation tries to achieve following objectiv
policy. In India, RBl wants o achieve the sam

B

ability harms the economy. By controlling the interest ra!
ity tries to keep the value of the money stable by redue

-ﬁ nd wealth inequalities. When there is inflatory situation



e rate Stability

Lz

nge rate is the price g which homg
th 1,:“;. m;mljny of other counyry, If there is high valatility in
g value, Iorelgn country lngpg jry faith and hence through
money supply exchange rates are stabilisea

+ money supply tight monetary policy has to be adopted ang y;,, country's
{:ﬂl‘bﬁﬂg}- IIS

reduce th
versa.

2) Rapid Economic Growth
It is the most important ohjective of a monetary policy. The monoty,,

policy influznce the ecopomic growth by controlling real interest raie ang
its resultant impact on the investment. If RBI adopts liberal credit Policy
by reducing interest rates, the investment level in the economy cap ,
encouraged. This will speed up the pronomic growth.
3) Balance of Payments Equilibriam

Developing countries mostly faces the problem of BOP. RBI tries 4,
maintain equilibrium through monetary policy. The Bop has two aspecis,
‘nor su:pi‘uu and ‘BOP defieit’. The ‘BOP surplus’ reflecis an excess money
supply in domestic cconomy while the ‘BOP deficit’ stands for stringency of
money. If the monetary policy succeeds in maintain monelary equilibrium,

aols of Monetary Policy

policy uses three main toqls for achieving monctary

1] ﬁ;ﬁupply of Money
: l‘ﬂ- tool is to manage the control of money supply. This mainly
g government bonds (expanding the money supply) or selling
ing the money supply). When the eentral bank dishurses o
ymeni [or these bonds, il alters the amount of money in the
hile simultaneously affecting the price (and thereby the yicld) of
the BOP siiillibriuii can bé achieved. ‘government bonds. The change in the amount of money 1n the
4) Full Employment turn affects interbank interest rates,
Full emplovment refers to a situation in which everybody who wants
jobs to got jobs. However, it does not mean that there is a zers
uncmployment. Monetary policy tries to attain the full employment,
Through effective control full employment can be achieved.

Demand of Money
‘gecond tool is to control the demand of money. Demand for
‘demand for most things, is sensitive to price. For mancy, the

Lercst rates charged to borrowers, Ordinarily, a central bank

onotary poliey by raising or lowering ils interest rato target for

c interest rate. If the nominal interest rate is al or very near

niral bank cannot lower it further. Such a siluation, cnl_ledha

, . :
tra , CAN oCCur, for example, during deflation o when inflation

5) Equal income Distribution

Eeonnmists believe that monetary policy hielps in achieving equal
income  distribution. Effective control through monctary policy, equal
income distribution can be achieved.



olives of Fiscal l’q][w

I1d

(GTu - Ma,y 2“1'?1, Nov,

Managing the risk in banking . _
“ g are the objectives of adopting fiscal

The third tool is to manage the risk within the banking sysie,,
Ranking systems use fractional reserve banking £0 ?U-Wlll'ﬂﬁﬂ the use
money for investment and expanding Wmi’cl"ﬁi“tﬁ" Banks must ke,
banking reserves on hand to handle actual cash needs, but they can leqg
an amount equal to several times their actual reserves. The money lent oy
by banks increases the money supply, and too much money (whether Jey
or printed) will lead to inflation. Central banks manage Systemic risks by
xpansionary EConomic u-::ti?riltg through

2018; May 2019
Pulicy:
jor of Resources

JP#!. D'JJBC!-i?c ﬂ-' ﬁﬂﬂﬁ] Pﬂﬁﬂf iE ta Ensury l'ﬁpld ok <
solopment. through mobilizatioy o nomic

“anfiﬂl TEEOUrDeS,
e state governments in India The

- ; have used fiseal poliey to
5. Financial resources are mobiligeg Shironnl feati
[irect), public savings and private -
mairtaining a balance between & : :
bank lending and control of inflation through reserve requirements.

Thess "standard" supply, demand, and risk management tools keep
market intercst rates and inflation at specified target values by balancing
the banking system's supply of money against the demands of the aggregate

market,

allocation of Financial Resources

ptral and state governments have tries to make elficient
ancial resources in development sctivities such as railways,
, ete. ag well ag in non-development aetivities includes such
torest payments, subsidies, ete. Fiscal policy also should

t the allocated resources sl -l
5.6 Fiscal Policy _[GTU - May 2016; Nov. 2016) : are socially desirable to ensure

551 Meaning of Fiscal Policy

Fiscal policy is widely known as ‘Budgetary Policy”. It is concerned
with the government expenditure and government revenue. It decides the
size and pattern of flow of expenditure from the government to the economy
and from the economy back to the government. So, in broad term fiscal
policy refers Lo "that segment of national economic policy which is primarily

for peneration of goods and services.

to Reduce Ineguality

h dircet taxes such as income tax, rich people are charged
the rich people as well as through indireet on semi-lusury o
:xllrhirh are mostly consumed by rich people. In this way fiscal
o reduce the inequality.

the inflation

introducing tax savings schemes, productive use of financial
Government tries to reduce fiscal deficits In this way

concerned with the receipts and expenditure of central government.®
The importance of fizcal policy is high in underdeveloped democratic
countries since there are no direct methods of collecting the revenue is

available to the Government. So, the Government has to depend on the
state Governments,
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ation i
§) Employment Gener . ible effort to {
The government is making every I e

employment in the country through effectivo ﬁ':; ;ﬁt:ﬁ“ﬁ
warious employment generation proprams, fiscal po Jukg
E}C.P;t:]u::::v:t:;nmlwhcyinhdilhllmhm'. 1 th’““-hq
capital formation 8o as to accelerate the rate of emfmw growth, In jﬂi‘dn :
to increase the rate of capital formation, the iscal policy must 'ha_a['[‘g.% i jding tools enable services such ug gof,
designed to encourage savings and discourage and reduce spending, g

NEe to benefit eve
d build infrastructure thgy Propels growth, S'D'Enﬁir::n;::
B
5.5.3 Tools of Fiscal Policy minimum standard of living for the residents
mwmmmp@qﬁmlmhmﬂmnpgm‘

economy. They are revenue tools and spending tools.
Revenue tools

Revenue tools refer to the taxes collected by the Bovernmant i,
various forms. The taxes can be direct or indirect. Direct taxes are Raxeg
levied on the income or wealth individuals and firms. This includes incomg
tax, wealth tax, estate tax, corporate tax, capital gains tax, soci
tax, ete. Indiroct taxes are taxes leviad on goods and services,
sales tax, value added tax, exvise duty, etc,

Taxes

al security |
This includey



5.6 Meaning of Banking

People need money for day to day life as well as 0 meey fiaty
expenses such as higher education of children, marriage of children, hiiug,
building and even in the old age. Saving of money is also necessary fy, .
age and i1l health when it may not be possible for people to work and .,
their living, but there is a risk of theft or loss of money, robbery, and o},
sccidents, So, people a place where money could be saved safely and
be available when required. Banks are such places where people can doyog,
their savings with the assurance that they will be able to withdraw mon,
from the deposits whenever required. On other hand, if people need mongy
for any sbove mentioned needs, they can borrow money by taking loan,
from the banks at reasonable rate of inlereat,

On deposits, banks give interest, which adds to the original amoun
of deposit. It is a great incentive to the depositor. On the basis of deposits
banks also grant loans at higher rate than deposit rates. From that, they.
carn profits and thereby contribute to the economie development of the
country and well-being of the people in gencral.

The aetivitics carried on by banks are called ‘banking’ activity, It
involves acceptance of deposits and lending or investment of moncy, It
facilitates business activities by providing money and certain services Lhat
help in exchange of goods and servicos, Therefors, banking is an important
auxiliary to trade, It not only provides money for the production of goods
and services bul also facilitates thejr exchange between the buyer and

Central Bank of
India

.
I

atral Bank of India (RBI)

A bank which is entrusted with the functions of guiding and
@ the banking system of a country is known as its Central bank.
does not deal with the general public. It acts essentially as
ment's banker, maintain deposit accounts of all other banks and
B ees to other banks, when needed. The Central Bank provides
 gther banks whenever they face any problem. It is therefore
a8 the banker's bank.

RBI is the central bank of our country. Functions of RBL are

zeller. ed in the subsequent section.
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I3) Commercial Banks ‘ : ; P 1

Co ial Banks are banking institutions that deal with equipment, for updating the 4.
mmerch

general public and accept deposits and grant shori-term loans gpy

advanees to them. In addition to giving short-term loans, t:nmmje_rma} bank,

term and long-term loan to business enterprises as we))

Nowing are different typog o

3 ielancy iy provide
- lm d hF
They also undertake aphee developrment Mmensures Yilg

ghares and debentures issyeq by companies, §
. n case of
of the issue by the pynii. Industrial Finanes

fia (IFCD and State Financ: 2
ir _ . mancial Corporatinng (B¥Cq) are
jevelopment banks in India,

also give medium-
2 home loans to the retail consumers. Fo

commercial banks:

Public Sector Banks .
Those are banks where majority stake is held by the Government of B Banks

India o RBL Examples of public sector banks are: State Bank of India, ' \can join together for fulfilling their common interest often
Corparation Bank, Bank of India and Dena Bank, ete. pative society under the Co-operative Socicties Aet. When a

v engages itsell in banking business it iz ealled 5 Co-
The socicty has to obtain a license from the BB before
busincss. Any co-operative bank as a society is to function
gupervision of the registrar, co-operative societies of the

« hanking business, the society must follow the guidelines
the RBL Depending on the level of formation, three bypes

I’rivate Sectors Banks
In case of private sector banks majority of share capital of the bank

is held by private individuals. These banks are registered as companics
with limited liability. '

Examples of private sector banks are: Axis bank, ICICI bank, The
Jammu and Keshmir Bank Ltd., Bank of Rajasthan Lid., Development
Credit Bank Lid, Global Trust Bank, ING Vysya Bank, ete.
Forcign Banks

These banks are registercd and have their h&a&quﬁﬂ.ﬂn in a foreign
country but eperate their branches in our country. Some of the foreign
banks operating in our country are Hong Kong and Shanghai Banking
Corporation (HSRC), Citibank, American Express Bank, Standard &

Chartered Bank, ete.

ks are oxisting.

‘some banks, which cater to the requirements and provid
ort for setting up business in specific areas of activity. EXI!
A0 and NABARD are cxamples of such banks. They eof®
g o specific area or activity and thus, ave called specialit
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Export Import Bank of India (EXIM bank) provides the Supn :
to the businessman who want to do the business related to expory; -

importing of the products. o : ; ’ m amount is dopagiygg Wi
For starting small scale business unit or industry, small Indyg . of interest is paid, whih ,. e o 2 sy perigd,
Development Bank of India (SIDRI) provides the I::;, are not allowed before the ::r:th st of dopusis,
2 : jeulture or r activiting o af =,
For person who is engaged in agri e Vitice |y Jus funds go for fixed dopogi, the period; Those whq

handloom weaving, fishing, ete. National Bank for A;ricultu“|
Rural Development (NABARD) can provide credit, both short-tarp, .
long-ierm, through regional rural banks,

; i Banki GTU - Nov, 941,
5.8 Functions of ng ( 016y e amily after the expiry of ceriain per
Banking functions can be divided into two types, primary lunetigy, '
and secondary functions as discussed helow:

Primary Functions of Banks
The primary functions of a bank are also known as banking

functions. They are the main functions of a bank,

These primary functions of banks aro explained below,

1) Aceepting Depaosits

type of account is operated by businessmen, Withdrawals are
ed. No interest is paid. In fact, therp are service charges, The
s can get the benefit of overdraf, facility,

: _'-'-:".1- of Loans and Advances

ank advances loans to the business community and other
thu public. The rate charged is higher than what it pays on
a) Saving Deposits ¢ C - e difference in the interest rates (lending rate and the deposit

b) Fixed Deposits d) Recurring Deposits rale) 18 1 it. The types of bank loans and advances are:
4) Saving Deposita a) Overdraft ¢} Loans

b) Cash Credits d) Discounting of bill of
exchange

The bank collects deposits from the public. These deposits can be of
different types, such as;

This type of deposits Cncolirages saving habit among the public.
rateof intercst is low. At present it is.about 4% p.a, Withdrawals of deposits
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a) Overdraft

This type of advances is given 1o current account holderg,
All entries are made in the CurTan

soparate sccount iz maintained,
account, A eerimin amount iz sanctioned as overdraflt which cap e

withdrawn within a certain period of time say three months or 8. Intor,
i charged on actual amount withdrawn. An overdraft facility is grany,y
against a collatoral seeurity. It is sanctioned to businessman and firms.
b} Cash Credits
The client is allowed cash credit up to a specific limit fixed i
advanes. It can be given to current account holders as well as to others wi,
do nol have an sccount with bank, Separate cash credit account i
maintained. Interest is charged on the amount withdrawn in exeess of limie
The cash credit is given against the security of tangible assels and /! o
guaraniees. The advance is given for a longer period and a larger amount
of loan is sanctioned than that of averdraft.
t) Loans

Itizn
- z&n:mlb for short term say a period of one year or medium torm
per five years, Now-a-days, banks do lend money for long Lerm.
Repayment ufmoneycmbeinthgfurmo[ihxtﬂlmenmapmd over a period

nrlmru OF in 8 lump sum amount, interreatin charged on the actual amount
sanclioned, whether withdrawn or not. The rate of §

¥ by discounting or by purchasing bills

of exchange both domage;
estic and foreign bills, The bank pave tha kil amount

y and Banking 125

The bank performs a number of secondary functions, also called as
ha.'nkms functions, These important secondary funetions of banks are
Aained below,

The bank acts as an agent of its customers. The bank performs a

 aumber of agency functions which includes:
a) Transfer of Funds d) Portlolio Management

) Collection of Cheques e) Periodic Collections
L 1 ¢} Periodic Payments i f) Other Agency Functions

8} Transfer of Funds
The bank transfer funds from one
~ place to another.

'b) Collection of Cheques
pots the money of the cheques through clearing section
the bills of exchange.

hranch to another or from one

The bank coll

s customers. The bank also collects money of

Periodic Payments

. On standing instructions of the
nents in respect of electricity bills, rent, ete.

client, the bank makes poriodi
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9

Bank of India Act, 1934 it came inlo existence. Following Iy

independence, the RBI was nationalized in the year of 1845,

The RBI plays an important part in the development strategy th
Gavernment of India, It is a member bank of the Asian Clearing Unjqy, ™
genoral superintendence and direction of the RBI is entrusted with i, 5
member Central Board of Directors: The Governor, 4 Deputy Gmr“"f‘m
Finance Ministry representatives, 10 gnvmumnl-nomiml.cd d.ifm":l“"'ﬁm
represent important elements from India’s economy, and 4 direcigr,
represent local boards headquartered at Mumbai, Kolkata, Chennai g
New Delhi, Each of these local boards consists of 5 members who reprosy
regional interests, as well as the interests of co-operative and indigengy, | p— & Foréx
banks. The bank is also active in promoting financial inclusion policy ang
is a leading member of the Alliance for Financial Inclusion (AFT).

and prescribes broad parameters of banking operations within
o country's banking and financial system functions. Tts ohjectives
tain public confidence in the system, protect depositors’ interest
e cost-elfective banking services to the public. The Banking
Scheme has been formulated by the RBL for effective
2 of complaints by bank customers. The RBI controls the
: ‘: 'gﬁgply. monitors economic indicators like the gross domestic
1!1.-] has to decide the design of the rupee banknotes as well as coins.

The central bank manages o yoach the goals of the Foreign

Management Act, 1998, The objective s to facilitate external

Following are the major functions performed by RBL: payment and promote arderly development and maintenance of

[GTU - Dec. 2015; May 2016; May 2017; Nov. 2017; Nov. 201§ exchange market in India.

1) Currency Issuing Authority janker of Banks

works as a central bank where eommercial banks are
; it holders and can deposit money. REI maintains banking accounts
oduled banks, Commercial banks create credit. 1833 the duty of the
the credit through the CRR, bank rate and open market

ank, the RBI facilitates the clearing of cheques
. ank transfer of funds. T

Under Section 22 of the RBI Act 1934, the bank has the sole right to _RBI also
issue bank notes of all denominations, except one rupes notes and coins,
which were issued by the Ministry of finance.

The distribution of one rupee notes and coins and small coins all over

the country is undertaken by the RBI as agent of the Government. The

gontrol
B, A.l- hﬂnkﬁ"flﬂ b

Reserve Bank has a separate issue department which is entrusted with ihe " \he commercial banks and helps inter-b ST
issue of : tion to geheduale banks.
155 curreney notes. Fuﬂher, the mhgngeg or destroys currency noles ﬁnal'H:lﬂl mmmﬂdﬂ g i " i banks. 1

and coins that are not fit for circulation. last resort by providin



130 ;s ] INOMICS & MANAG T,

. ey ]
supervises the functioning of the commercial banks and take action Baing
it if need arises.

5} Maintenance of Indian Financial Structure
RBI maintains the economic structure of the country so that i o
achieve the ohjective of price stability as well as economic "J'e""’hfpmﬁht,
because both objectives are diverse in themselves,
6) Banker of the Banks
BRI works as banker's bank since it provides funds ai pp.
determined rate to the banks when bank requires cash flow. Further, han,
can earn interest on their cash by depositing at RBL So, in this manner ROl
is banker of the banks. '

7) Supervision of the Banks i

Through different rates and ratios and financial audit RBI
supervises and controls the activities of the banks,

5.10 Different types of Banking Rates

REI, the central bank, one of its primary functions is to control the
supply as well as the cost ol':cradit, i.e,, how much money is available for
the industry or the economy and what is the price that the economy has to
pay to borrow that money, So, RBI has a role to play to control these twe
things because eventually these two have an impact on the inflation and
growth in the economy. For this, RBI has got some tools available in their

hands and these tools are maintaining certain basic ratios or maintaining
ecriain rates.

ET]

: ing are different rates and ratios which plays an
ole in the Browth of pen

e (GTU - Nov. 2017)

a cash reserve ratio. Under CRR a cortain percentage of the

iy #ite has 1o be kept in the current account with RBI which

inks do not ha

A 1"-'”. ""¢ %H to that much amount for any cconomic
mercial activity. Banks can't lend the monay Lo corporates or
0 ers, banks can't use that mongy for investment purposes.
bt ] s in current aceount and banks don't carn anything on
tral bank decides to increase the CRR, the available amount
comes down. The RBI resorts to CRR tool to drain out excess

AGTU - Now. 2017)

Hate iz the rate at which RBI lends money to other banks: (or
butions) without selling or buying any security, The bank rate
al bank's Jong-term outlook on interest rates. If the bank

make a profit by borrowing at a lower rate and lending the
: L.chcﬂﬂlmﬁsthnbankraw.me

'at & higher rate of interes

penk ey hikes its own lending

or from the REI) increnses. It, 1n turm,

i continues to make a profit
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3) Repo Rate (GTU - May 2016; Nov, 2017, ent predominantly in the central government securities
nount banks earn some amount of interest.
l’l'.llel:l-lrlrm:uthnrnttatwhm'htheeentﬂllbnuh“fl“"—'““ji-r}"'lfﬁ-i!mer‘.11 b T
Bank of India in case of Indis) lends money to commercial banks in s the SLE, the BBl can ensure the solvency & commercial bank.

event of any shortfall of funds with keeping some securities with the Ry ful to control the expansion of bank credits. By changing the
The buy backs that security at certain predetermined rate. . 'R.B‘i can increase or decrease bank credit expansion. Also
Repo rate is used by monetary authorities to contrel inflation, In 4,  RBI compels the commercial banks to invest in government
event of inflation, central banks increase repo rate as this acts g s like government bonds.
disincentive for banks to borrow from the central bank. This ultimate,
reduces the money supply in the economy and thus helps in arrestin,
inflation. ‘ R
4) Reverse Repo Rate (GTU-May 2018; Nov., 2017

Heverse Repo rate is the rate at which the RBI borrows money
from commercial banks. Banks are always happy to lend money to the REI
since their money are in safe hands with & good interest.. -

An increase in reverse repo rate can prompt banks to park more
funds with the RBI to earn higher returns on idle cash. It is also a tool
which can be used by the RBI to drain excess liquidity (money) out of the
banking system.

5) Statutory Liquidity Ratio (SLRE) (GTU - Nov. 2017)

Statutory liquidity ratio is the amount of money that a commercial
bank needs to keep in cash, or invested in certain specified securities
predominantly eentral government and state government securities. Once
again this percentage is of the percentage of the total bank deposits
wailable as far as the particular bank is concerned, The SLR, the money
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o Lo Mandgement

s Wml_ .

: Bl pyog Uhit e
Section - A (Introduction to Management) ' dircetion of thingg
o RE d!.ll h'l.l.
agement ent 18 WAINg human 44 physd - Appley
—ons and Concept of Man . ; , veieal ,
6.1 Definitio . AGTU - Nay, 2021 jons units which altain theiy . -::wm 040 dyng i
i} et 7 i “r.mr'hinh has bean applicg sin A and with a high degree of sl ;“ the Balisfucyigy, of
Sy ; i J &n X
anciont time, Management practices have been adopted since the begi,,,. et of those rendering service, i

of civilization and when people started to live together. So, it is clog, thay
management is not an invention of 20 century. .
Since nobody can alone fulfill needs of him as well as of Oy
individually, people are forced to work together to achieve mutual I-H.!n(,ﬁh‘
People works and live together in organized groups and institutions whigh
can serve the purpose of satisfying economic and social needs, Mn
organizations such as business [irm, sporis ‘team, - school, Collegy,
government, army, hospital are working ng o team together to chivg
mutual goals. To achieve these goals, it is cssential to have officijy,
planning, eo-ordination, and proper organization by someone who lead ang
direct the team members, This task of getting results through othery by
effective co-ordination is termed a8 a management. So, in simple words we

‘ = Am:uricuu Soclety of Mechanieal Engineers
ment s the art of knowing what you want to do and then seving

ne in the best and cheapest way. F. W, Tyl
- F. W, Taylor

is to forecast and to plan, o organize o command, 1o

and to mtml.. —HEﬂrjl f"ﬂm

nt is a multipurpose organ that manage a business and
anagers and manages Workers and wark, - Peter Drucker
can define management as systematic way of accomplishing the objectives

t is & distinct process consisting of p!an.niﬁg, organizing,
and proper utilization of organizational resources,

i and controlling performed to determine and accomplish the

6i.1.1 Definitions of Management (GTU - May 2018) e peoee and.mm“ ; E = Te.m
Many management gurus have given definitions of management, M t is the process by which co-operative group directs actions

Following are some of the definitions which can give clear idea about i common goals. ot

management: :

h above definitions, . management can be summarizd 2
process that includes stralegic planning, fixing ¢h

managing tangible and intangible resources, deplaying th
: and measurin

* Management is that process by which managers create, direct, maintain

and operate purposive organization through systematic, coordinated
and eooperative human efforts,

. Hanﬂﬂﬂli - nancial assels needed Lo achieve objectives,



|

%Wm S

143

ity of job

Rati
nbiased assessment for the prometing

Ly,
. (GTU -May 2016, “ H; nal remuneration for worlk performed
gemen e

g1.0 Objectivesof M L onsciously and continualty .,

mmﬂlhm {he organization has g 4 r-a-:n ™ ﬂ Fqual ppportunities for professinng development
orgasiaations. BV ) responsible Person &5 part of BNl cdoptable working conditions
manageraeet l.md s v called managers. Managers axe “munus;}, p Opportunity o take part in the growth of rganization
nmrEEWﬂs:'t:‘e Pw::;iﬂiﬂwhthe prganization, and hatrnes, ; ey b
= :;d";:':’: :::w members of &0 arganization towards attaiy;, the . gacial objectives
ME_B ; . i i .mﬁu:imi:iﬂﬂ'ﬂh:ﬂ“:irflfmt is :fnl. only responsible for elements of
Dbjectives of the managemen % iy, mﬂlﬂtm L as they are united part of (he sacicly, they are alss
| Organizational objectives ible to the society through their products and services. Following
. ore some of the objectives which are required 1o be fulfilled by the
4, Social ohjectives ufpm!-ﬂ-}’m‘

';']. Quality products at [air price to consumers
(i) Organizational objectives
1 s & whole is expected to work for the achiovement of 13,
-I wotives of the organization in which it exists. Organizating|
objectives include:
#) Maximum profits on the capital invested
b) Fair returns to the investors
¢} Growth and expansion of the enterprise
d} Sustainability in today’s competitive environment
¢} Earn goodwill or reputation for the enterprise

by Honest and prompl payment of 1axes 1o the Government
£) (Conservation of environment and natural resources

d) Fair dealings with suppliers, dealers and competitors
‘b]- Preservation of ethical values of the society

£.1.3 Characteristics of Management (GTU - Nov. 2018)
Following are the characteristics of the management:
(i 'lﬂlinagcmnnt is a continuous Process
In today's cver-changing scenario, it is very essential to change
altitude, thoughts, working style as and when it is required. Based on rigid
working ‘stylé it is next to impossible 1o run the organizations. Since,
tvironment is dynamic and changes are on-going process, management
has Lo change accordingly, The cycle of management continues 1o operale

(i} Personal abjectives

0 —_ .
pumization consists of people and they work in the organization 12

achieve the organizational .
goals as well their nal . Personal
i personal goals
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+2d etion for the achievement of gro,,, Roal,

agement is multidis::iplimry
gement is & continuous Proces

i menl has
go long as there 18 L

Lo :
jeve that mana ol with: gy
it is justifiable to believ®

; ; face
PCTINE, mu&m W'.'Thuhw Ls

o Integrative Force of manpowe,

isa
(i) Management 13 force of manpower tg achigy,

Bt of ; :
derived and UraNra,
Management integrates the . and praciieg) k“ﬂ*ibdgufm. : .n it
predetermine hrough co-ordination- Ag we know that ayne, approach involyes g 08 disiplings 4
iried goals b gy TURY eff ] rawing apy, w
better results than the efforts of individuals, eollective o, PRALelY from mlyigy,
provides

" " 5 of ! L) ,ﬂdﬂﬁm problems mutside
team can give better results than the individual ones. So, the Sssengy

ies i i tion of human and other resource, o,
st 040 8 . ent is Intangible
clfective coordination of individual efforts in ;

Unsion o
ll.i t.ll ﬂt ﬂ“menlant £ m ]B ““Ig 15

Management is dorte by people, through people and for peopy g;,
management is concerned with interpersonal relationship gy, i
employer-employee, employee-employee, employee-boss, employe,
society, it is & social process. Many management gurus have focuseq ”
humen as an important factor of the management. As discussed in 1,
definitions, Appley considered the development of people as management

but not the development of things. S0, human element is inevitabls par of
the mansgement

nvisible fopen Theugh it is
3 % ; I’l'bﬂ-l'lb' and highor anthority'y
18 considered 23 intangible gsgy Purther, abilivy of
and hence it canny transferred
minagement is considered s intangible in

arics from Person to person
n to other, So,

ns a systematic body of theoeotical knowledge and it aleo

“mlicai application of such knowledge, Manogement is also s
(iv) Management is goal-oriented - |

Any organization is never established without any goal. The goil

may be monetary or non-mometary, but goal always exists for cvery I sncept of Management

arganization. So, tha menagement has to work in a direction which fulfills ’

the mdnmwmmsmmm measured by the

n:tenltuwhi;hﬂnmmmm chi 1. Thus, "
goal-oriented,

im above ohjectives, it is clear that management has involved
approaches. In other words, management is nol guided by a
e6pt bul number of concepts are governing the management.
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: My
I ts which are intertwined ,, . 'y
il ?'.
W

Fallowing 8¢ the Vs
rnmls'emmh
team
ment 85 &
1 Hmﬂs':mm consists of ll those who ww Wy reEPONsihily,
Manag® el the pfforts of other persons. Thog, MH""TIH
guiding and c00r ho operate st different levels of authority y i
They integrates the human gng ,

ph‘l"gi‘ial
achieve the goals of the {’fEﬂm'znti“n
any

works as 8 team-

activity
Mm‘gnmant as an .
2 P i - activities Pe_rfmbd by human bﬂlnﬂ-ﬁ Elich 6

riting, playing, eatiog, cooking eic. MERAECMERE 13 10 an yeyy
bocause 4 mAnager is one who accomplishes the objectives by directin, {hg
efforts of others. According to Kooniz, "Meanagement is what g Mikita g,

uﬁm‘tl.. Amwd;“i’ to George R. Terry, VI
Em:at:.ng of Pla'l!lni.ng_ organizing, actuatin od
ned to determine and accomplish stated ghices: o
A objective by the
ngs and other resources”, s Process, management,
does”. Management as an activity includes - .
c t is a social process - Singe human factor is most
among the other factors, therefyre management. is
with developing relationship amoeng people. It is the duty
ent to make interaction between people - productive and
ni:l-ﬂining organizational goals,
ient is an integrating process - Management
s the job of bringing together human physical and
resources so as io achieve organizational purpose,

it is an important function to bring harmony between

() Informational activities - In the functioning of businggg
enterprise, the manager constantly has to receive and 4,
information orally or in written. A communication link has 1y p,
maintained with subordinates as well as superiors for effective
functioning of an Enter‘i:ﬁﬂ-

fii) Decisional activities - Practically all types of managerial activities
are based on one or the other types of decisions. Therefore, managers
are continuously invelved in decisions qu different kinds since the
decision made by one manager becomes the basis of action Lo be.
taken by other managers. (o.g. Sales Manager is deciding the media

& content of advertising).
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i) Hanngcmant is o continuous process - Wis w
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[t is ponee

ia s O i
rried with constantly ldl:‘.'hhfying the - Iy e
them by taking sdequate steps. It is an on

I
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sul'l illE 4 pn“.uhl
nagement as an geopomic resource

4y Ma i .
i ., management is
[ike men, machines maney. also gy .

jmportant factor for the prganization. Management occupics W . he
tace in the all other fagtors since it co-ordinates all thesa n]'l‘-!‘nu.m by
place 1

i
vor the erganivation goul, o, ]

U b
ubllinon thoe 45 arhile Bty lilay,

considered as an element of econo

mic FESOUrCes,

B) Management a8 &1 academic discipline

Management a5 a discipline refers to that branch of knowladg, e
is connected (o study of principles & practices of basic admi“iﬂtm[iun %
gpecifies certain code of conduct to be followed by the manager & i
various methods for managing resources efficiently. It as a diseiyy,
speeifies certain code of conduct for managers & indicates varioys g

indicate the possibility of
lar phenomenan after carefully considering varioug

of ieisaging s slarpeise. ‘!ﬁ consequent effeet, Following are the similarities
L nent and science, which supparts the argument that
Management is & course of study which is now formally being taugh S acience.

in the institutes and universities after completing a prescribed course or by ‘acceptance principles
ohiaining degree or diploma in management, & person can get employment
as a manager. To emerge as discipline, the knowledge discipline should be
communicated on common platform through research and publications as
well as it should be imparted by education and training programs. Since
management satisfies both conditions, it qualifies as discipline.

fic principles represents basic truth about a particular field of
hi8 true at every place, e.g. - law of gravitation which ean be
ntries irrespective of the time. Similarly, management
o fundamental principles which can be applied
Principle of Unity of Command which is applicable to

1]
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hser ¥ g i
z h scientific invegg,.

Mfﬁd r.hrﬂliﬂ Ellﬂsﬁ.lglh & ' an art

oo are
iic PP ot earth gous TOURG the sun
T

eient it PIG H |
. s ¢ principles are alg, i i
¥ ment P Bt and
ppsogrchinf of * ﬁmﬂ"'l:"' mAnage . o basey » desired results. An art fify be dag utilization of
eicntifeally P tion and not 001y 018 * Thy by I theoretical prinei ned 83 porsonalized
e enquiry & 00O actical experiences of lyrg, gers al principles for achjoy;
scientifi €714 ﬂ#ﬁm"“m&w NIRRTy of nagement, alter hayi ng best possible
dovcloped through . remuneration Lo personal §, e aving theoretica] k
been iy d that fair elpg i tial that each person cq nowledge of any
¥ I5 o N mana, It i
nagors. 68! Fid B 0L i the sk

mal ﬁi‘mi’ﬁpdwm-kfm‘ﬂ . 2 and hence brilliant Mansgers are il i hft the
. & Fifect Hel:ﬂunnhm AN , one in terms of ability to carrectly g istinguished
e cience lay down ¢aus i SHP betwony . generating alternati - aEmaet tho Hiuation,
Principles of non metals are heated they are expanded, 7, e " matives, soleeting and implementing

earioUs varinhles. £8: ¥ v gl PO [ ve to get Lthe desired resulis, Pollowing are th steniiesc
& result is expansion. o San Il}..':-m.;.nL S ki similaritics
= ML:“F  aliqhes cauen g o selatiomsliin ¢ which supports the argument that

1 also 08 ; . :
therefore 1L 2 Prodictability gcience

of scientific principles ean be tested at any Lime o any
they stand the test of time. Each time these Lests )
larly, fundamental of management can also be tesgey
of unity of command can be tested by comparing
nd one having 2 bosscs, The

Validity
pumber of times 18.
frive same rosult, Simi
for validity: g principle
{wo parsons - ON2 having single boss &
performanoe of 14 person will be hetter than 204,

It ean't be denied that managoment has a systematic body of
knowledge but it is not as exacl as that of other physical sciences like
biology, physics, and chemistry ete. The main reason for the inexaciness of
science of management is that it deals with human beings and it is very
diffirult to predict their behavior accurately, Since it is a social process,
therefore it falls in the area of social sciences. It is a flexible science & that

_rgquirea practical knowledge, so learning of theorics is not
o aFy important to know practical applieation of theorctical
or good painter, the person may not only be knowing
ind brushes but different designs, dimensions, situations
appropriately. Similarly, a manager can never be
L by 'n'i:tain.inﬁ degree or diploma in management; he must
ow how to apply various principles in real situations by
7 e ity of manager.
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- y . | nager to first know the mimm:“:- Samu WY it is oy

" Wlﬁ;ﬂﬂiﬂiw may be mn.m‘ or every 11111:.31' by W yarious manageria| Problemg o UL e gy also apply
,«wwh] i b towards his job. That is why \p, 1'-"r|.| jeme L is combination of both g oy EIE :hy.l

m'; i poe differs from one p-craun Lo angy,, ; P | cleatly reveals (ha, R nd 4 am?nm. The abgyy

and quality ifod painters but M.F, Hussain is FeCORN Y, 'u: ae well as art. It is considered gy , “_l combings featurey of

AR mm-wzl :; anagement 83 an art is also Persong)j,, "0 iy .Er_knnwl‘-‘fdﬁﬂ which containe cmmf““m.hm:use it haz g

puinting s-ml:"m"“ way of managing things based on hig k“‘“ﬂn‘-u " cause MANALING requires copygy,, ﬂ:'1 umw.ml b i

mAnGger h““dl:mannﬂlit!’ that is why some managers gy, i Pt Bl TRt k: :Illa which ary personal

:T::ﬂmh;am not. of knowledge and skills PR ot desl with

B ager becomes successful in ke
Fit] Crﬂtiﬁ:rm has an element of creativity in line. That i5 why he ’ VR
rodﬁv:-'::wmethin: that has never existed befare whisi, ",
at pb. _ stion of intelligence and imagination. Management is alay .,
cambi any other art. It combines human and W

. Y
| he art of 2pplving it Therefore MmanapEmont
v ond of scicnee as well ag an art,

and art are not

. mitually exclusive but they are
o cach other. 8o,

. finally it cap be cohcluded that
Immhinntiﬂn of a seience as woy) as an art,

in pature gimilar 10 !
resgurees in useful way 80 as to achieve desired results,

(iv) Perfection through practice :
Practice makes a man perfect’. Every artist becomes more an jfference between

proficient. through constant practice. Similarly managers learn ._,,. ninistration

their experience of many years. So, it an art which requires COTEI M pigs

practice, r |
Thus, we can say that management is an art and therelore it requireg

application of cortain principles of theorjes,

Management and

_-.-__g: 2014; May 2017; Nov. 2017; May 2018; Nov. 2018;
May 2019]

i also controversy in considering the management and
on s same or different. Many experts make no distinction
Management is a science and an art

) stration and management and use them as synonyms.
Science teaches to ‘know’ and art teaches to 'do’. e.g. A person canl

; writers consider them as two distinet functions:
become a good singer unless he hag Enowledge aboul various ragas and he
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G to Thee [aimg
' i Ay . My Admig;
anagement experts ke Elbourne Unwick ang yy, L f policies, setting of g4 gy 53
The @ L a_-nﬁgﬂlﬂﬂﬂl' a8 synonym Ty 'Lrl i Jor nhmll ng tw
adiisiration *°0 e and y,, g and 1aying down of gy e i
) Py Mikifbeqq;
ly in their works. O the other hand, Schuze sy g s, management involyeg ETAMS ) *ation of
inerchane®® > pese two concepts. According o "l yarious elem Sty i
found distinctio® cleatly understand the gl - thi, i ' __ : s mrdi““ing. ael *ing and bringin
L impm""“t to Tole gf s -. nizationd components whil '-lﬂlmg_ integr &
.. . yorsus those in managerial positi RLET € Slstaip; aling the
.dmi‘uiﬂ.ﬂﬁw Iﬁﬁllms long, Iy gArds somo pm"dﬂﬂrmm,_d ng lhl’_" ”i‘ah!illljl of
Difference betweer Management and Administrag;, " things done through & i Boals. I othet wopg, + - the
Parameter _______jl'_’;_;mg_._?l-—en-t—-———‘ Adminisgrg;: with the —— s, it is ap
”ﬁ_:._mﬁ-_ﬁ Sianagement 5 an art of getting | It s m“uﬂm';.‘?“__ﬂ"“ rmally organizeq
w dane mh others b}' formulation "I'J?E" ree  DELWEER ﬂﬂmin‘ 5
directing their efforts towards | objectives, plans g brgy . i Istration ap "
achievement of pre-determined Policing iy 84 Ba0WR I fable, Bement based o
pals.____ e
Trooses | Management decides who should | Administration 5 —__
uimhnwghouﬁhndut'rt m”shbﬂdmeﬁ iy —
is to be done, When /
Naiure  of | Management is an exceuting | Administration |, = TepLewal
function function. : | decision-making 3 s
thinking function, tod
Sklls Techmical and Human skills Conceptual T"Td_'_lf s .
M‘Im Ekﬂlﬁ- U]n“ E Mllﬂle Li.E|
Applicability | It is applicable to profit-making | It is applicable 1, —— E_
arganization. business concerns alsg i §
Status Management conetitutes  the Mminiﬂtmtign_rﬁ'ﬁ;_'—‘" »
employees of the erganization | owners of the mmﬂ:u Lowar Lenel
who are paid remuneration (in | who earn yolirn om Gu':
the form of salaries & wages). capital invested & P'ﬂﬁls'u:
g v the form of divi , there is ;
Influznen The management decisions are | The a:min.i;:;:;l; —— E no difference betweon management &
: i on TVEry A i
:mm be]ihr the values, | influenced by puhL:': oE manager is concerned with both - administrative
- “!mu;m_‘ﬂ' & decisions of | opinion, govt. palicies, gon and operative management function as shown in the
religious urganiznt.iuTs r'1.r__ the managers who are higher up in the hierarchy devote

ministrative function & the lower level devote more time
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od by Lhe different
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meman
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% [GTU, May 2016; Nov. 201 % M""&’ 20 VM. beam bisliing
i : W, prer,
those who are responsible for cary,;, oul 4 P ey, o
are ; S e -
e gement namely panning, organizing, leag;,, g Ermotinyy ey
i ut'bhcmﬂﬂ d 1 . ) -'l qufmmmnm s
[iinetions gor s given pre-defined role aceording ¢, I g s

naj
[ling. Bach ma J "
contrd izati Lavels of Management' refopg (. i

gerinl positions in an OrBanizay, 1
seg when the sizo of the S ol
L5y

and lovel in the ]
Jemarcation between vaniaus

i manogement increa

ber of jevels 1n ma F
et k force increases and vice Versa, Toe laval of MANagy,
and wor ;

. - 4 chain of command, the amount of authority 4, Slatig
determines
i ition.

: by any managerial posi - ) ; .
enjoyed 111: Jevels of management can be classified in three broag Cal e, g8 necessary instructions for proparation of department

I Toplevel (Administrative Jevel) Management y procedures, schedules ot

2: Middle level (Executory level) Management Agement appoints middie level MANAZers o carry out

3. Lower level (Operative / First-line level) Management, d tasks.

igement lays down the objectives ang broad policies of the
long with strategic plans,

ance and direction

nd coordinates the activities of all the departments.
1) Top Level Hulgemuutl gponsible for maintaining a contact with the sutside

Top bevel managers are the managers who are at the Lopmost echelo .
1n any organization and arc responsible for setting up the mission and
strategics of the organizations. It consists of board of directors. chit
executive or managing director, The top management is the ultimate source

“[‘“_"h"’""l’ and it manages goals and policies for an enterprise. [t devotes

ianagement is also responsible towards the sharcholders
mance of the enterprise.
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jovel managers 8 nagement as they co-ordinate betwogy ,
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UeLigy lry
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: nt link in the s fuy tay 1 day ue
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i 2o ol They devole more time tng.ruuni?_
ruin tho m

c i Livitie
Wiy are responsible for ; g,
; i rio .l iy G e
s | functions. Following functions &re: periormed Midgy, 3 ey Muantity of
(roctiond
dires ) i llﬂtﬂﬂﬂl’y Mmate
managerE

lans of the in sccordance wi, the g,
@ They exceute the P ®tiony
Lop lewel maﬂﬁl'ﬂm“t'

ake plans for the sub-units of the organizay;q,,
They m

™ Suggistions
a i v and
(i) in employment & training of 5 EPpenls e, b hg i, Yevel an higy
(i) They participate in emp L o IVes 0 the ks igher level
management, 8e and puide thi au'h-un-u:]in::n.;-.gI
in policies from top 1o e B
(iv) Theyinterpret and explain policies top ool manﬁgumm L are periodical ropopg ahoug (he SeHorinases of
of the
lower level. S = ;
(v} They are also responsible for inspiring lower |oyy LT * discipline in the enterprise
towards better performance. tes the workers
{vi) They are responsible for coordinating the activijjee Within 4
division or department. nd Role of Mana
: nd | gers =
(vii) 1t also sends important reports and other important da, 06 = (GTU - May 2017
level management.

{viii) They evaluate performance of junior managers,

3) Low Level Management o e

Low level managers are lowest level of managers who report to thy ;
middle level managers, They have to take work from operalors and
workers. They supervise and co-ordinate the activities as per the plan g



— : \ ':Mmmzmem Il
gING ECONDMICS & -, 4
rNEERLNE LGy
ENE ;

diﬁﬂmnt- mETLhE]_.ﬂ_n
1) Technical Skil'

L sligy,
- hich are necessary Loy on
JJls are the skills W
gkills are

1]
shown i figure b L i "ireg M diffapgy, bevp]
*Wig g,
il nd conceptyg) ki : Al the
: ; > % | 1 iy \'“"J-E mr:.um, of
Technical ik performed in 8n organization, Fop L b  human skijj, B :
e« kind af work o ﬂm’m methods of mﬁhuru“" " M“" [
spesific iqor muat kne
jon superisor
proguctio

H":Wlﬂflng
“ually iftipey L o ol
! h'“'ltn
1 of managers, thig skil] pl i
At low leve o
Laehﬂﬂhﬂ'

of
BL each bawe op
its relevant As the level of management changes, the e of gy, ey
; ’ K
important role “mmmlmwma\mﬂaﬂehcarry M“Hg. -EL“
elills reduces ““ i tial that each and ev:::ll““t?f anghr, gy,
— esslnl o on unctign:
day ORI mical knowladgs to koep & €0 "N of gy, =
have
mwdimtgl.

Skilla e bt that j .
. Hm:mm of the characteristics of management that j Peopl

have to deal with people, outside the m“i“*-im =
oriented, managers izations. Managers must have skills o how ¢
well ns inside the n!:!mufpm‘ple- These ekills are known as hum, skilly
interact with 'hj:hh“d.m_ negotistion, leading, motivatiog, Binca all)
which Mui:::‘::z deal with human, all must have ~:a=|:|1mallimnmmu_.,lbe
lovel of man

FOTE

tzhery carelully obserpug da

Fte-day ackivitips ol he
¢ close follow up, O

the hasis of his observations he
anagers play ten types of rales in the capacity of thoje

din to three begad categories as fllows:
for it.

kills

M G skills varies from managers to managers. These gy,

cmgpm::mugh vast experience and own ability to think undpe

":"' mmp:;*;m: Managers need the capacity to understand the overal]

dﬁlmm:th urﬂ:lﬁuﬁm and its environment, to comprehend how parts

: . ‘ |

l| :lmr;:fﬁnﬁmmmhu.mtmdﬂlhhig}ﬂyemnﬂhrm

o 2 : -~ .
level of mangers gince they have to set l.hguukuﬁh: organizations a

1ob




- .- a Management
Eh : . t
AR |

HE - a:;m}: Varigyg SOurces ag wej
pecisions! m::mpmﬂ“" tional roles as discusgeg below: e -
] @ . 18 Handler
o w’mw.mﬂﬂw ger, person is "fq“i-"ﬂd to focus on the information which
g:: H“Wlw him either for his Owp work op ﬂharing with others, The
onl Boles have to be in constant toycy, ¢ P, ';thin role when l'lrE looks g, and collecty information from
s s R il ia8ed o obmervaggy it e e ey ot o s all informatign
Asit ‘ﬁ.ﬂ*’w?p&a:rmlﬂ into three parts: : arca of work, Manag, can eqllact information through
mww:mﬁﬂ‘i" » articles, newspapers, Journals, internet, intranots and
w’?’"ﬂh invalves to act 28 “""“m::::h ::::.. a:ﬂ“'uun. o8- T, for mangers 1o mongyoy e information is very
i E:::-,mm and lower mﬂ;:ﬁmm the decigjny, ur::::
comsidered gs connecting person

g level managers and H:I.'E}' report the X
ties LA lowe
Jevel autherities

ttag ninator
ity. In most cases, middle Joyg
igher level authority.
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Manage, ager on the other side, has 1, disseminate the information to the

the other departmep, °F Organization through geal
ere playing this role. i or written, formally o informally, g, 43 a disseminator
v L:::wh,- default has to serve as a leader for allotteq Broup, Ty, :

the guido of ail the employees working under him. As ang .,
m I:
manager wants his subordinates how to perform; he ajgy has
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ijdwndmhhmmenhlmhwhi&umnhugarhnahphy when i hﬂ; te: ization, declares
he visits phant, handgver certificates tg thn employpes o any opening h _ to opted by organiza o, fec 7
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(iv) Negotiator
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division s i of task makes the workers more effici.y, - or after earning a dogree jn tnemcering through evening
mpeumpmduﬂiﬂﬂ of pin was raised to 48,000 from 10 pins per (.m0 wards employed at the Bethlehem Stoel Works, than
power by machines 14 and devoted his life to the propagation of his ideas

Further with substitution of human
industrial revolution which started in the late 18 century. This loud 1, 1,
emergence of number of approaches to govern the industrics Mg,
management gurus have given important contribution to the developmen

V. Taylor (1856- 1915) was a pioneer who propounded
ific Management (1911) come to be recognized as the
management. Scientific management also called

of the management theories.
Management after industrial revolution can be viewed on the hpgig uﬁn management. s suggosied principles and festures
of three principles of the management: the scientilic approach e management. 1lis main

1} Scientific Principles Approach prove the economic efliciency, through improvement in

7} Administrative Principles Approach
&) Behavioral Approach

fily, He was primarily concerned with efficiency of workers
ilization of machines and other resources in order Lo bring
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i b uation of skill and e . 100 the vighy jgp
up customer ent can be represented jp di b Re.
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jabore® & iples of mansger Erap, peration between mangg,

: 0N andg
SF PeFVisg Soach t HETUBiONS in thg g
Taingg proach to work
employg, , ts and iech
ik iy mern eehnologies gy, |
AKe gy p, Hable, wor
that thy, higher efficiency, Tstbe carried
adopt (), atific mana
G gement not
Dreseribg °nly helped 1 dey

(Continue to plan g .
the work, but use ib tion by Gilberths
workers 0 d Liilian Gilbreth made thei ,
actually get the r tontribution to the —

i husband-wife team. With 11, knowledge

3 related o
8 Gilberths were able to combine the humag element of

ith the technical

work dona

observations. They also noticed the neod 1o
ing conditions and overall

their jobs.

out the experiments related 15 bricklaying work in their

Further, during bis life 43 consultent he contributed towards scicni .
management which can be summarized as follows: FTBoer T whih dhe
1) Time and motion study |

Developed technigue by F. W. Taylor, he observed each job carefully
using time watch and find out the shortest way of doing it. Thus, he

developed the concept of identifying the best of v;a:,r of doing the job.

garried out strict watch of the every motion performed by
kers' were experiencing high level of fatigue due to
ents of the designed work system. They used cameras
%) Differential payment

| motions of the workers. They identified many unwanted
Eificient worker should be given incentive for doing more amount o

med by the worker and suggested to eliminate the same. In
work, Hence, he intreduced differential payment system.
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haoir jobs. otion of workers reduceq the | Lk Aem,
: tion of suggested ™ " Cvo] nt
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[ the worker T lievable extent, Re o .
o b productivity tn unbe AT Tmlﬁ H}"h"'f-lr 1 be divided amang indiyig !
inerea IRCTeASE Fim I, gy
. klaying ability in a day was i 2 Ml Mg, are focused on o, " g
bricklaying Tl trying to identify unwantod "'““inn,- H Erlal ]:;|3,1-|_:":":|‘s of Tiflrp that
- 2 “f Ll-
he ora of motion study _  the,, : speed of they Ehilirg Ligy Fayol This gy,
. T
rried out. Gt he best way 1, Presenteg
. n:'h developed the concept of “Therbligs” to “MProvy Py e humay TesOlrees o :t
e ; lrg;
od ':;mrhh’s:s comprise & system for analyzing the my;,, iny,
methods. identification of individug] mai; .
in performing a task. The iden - : o 10ns, 5, W pts of authority 5p4 L—
: process, was designed (o fing 1 are o
moments of delay in the liminate evon split ey by Fayol as th, Fight 1o givg g tlosely volaeq
p ili ehm <5000 - . “rsand tha
inclficient motions and to utilize or ¥ tls L nsibility invalyes bnmg i n dh; Power fg
B . ©, and js
Ui - with authority, Il ihe Manag P

6.8 Administrative Principles based Mangg,, -

Theories rganization requires ghy; the wor
T il ie L. kors muyst obey the
In development of xdmi:ﬁatrat_we principles of Managemeny, |j.. thier authoritics withay aNY Brguments. Fiarthar

: . they muyst
Fayol and Max weber's contribution is significant as diseusseg bielow:

regulations of the OTgAnization withayt any frecdom,
3 T Fild d.

n of Henri Fayol
6.8.1 Contributio : receive orders from only ono manager lo aveid

(GTU - Nov. 2016; Nov. 2017; Nov. 2018; May 39

Henri Fayol (1841-1925), a French mining engineer and sucous|
manager, developed the theory which is known as administraty
management theory. Like Taylor, he was keen to inerease the emplo
productivity, but Taylor was targeting shop-floor whercas Fayol o
targeting the higher level managors, He developed a broad anali

e efflicient output,

organization should be moving towards a commen

jommon direction,
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pation of individual interest N

g) Subordi -
? The interests of one person should not take priority o, the uctive employees shoulg always be g pigh priority of
[ & i tority
¢ orpanization 883 whols. Mg, tment and Sclecting Costs, as wy 5 Sncreascd
& increase

rates are usually associated wih 1.0
7 Remuncration : TN ith hiring ney workers.

Fair remuneration has to be paid to cach worker cop iy
Iy

such a5 cost of living, supply of qualified per, i,
general business conditions, and success off the b i, |
hr\:“

shoul '
L d take steps 1o Fitourage worker's initiative

yariables,
eving the organization's objoctives,

pmdurl.:i\rir.j.

f) Coentralization
The management must decide the level of dmmﬂ’ﬂ-maki,,g .
It

e nt should encourag, harmony and (oam spifit smong
Fity i.&l. is essential for wﬁ!]'hﬁl.n.g 5

. 8.
{o e given to the employee nd survival of any

fFa}fb'l recommended use of o) communication in clearing

9) Scalar chain
sunderstandings and avoid the policy of ‘divide and rule’

Managers in hierarchies are part of a chain like authgy by sl
manager, from the first line supervisor to the presideny, Posscs '
amounts of authority. The President possessos the most authoriyy, |
line supervisor the least, Lower level managers should always i,
lovel managers informed of their work activities. The existence of

ntribution of Max Weber
Weber, a German Sociolopist developed the bureaucratic
elieved that organizations should be managed impersonally

Lorgy
e firy
13 U.ppl.r

a al-ahr

: : L a formal izati i
chain and adherence Lo it are necessary if the organization | i g ) S S
i

acl, was important. [e thought that organization ghould not run like

suiceessful.
~owned organization. This non-personal, eobjective {orm of
Vo e on was called a bureaucracy.
The management should obtain orderliness in work
through sui b 3 L
organization of men and materials, B suitabl eber believed that all burcaucracies have the following
11) Equity

soment by rules
cracy follows a consistent set of rules that conirol the

ion. Management controls the lower levels of the

All employees should b treated as equally as possible Fad

employee of same ;
g level must be given same amount of opportunity d

. bureau
- ons of the Drgﬂl-'l-'iﬂt
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hy by !pﬁh’lﬂg eatablished ruleg ing Cong; IIEI 4

ﬂlnlﬂhﬂﬂ’s w sl%l:!nl
predictable manner: b

um‘.noll of labor
responsibility art clearly defingg -

is bas:ed on logic and rationality which are
and qualified specialists. The element of a
s a stable and hierarchical model for ap Organization.

Authority and r

sanctioned. Jab descriptions are specified with mapﬂnﬂlblllllug ] ges of Weber's Bureaucracy
suthority. All employees oy G O CATNOR Elen: “M.J:,: | eless, Weber's bureaucracy does have its limitations since it
authority and subordination. ! roles and responsibilities of the individuals rather than on
3) Formal hicrarchical structure rformed by the organization. Its rigidity implies a lack of
respond to the demands of change in the business

An organization 18 organized into a hierarchy of Rithor,
follows & clear chain of command. The hierarchical strucqy,, "I‘r.,.,t
dlincates the fines of authority and the subordination of (), g,
o the upper levels of the hierarchical structure,

4) Personnel hired on grounds of technical competence

Appointment to a position within the erganization is my o on g
grounds of technical competence. Work is assigned based on (he oy oo
and competence of the individual.

ment.
]Q“ Lp ) :
ey .
-known bureaucratic organization is the modern ULS. military.
mple, let's look at an Army division. An Army division is broken
brigades. The brigades ara broken down further into battalions.
are divided into companies, and companies are broken down into

5) Managers are salaried officials

A manager is & salaried official and does own the administera g, 1aclow's Hierarchy of Needs Theory

{GTU - May 9016; Nov. 2017; May 20186; May 2019)

TAhrﬂham Maglow, Americana. psychologist, developed the th‘Eﬂl"_f
i person, He did psychological and behavioral
derived the theory which i
‘Maslow's Hierarch;

All elements of a bureaucracy are defined with clearly defined rol -
regponsibilities and are managed by trained and experienced specialists

L motivation of the
- of the employees and based on that he
s well as valid even today is known as

6) Written documents
All decisions, rules and actions taken b}r the organization an
formula
ted and recorded in writing, Written documents ensure thal thee
is continuity of the organization's policies and prmedu:ea

famous &
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: motivated by needs. Abraham Maslow's Hierarchy of

‘Needs: - Food, water, rest, slegp, shelter

- - Security of job, safoty of life

oss and Love needs: - Friends, intimate relationship
Needs: - Prestige, achievement, fecling of accomplishment
yalization: - Achieving one's full potential

*s Hierarchy of Needs states that we must satisfy each nced
g with the first, which deals with the most obvious needs for
such as air, water, food and shelter. Second basie necd is the
g of life, job ete. Until we are not safo, we are nol motivated
thing. Both these types of needs are ealléd lower order needs

edominantly satisfied externally.

‘when the lower order needs of physical and emotional well-
alisficd are we concerned with the higher order needs of social,
and self — actualization. These needs are termed as higher order
AT “aru predominantly satisfied internally.

Though this theory is widely accopted and is applicable to us even
.--'i: was criticized due to lack ol empirical support.

however, a number of more basic needs, He divided these needs intg five
step pyramid starting from the basic needs of physiological, safety, social
and gstepmn, .
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ENGINEERING ZCONOMICS & MAN A, (GTU - My 18
[ T S Mg ¥ 2017, Nov - ]
— SECTION -A yrganizations fixes the gogy, . Ay 2018)
Bl 1% esgenyig)
- hieve it. Although 1, fix &l ta play the g

, i f Management IGTU-Mm the goal g
7.1 Functions of g t Wm = ay 24 ._ and best procedure i5 ¢4}, developeg the clomeny, of
A person who holds a management Position inside an orgayy;, § So, deciding in advance whag 4, , 1T which g
muuﬂed to l-h'll“k ammgicaﬂ}r .ﬂ_'nd mntept.uall}‘ in Ul'dnlr ta :._:'- : *iﬂ‘tﬂrﬂ'ﬂmib e to ‘wh_?t-ﬂliﬂ‘ 'l"hlh‘q

grganizational goals. Management has to-carry out difforeng funcl
order to accomplish these i
goals: The major
funclions thal & manager
completes can b
categorized  into  five

Planning

ng these gols, managers of

s Plang far short tory duration,
g goals, plans helps Trganization in Eo]]nwi.ngmyn-

1 and lower level management

: - anization securcs the :

different functions : .:"t.he o TesOurces required 1o accomplish the
g TEC] n.

namely planning, - 4 s

Wguni:in‘, Srﬂmﬂ\m ration carry it E.Ct“"l.t]ES 'll'h.'i.l'."h ig ':'UI'ISIIS.I. with 'thl!‘
es of the organization.

leading, and . N :

controlling. ' 6 of activities is monitored and compared with the plan. Ifit i

'lha:';pln.n, then rectilying actions are performed and hence
is not diverted from the goals,

Managers must first plan, then organize according to that g
recruil the stall, lead staff to work towards the plan, and finally evaly
the effectiveness of the plan. These five functions must be perfog

: ce of Plannin
properly and, goal is achieved, this become the reason for organizati E

is very important function for effective management.
o ar planning it is impossible Lo achieve the sot objectives. An
will not have any direction and hence organization will be
.aet objectives.

0, following reasons planning is an pssential part of the

In the sub-sequent sections, all five functions of management
diseussed regarding, nature, importance, coneept, steps and limitaticn
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[.I QCUsEs on th organ !ltil;ll:l.l] m"
]

: in
£ overlapping of Work o, unmta.'-qt!, -
ug o L

" 1 i i i ’ ! II i i 1 m
Planning helps the organizations to focus on urgnlma;?t,mh S Boaly g  success in achieviyg e gt FRets, g, ﬂEFum:
objectives. So; actions of the management are always in-ling with '-ha 1 1 ¥
goals. Henee, planning does not allow the organizations tg deviate g, anning
I m the steps whigh BTe invglygy
goals. £ ¥ 0 plapg:
(i) Provides the direction towards achieving the goals e to e Achlaad T
Plansing draws the path for the organizations and b, which is essentia] g, Plansing 4,
_ [ 5o
organizations' members it is easier to move towards to the right ¢; i mostly done by top Enagemeny L:*EWEI‘ "
] - v hﬂl’
of achieving the goals. ps the middle and lower Jeyy MaNagement in p) bl. i
(iii) Reduces uncertainty ' -
If planning is properly carried out then hurdles of the path gy ) lanning premises
casily traced out and hence for organization it is very easy to prepapg g bith sctting the grals of (s g
4 . i ] A i
advance. Henee planning reduces high level of uncertainty and miniiyja. jput the future is made. Cops dering the o Mg, cerlain
% : & offeet, of by
i o brucml|m

{iv} Ensures co-ordination
Planning establishes coordinated efforts among the members of i
organizations. I{ proper planning is not done, then setivities of department

cle ting their targets and plans accordingly,
\contingency plan

tion made in the previous step may go wrong and ho
and organization members will mesh up and lead to failure in g L nee (ot

organizations. So, planning ensures co-ordination and hence prevent (
organizations from deviating from the objectives.

{v) Reduces overlapping of work n be opted if anything goes wrong. So, organizations

2 gl 3 o i mting lans before assuming afl is set for their
Through cifective co-ordination, duplicating of work is significanth o oy cess Tk

reduced and hence avoids the overlapping of work,
{vi) Facilitates control ;

Since continuous monitoring of the progress enables the organizat
to keep the activities in accordance with the goals of the organizations
llence, planning also facilitates the control.
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(iv) Evaluate and sclect a course of action < : 16g
After identifyving the possible courses of action, tha Roxt 4, s are set b}r the top !

valuate cach of the alternates and seloct the bost action whicy ;. ~ 4 : ement has to foljq,, , o, Midgy,

of premises of organizational goals. s divide the task jni, Tvatiy, play ﬁctﬁ,:nd

(v) Develop derivative plans ek Ay sup.ig, - ing
Derivative plans is the plan which is derived based o, the s Eroupg h“'ng alloegy,

plan decided by the top management. This plan break down the o g i th ruapﬂnmhﬂn}r and g, 1-11 t rehy, T&sk

plans into month wise plan and so on. Derivative plans give clearo m ! is Procoss i

compared to master plan and hence realistic picture is visualizeq, function  inclyge,

(vi) Measuring and controlling of the progress jructure which can g0, " fevelopme of
inally after preparing the plan, organizations have to monito i ' Ij. B istion 7 Omplish the task, if guen
Ll | NG nge. :

progross towards the goals. If there is any change in the iy ' 8 Tor accomplighing ypq target
Clag Cclg,

corrective actions are taken to control the progress towards goals, ' Y ‘be changed, S0, managors must haye th
-]
e ability of different people to accompisy i

7.2.3 Limitations of Planning
Though planning is necessary and very useful for achieving th

of the organizations, following are some of the limitations of the p| an“ : izll_lg
(i)  Planning is very time consuming and expensive process,
(i) Planning sometimes may hinder the functioning of the organizatig

in stable condition. So, organization may lose valuable opportuniti
(ifi) Since planning is based on many assumption, it is difficult to adju

due o sudden change in market situations. : '
{iv) It is dilficult to accommodate unseen change and hence planni

lacks flexibility.

wo essential concepts regarding with organizing:
g is a Structurc of Relationshi p

ion ‘involves a large number of groupe. which can be
cture of relationship. In fact, under the process of
ip between departments, groups and individusls
through the process of communication system with
oper coordinating sysiem among Lhem. 3o, everyone
e Jnth“ welfare of enterprise. Thus, it is clear that

nr.}nu:ﬁnrnd as a structure of relationship.
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f Span of Contro)

wWGINEEDR TG ECONCEMT & 2 - "
Organizing is Set of Processcs

(i) pizing can be considered as g 8ot

concept of oTga : of prog i is prinei
The (umber of activities are involved ungey the 4. 8 i"* o this prineiple, spap ¢ contryg

large i lis g
because & the number of employecs 5p, ki Span f supervigion

a.view to accomplish the predetermined g, "

jzing with- S ! . . “ontroll, .
msn:':ingimulfgs division of works, determination of activitie, , According Lo this prineip,, , Mang - mmumhrh“
g . Ay | T
:f'iﬁ ice, delegation of authority and the establishmeny o § number of employees indor i . h:: Should be g 4
xdination and balance among various departments of individyg) : e taken by choosing either fron, o Wi, decided T,
# 1 . = igE n
ho atiainment of predetermined goals. On the whole, it i5 elear g al capabilities, span of eongpg) iSﬂuﬁm:mw Span, Tageq
: ? mnot be obtained by doing s .3 " :
uhjaci:ws I:I\{|I business firm ca g H-Ell‘g By ;fﬁgalnr Chistia
ining is set Lo be a process. : B . .
| et . chain is a chain of command or Athority which flows from
| 232 Principles of Organizing a chain of authority availabje, tap
|

wﬂﬂagm of TeSOUrees an

GTU, Dec. 2014; Nov, 2016, . Al
IGTU, ; 16; May 5 gommunication is affected, overlapping of worg is aveid aid
L oided g

The prganising process can be dane efficiently if the Managerg
cortain guidclines so that they can take decisions and can act. T, 52
in an eflcctive manner, the following principles of organization cap

i
zation takes place. A scalar chain of rommand [acilitates work
nization which helps in achievoment of effactive results, As
flows from top to bottom, it clarifies (he authority positions

by a manager. ; -
all level and that facilitates effective organization,

1. Principle of Spqchli.ut':lnn

i le of Unity of Command
According to the principle, the whole work should be divided amg -

ihe subordinates on the basis of qualifications, abilities and skills,
through division of work specialization can be achieved which resuly

 one subordinate-one superior relationship. Every subordinate is
accountable to one boss at ene time. This helps in avoiding

elfeetive organization. raps and (eedback and response is prompt. Unity of command aleo

2. Principle of Functional Definition

According o this principle, all the funetions should he eompl
and clearly defined to the managers and subordinates, This can be dog
clearly delining the role, responsibilities and authority. Clarificatios
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several layers of bureaucracy. These businesses often have m il

enGINELR (G ECONUMICS & M2 AAGT :' ‘,’Hnﬂ \
3 ; HEo 7 - hand, if the top ma

+ e ﬂagemmt .
733 Centrnlilﬂ*i““ ad for taking the li{:t!iaiun witk; .

e to the level up to which the deg,. I - n the;
Gunh’h“t:drie organization. Mostly top man:;:n 3 -nmuﬂmnohmhﬁﬁty. Dmemmrﬂgm‘h'
rocess 18 central . ’ e i Ment g geveral indivi . Orpgne. ..
Pmus o authority regarding taking all decisions wigy, thensd h w i ‘lilduala tespongiby, - Eﬂﬁmatmi
a : - = N =i > V i
If this condition exists than the organization is said 1 s ning usingss, Sometime _Ebugm“
auly. ¢h to some problems gy, Wralization of

= Centralized organizational sizustures rely on.one individyg| to g duialn. ares; Ordination, tr
Secisions 418 provide direction for the company. This conditiog existy izl Wapd organizations rely on 5 —_—

ORIMENL 8t diffupapy

jginess. Individuals at each loyg i, the b
S8 may haye

1o make business decision,

L

rganization does not found any person at lower level who is cop, !
a ! - .
{ake decigions. Small businesses often use this structure since thupEtm

% :bla for the company’s business operations. nization is totally centralipeq o totally dweunm'm&

BPI:IIIB B 5 1 ;
S ME, given moatly taken by departmengg) heads ang

Advantages __"Ptmhma are taken by top leve) management,

Centralized organizations can be extremely efficient regyqg
business decisions. Business owners typically develop the compapy
mission and vision, and set objectives for managers and employees tq £y
when achieving these goals.

d organizations utilize individugls with 8 variety of
no .I.adge for running various business operations. A brogd.
ent team helps to ensure the company has knowledgoable

Disadvantages n _-.:“' s to handle various types of business situations

Centralized organizations can suffer from the negative effeets ¢
R!

management layers stretching from the owner down to frontline operatig ) : organizations can struggle with multiple individuals
inionz on a particular business decision. As such, these

difficulties trying to get everyone on the samo page

Business owners responsible for making every decision in the company me

require more time to accomplish these tasks, which can result in sluggisl

business operations. .

,.T-.h‘m centralization and decentralization is

;"i'lwrlmf.
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- 7S Decentralizati ‘ ':up: ﬁ.uulﬂ“t}a tlng dﬂn,g 1 .
— i atlnnv centralizatio
Centraliz n . hera

—————Gontralization Decentralizag o~

takes all decisions | Other levels of Managsr——s
authorized to take d“ﬂi!iv ni

on of authority dep. ds ey
‘ i phi
 is seen that in the owner, Managsq sophy ¢ tap

Top management

& T.FJJ--

ﬂn&% 1 2 i 1:
“Gentralization is only possible 1n :lmhr complex  opui—s authority but in Professionaj), hlerprise therg 1,

stable environment. Awantrah:auon 18 possib), of authority is seen Managed Entorpris,
- t | Authorize 1 Y| =

Sometimes due £9 IMF g take decisi T Aoy . permnnei

peaple, centralization is adopted. B, jent 1

.Fﬁ_.i_ﬁﬁl.—hfa.——-—n—m‘aﬁuﬂm. In MNCs, decentralizs - .::_ ect d““"‘t“ﬁznt:iun e

centralization is adopted. adopted. ] |gwer level more policy of decentralizatiyn of thnm- o

g A 1
' and organization environmey; rity,

e uthonity, no|Since authorized poro

I she, Sbestite lead to | present, opportunitie
i ot H “'I'Ii.l:h- may ] nitieg ca 3 - . M :
d?c:i':: ::::I;:r;wwnjw- event at risk, i be g and - organization  environmen influences  market
-E-—-—.-.—'—'_ W environment, competition. It is the i, of ﬂetumn'm;
jon of authority and centralization of authority,

Factors affecting centralization [GTU, Dec, 29

Following are the factors which affects centralization: management function

- wuﬂlimtiﬂﬂ of authority is influenced by nature and
Sire o the organization, terms of sales number, plans, and numbg tions. Generally functions like production and sales are
cmployees affects the decentralization of authority. It is observes ths )
speed and adequacy of decision making, flexibility and efficiency |
¢nhanced through decentralization of authority in case of very large mu
product, diverse and complex organization. Therefore in larger size
organization, there will be more dispersion of nut]mﬁty .
2. History and age

The size of organization, the degree of decentralization depends up
history and ages of organization. If it is organized by an individual then
such kind of organization, there will be centralization of authority. Bub

;'.md finance, personnel, research and development are

nigues
tion of authority is more when contral technique is good.
om is reliable, there is better and higher decentralization

o the lower level.

of organizational plans
of authority also depends upon dispersion of
s anization has officer af

jans of the organization. Org
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gifforent types located at different p at’s why decentry);., " ate technical and pey o the ehiply
authority becomes RECERSEE of mﬂdildntf! are selectay lh:.“ of pu dart.

orgamization and g, fre
(GTU- N g training ne . . Welecteq
74 iafling ov. uently, job is allocateq Acege pﬂnﬂd 8 starteq g, the

Men is one of the important elements of 4 M |
gufficient and efficient manpower, it i ::H ? _.

o
{s

ding 1 '3
jepartment tracks the eg) : m;te ability of g3
. Based on his F!rfﬁ]'mm ) :‘ﬂ& ihmgh

0 the ealary,

arganization. Without J
run the business. Organization must recruit those employees who }

g meel the ;I'.I.'Dﬂd U’fﬂ'm’ prgﬂ.ﬂiﬁﬁﬂn.ﬂ- ED-HIS, SU. recruitmﬂm Diﬂ]:lm R
person as well as his training is considered as critical for (h, ol

ar is given to the Emph}m.

organization. Further, retention of the employee is very im N
irained people can lead to set back to the growth of the Wﬂ‘“ia:,'-
management of human resources is considered as staffing,

741 Importance of Staffing
Staffing is mjmpqztantfuﬂﬁﬂn of the organization. Sinea wilh

right employee at right place it is impossible to extract targeted work
the machine, Impartance of staffing can be summarized as follows;
() Itincrease production by putting right person at right place,
(i) Through staffing, it is possible to identify the talents of emply

Performance
Appraisal

g / Leading [GTU, May 2015; May 2017)

fiiip Tt prevents underutilization af human resources,
patible and trained staff, manager has tolead the team

inizational goals. The function of leading the people on the

fiv) It helps to identify various sources of recruitment and sel
fv) It brings fresh blood having updated knowledge of technology,
{vi) [t avoids the selection of wrong employee.

llins defined leadership as the essential relationship through
powe y o can influences the behavior and/or setions of ather people.

As shown in figure, man r planning is the base of identifying | 1: e w————

need of specified people. As the manpower planning identifies |

7.4.2 Process of Staffing

work but lacks the motivation.
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o can be achieved throygy, n%h i
19l —— ENGINEERING ECONDS ~ALANAGH M gt onal goals. This Ernchr{mu,a En“"“] inyy
Directing s defined as the issuance of an orders, and Jogg, b o and effective co-ordingyig, . ich g i, a:h::
molivating to execute the orders. It includes to direct the Dty ader. shiyg Ould b ¥y
wowards the new goals through his vision. Directing eapacity - B _
depends on the manager's experience, ‘ éﬁ | v o
Nspeie e : ; ctivities have heen starieg lowards :
1} It is an inter-personal process in which a manager influence ang gf mportant to strictly monity it and ppg "*Mplishing the
sl = wh- " . , the planned time line, Thig o, - W required,
2) Leoder haa qualitios RAmeY inm]h_ganm. e Dl med as controlling, Euntm]l:rg :H P moitaring apg
1 Eeedlit ifimen pnes gmfpl i:&' o el t“.rq ” re e o ance is in-line with the prﬂdictedummn = i
4) Aim of leader is to reach the objectives of the organizations, SET—— Sourse.of etion, |y
L) 5 then it is impagsible

ip is defined. Hence, leadership chpp

icular style of leadershi
5 No particular style ﬂuntf‘-"m"-ﬂ identifics the reasong for deviations of e

.'" ot and hence for future projects it is very easy to rectify
ﬂ-ﬂ same trouble.
ﬁ the nature of controlling as function of

from time to time.
Importanee of Leading
Leadership is very important function of management which ha
to maximize elliciency and to achieve organizational goals. The follgw;
points justify the importance of leadership in a concern,
1) Leader initiates the actions for the goal of organization through effect

planning with subordinates.
9) Leader motivates the people through economic or non-economic, form Slways look to future so that follow-up can be made

#

-':. * 1l
e the function which comes al certain stages which checks
rformances are made are according to plans or not.

‘has to perform this function to check the progress.

or informal rewards. auired because effective control is not possible without past
3) A leader instructs all subordinates to perform their work effectively af k.

efficiently, :
4) Through metivation and involvement, confidence of the emplo ....' mnt.mumlﬂ - meiﬂmn;mmﬂmu

Niiatod thnosigh ignifiosnt Jevel. , sntrolling are two mscparnblel :; i
5) Leader builds the environment through which efficiency of the emple nning, controlling i u;;uﬁmrs controlling and

il rming is useless. Planning

inereases through his communication and command.

__ﬁ
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he deviation is identifiaq —
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lling succeeds planning. So, Controlling is closely .\
contro o

« Taka gfmﬁ 20y
ts,
o "h“'-'l'ih& lookeq

planning.

Process of Controlling

ion involves following g . .'_'. uses and extent of deyia:
. management function inve B stepg, g CA E¥latiopg
Controlling as & MARA )

Brp k
Establishment of standards -t those errors and take Femedia) MeAsurps [y, : Manage,
- Standards are the targets which have to be nchie"'“d in b g here- m“'nlﬂl‘aam
agement. They can also be called as the criterions fo, Judgig,
man 5

corrective
rformance. Some standards are measurable such ag p, of ol

Pgtp“ t and some are non-measurable such as performance of & man

w N

) Measuremaent ﬂfpﬂrfﬂm“m

The second major step in controlling is to measure the perfe

Finding out deviations becomes easy through measuring the o

performance, Performance levels are sometimes Casy Lo meagypy

somelimes difficult.
3) Comparison of actual and standard performance

ing the corrective measures, if
gonformity with plans, the Manzger
‘here the controlling process comes tg

actua] Performance i

a0 revise the targeis,
anend.
portant step because it iz only through taking correctivg

janager can exercise controlling,
.|:'r

Comparison of actual performance with the planned targeis i". : ﬂ-,':.- 7
important. Deviation can be defined as the gap betwean
performance and the planned targets. The manager has to find ,
things here- extent of deviation and cause of deviation Exton
deviation means that the manager has to find out whether the devi; f
is positive or negative or whether the actual performance
conformity with the planned performance, The managers _
exereise control by exception. He has to find out those deviations wh
are critical and important for business. Minor deviations have ta

ignored. Major deviations like replacement of machinery, appointm
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71 Types of Orge [GTU, Dee. 2015; May, 201,
o achiove the established £0als: T tﬂkn‘: iy
_ A phnned goals into resulis, N““‘nm.
aethans “h!fh can ¢ of authority and responsibility, ETOUping o ! lieg,
whdﬂ.l Ewﬂﬂs. This complete process is termed ag urpu_::m“ﬂd
nmwﬂl' ing is considered as one of - the fundamenty) ru“:f
Brsﬂ““r flowed by planning. In order to carry o, "y
management 18 - izations, it is i i ]
pganizing activities of the organiza ‘3« _ rOMred 4 g A
':LrL'fl.‘LU"'-'- which is knewn as organization structure. D"Hanimﬂ
ructure refors to the development of groups, assignment, of Te8pongy.
lo group members, establishing of official reporting n‘l“liﬂ‘nshi.m %
finally developing an inlegration system Lo lacilitate effoetive 008
gystem,
Fallowing are the functions of organization structure:
1) Allocate responsibilities by identifying the ability of the persons
£) Develop relationship through chain of command.
3 Bnsure effective and smooth flow of communication through chanpg,
1) Encourage the employee for initiatives,
9) Take decisions through available data,

L
lig

Pollowing are the different types of arganization structures whh e
existing the business organizations:

1) Based oy relationship
4 Based gn hivrarchy

(Formal and Informal)

huﬂym (Line, Staff and Matrix)

. ement & Organization Structures

203
7, Based on relationship (Formal and Informal Organization)
Tul

Based on relationship, organizations are classified into two Lypes:
mal and Informal,

) pormal Organization
1

This is one which refers to a structure of well. dofined jobs each porson has
quthority and responsibility. 1t is a conseious detarmination by which pesple
secomphish goals by adhering ta the norms laid down by the organization
gtrueture. This kind of erganization is an arbitrary sot up in which each person is
responsible for hia performance. As per rule of “chain of command’, people ia

pllocated work and he has to perform accordingly to completo the goals.

1) informal Organization

A network developed base on personal and social relationships between the
employees within the formal set up is called informal organization. Informal
prganizations develop relationships which are developod on likes, dislikes, feelings
and smotions, Therefore, the network of speial groups based on friendships can be
caliod as informal organizations. There is no conscious effort made 1o have

informel organization. It emorges from the fermal erganization and it is nol based

on any rules and regulations ns in case of formal organization

How formal and informal organizations are related?

Existence of both, formal and informal organizations are impuriant,
Both type of arganization helps in bringing efficient working orgnnization
‘and smoothness in a concern,

Formal organization originates from the sot organizational structure
and informal organization criginates from formal organization, Pormal
organization works independenily, bul informal organization dcp-un&s
lotally upon the formal organization. Within the formal organization, the



gned duties in €o- Operation yyy eﬂﬂ;
communicate amongst Kimtelyon, Therg, hey
. T

& H I'I:I.'Pﬂl.'tﬂ.ﬂt. :
o informol organizations &% 0 When soverg "
formal & for achiere ment of organizational goals, sociy) tin "':‘Jh],_.
work :"":ihg oo informal grganization helps to secure 0y By
to build 47 ; th. Therefore, we can ay oy

be achieved smooti. ¥ thay ¢,

which goals cAf

r"'""ﬂal.
organization emErEes

from formal organization.

LB Pased on hierarchy ut?ucture

As por the hierarchy structure, following are different ype,

. "v'-'lflr.'c VIW Wice Vice
President] {President] [Pres; Presiden (Preside
Region || Region || Region Region
1 2 k] 4
| m— — [ | |
i ‘Emmt“l}mn:l Distriet || District|| District || District
: B || c D E ¥ G

ﬂn%ﬂtl of Line Organization

mﬁmﬁﬂﬂ slructure:
1) Line Organization
%) Stalf Organization
3 Line and Staff Organization (Matrix Organization Sipy, N

7721 Line Organization
The line organization is the simplest organizational N ) .
; 7 : i 1) It is the simplest type of administrative structure,
According to this type of organization, the authority fows from o #

. , 1In these organizations, superior-subordinate relationship is maintained
bottom. This is the reason for calling this organization as sy 21[: P

ss‘:rl:l.:(l scalar chain of command fows from top to botlom. So, unily of

arganization which means scalar chain of command is a part and pareg d || SR

this type of administrative organization. There are dircet vertical links

2 3} In this type of organization, every line executive has got fixed authority
between the dilferent levels of the scalar chain. The line of command fows - =

~ power and fixed responsibility attached to every authority.

R Tl B oot il ok 4) The control is unified and concentrates on one person and therefore, h

l=king place. Since there is o clear authority  structure, this Torm o

izati ean independently make decisions of his own. Unified control ensur
WERNLEtOn promotes greater douiaion-making and is simple in form W

understand, better discipline.



i lear, i T
20b_ -+ pelationships are clear, line ufﬁm“h v oy

il take the decision. This Nexibiliyy, Bive ey,
an can e

.ty
%llq[anli "y
tf
VoS 'l
Jifio et of fixed respensibility and upiy, o .
g Dug to tha [ActoTs ! mahdﬂ
olficints ot take prompt decision.
pemerits of Ling Organization
line oxecutive’s decisions are imple s . hmmm
I Th=| in over-relying on the line officials, 5
resulls

Gineo ling sxccutives are not specialized in any fuhm.iun,‘ ox
2 Sinee ;
Mected in the decisions, 4
vor decisions are taken by the line officials, i, Sariy
3} Whate i
i rong decisions, are carried down and implemoniegd
L j

p‘."l'l.ig_. i

in m""h:nﬁ
n the Sy
Therefore, the dogree of effective co-ordination ig Jogg. "
) The line officials have tendency Lo misuse their authority LT
T

leads Lo autocralic leadership and monopoly in thi Concury,

7.7.2.2 Sl Organization

In functional organization, top positions are aequired by y, e
Lhmughe, ik
has 1o deg) with oy

having specialtics in performing a particular funetion

enterprise, For example, production manager

pruduclion and related {ssues in the organization, Funictiona authorts
are only restricled 1o their functional departments, This helps
maintuining quality angd uniformit

¥ of performance of difforent findia
throughout the entarprise,

qaement & Organization Structypes 207
* he concept af Funetiona) UrEAnization wys Bugpesied by FW.
Mment of specialists at important

Merits of Stall Organization
1) Expert knowledge of functional manager facilitates better control and
‘supervision over the defined functions,

2) Migher efficiency is achioved since limitod number of fun
 poerformed,

3} Dae to funetional manager,
‘throughout the function.

ctions are to be
1t 13 possible to apply uniform decision policy

4} Management control js simplified as the mental functions are separated
from manual functions,

‘B) Bpocialization compiled with standardization facilitates masd mum

production and w costs.



pemerits of 8 ; - :
1} The functional aystem i8 QUIte S Peratiy, Wi
Jeads to poor co-ordination _ it
mﬂweak asa 1.|.rn|:v1'lnarm4:3:;.,1,:1&Imwlrih
number of people. Thus, theps - by e
""-"-Ijllr
o

2) Disciplinary control
person but a large

command. )
9) Hecause of multiple authority, 1018 diffieult to fix ml’“nsihi]it?‘

% the su 13
1) There may be conflicts among pervisory staflof equa) Fank,
may not agree on certain issues. T}‘Y

7723 Line and Staff Organization .
(GTU - May 2016; May 2017, .

Jine and staff organization is & combination of fip, s g
organization. It is more complex than line organization, *"mm‘ding totl
edministrative organization, specialized and supportive activy;,, are
atlached 1o the line of command by appointing staff supervisors it
specialists who are attached to the line authority. The power of commang
always remaing with the line executives and staff supervisors uide, adig
and counsel the line executives.

As shown in the disgram, the highest authority is president why
controls all functional heads. Further, a separate director of products i
e evnk e s prodacts g lne autbosty P
eoftbined structure h.l:pa in ,d:::nms fm?ﬂnh EYDN Ol it o

& effective co-ordination and contnl

over the izati iviti i
~ Orgamizational setivities. This organization structure is calkd
“Matrix Organization'.

ment & Organization Structyy,,
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sample Matrix Organization g Structury
Presiidens
VP-Design IIJI:'J Ifimq MF. e ‘
e | Rsurves

! iﬁ-‘l.l’ﬂntrii Organization
irix organization, experi advice from expert stafl execulives nre
ble to the line executives. This helps in achieving better decision.
matrix organization, the advice and counseling to the line

..,“2“' is provided by stafll managers alzo, So, regponsibility of line
vs is reduced and hence they can concentrate on the exceution

to tlm presence of stall specialists and their expert advice serves as
[ar Lroining to line officials.
gh the advice of apecialized atall, the line executives get time to
ocute plans by taking productive decisions which are helpful for a
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G mm " mw.w e ﬂm“ e .‘, & Org ﬂnlzatmnsbuctures =
{nnovations and go far res 3 Wkt that aidie This j, " hh" i n of Control (GTU

s the presence of stall specialists. Posibl ) e i May 2018)

5) Problem ptpunrm-om as it W in staff i effecy; ¥ reag gpan of control is a span of supervision which shows the number of

§) The factor of specialization whin‘:h is achieved by line e by W that can be effectively handled ang controlled by a single

Mcﬂ_mﬁﬁmﬂﬂsrﬂumﬂﬁpauMMaﬂmu},%‘ﬁu hﬂm X W According to this, a manager should be able to ha dle :t

official to take better and balanced decision. ol s

ﬂmw of employees under him

18 decided. Based on employees decided,
per of levels and managers are determined. There are two
o col: Narrow and wide.

. .In case of narrow span of eontral. the work and authority is divided

3 ngst many subordinates and a manager doesn't supervises and control
) ry big group of people under him. According to o narrow span, the

7 Eifective contral ..-, possible due to supportive m'“’ﬂinatiu,, s types of span
exccutives. i
Demerits of Matrix Organization
1y Since there is dual authority from line as well ag staff
thers are chances of having conflicts between authoritips.
2 The line official get used to the expertise advice uft.he-ataﬁ'. At timeg
staff specialist also provide wrong decisions which the line & m’
have to consider. This can affect the efficient running of the ente
3) In bne and stafl concern, the concerns have tg maintajny
remuneration of staff specialist. This proves to be costly for 5 COnoery
with limited finance. ; .
4) The power of concern is with the line official but thﬂ!t-ﬂﬂ‘dia.}_i_&mit"
they are the one more in mental work,
5 In a line and staff concern, the higher returns arp considered io be
product of staff advice and counseling. The line officials fecl diszatisfied

nqdlfeeliugnrdistrm enters a concern, The satisfaction of ling officils
is very important for effective results,

“fﬁamﬂ%

er supervises a selected number of employees at one time, Hence, it
ult to get effective co-ardination. Further, there are chances that
jon gets distorted and it is difficult to achieve effective co-
o Also, due to this kind of span of control, number of managers
nereases and hence the overall costing of the company increases.

Tprige,
the high

In case of wide span of control, manager supervises and control
= a large group of personsz at cme time. Due to this, better
cation, better supervision and hence better co-crdination is
d;. .L.’Jsu, due to direct contact of manager, it is posdible to get prompt
P . f'mm the employees. In this type of span of control, number of
s Em vequired are fow, 50 n.,emﬂ?;.mg}w. As shown in figure, when
.mntml is wide, i.e., more employees are controlled by one manager,
: trolling 4096 employess, only four level of managers, whereas in case
span of control, for the same number of employees, 7 levels of

OT 0]
[
I'TD

mangers are mum
I "
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E :. k is of repetitive nature, wide spag of supervigion is more
: Members ot each Teve) the other hand, if work requires mental skill or
| : ﬂ:ﬁ'}'}“ p; tight control and supervision jg required in which

is more helpful,

g of authority

the work is delegated to lower levels in an efficient and proper
usions are less and congeniality of the snvironment can be
. In such cases, wide span of control is suitable and the

can manage and control large number of sub- ordinates at

¢ Consideration

nof4: 5 ,
Spancf Pt ol ic considerations also determines the span of control. As we

Operutives = 4,006 Operative
Il'lm.per:fl.m-ebl “B)=1365  Managens (Lovey ) "‘I::ﬂ& that small span of control requires more economie resources and
- rsa. So, when there is problem of sconomie conditions, wide span
oontrol is adopted,

Factors affecting the Span of Contro] e
| ?'Bpartmﬂnmliutiun (GTU - Nov. 2017)
pe tho jobs are allocated to individual members of the
tion, then it is very important to group them in logical way. It 1=
enilial process of creating departments in the organization. The
of erenting departments is known as departmentalization.
Departmentalization is done on Lo bases:

1 Managerial abilities

When managers are capabls, qualified and experiencod, wide
control is always helpful Lo control more number of employags e
2 Compotence of subordinatos |

understanding levels gra
proper, the i
frequently "'iﬁﬂ-ﬂlﬁﬂupﬂ-;‘ subordinates tend (o by 1) On the basis of Function

ors - .
the manager cqp it for solving their problems, In such cases 2) On the basis of Divisions
I8 suitahle, "% Nimber Dremp-h}'ﬂﬂn. Hence, wide span f



791 Functional Departmentalization

8. sccording to functions to he ﬁm-ed out, .r'l'.l_'n:tinhal Betivy
developed and based on that functional departmentalisayjo, ; iy ™
datly in -4l organization funetional departmentalixgﬁun ; Ed‘-‘ht,

s 15 a
Following chart shows 23 funetional departmentalizatin,, i, :

(o= |

tment suflers a Lo,
ob leads to mental fatigue

sons' skills are rostrictod to allotted work
environment, Hliutyp-eu!'depmmentalimlinn does notl work

n Departmentalization (GTU - Nov. 2016)
Lion can structure itself into departments in the following

1 Functional Departmentalization
9] f:mana Departmentalization
8) Product Deportmentalization
:i-ﬂmgraphic Departmentalization

o
| D

Following are advantages and disadvantages of functipny ..['_I‘_ima Departmentalization

departmentalization: b L

Advantages

1) Simplest type of departmentalization

%) Concentrated to the functions of o
ordination is achieved,

3 Avoids duplication of work

1) Person gets gki) in one area, so his respective functional skills are
developed.

nal Departmentalization
\ : ional depaztm;mtaliutbn, departments are segregated on
of functions performed, For example, Production, Finan.m.
Iliaman & Ressurces ete. are major functions of the organization
artmonts are formed accordingly. Here, all activities, which I::
: :mm conpected with respective function are grou
4 make a rospective department.

rganization and gq effeclive ep



Types of Departmentalization

|

Cussomer Time
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i — _
|

Prnc:sinlip:{l:Itqli_en_thalizallun ,-

LRSS

Weaving Dyeing Dijuting

Fr Spiﬂl'lni“E ; |
Lepaieidl. | i_Di'panmmt Department Deparimen

| b e -

Eificiency is increased as specialist work is to be performed by people
. with common skills, knowledge, and orientations.

3 In - depth specialization,

> Effective co-ordination within functional area,

) wnt.ngtzn

Poor communication across different functional arcas.

» Restricted view of the organization.

poess Departmentalization

 In process departmentalization, departments are segregated on the

m" their role in a production process. For example, process

ntalization in a textile mill have spinning department, woaving

g ent, dyeing department, printing department, ete. Iere, all
ties, which are dircetly or indirectly related with spinning are grouped

ogether Lo make a spinning department.

This departmentalization delivers high level of efficient work but on
the other hand this type of departmentalization is not possible to adopt for

i t:.rpg of products.

hc'“-‘—ﬂmﬂ;ﬁﬁ-..- R e e
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¥ 7 ﬂnphic Departmentalization

_ m/‘,memmmw%%l%

o) Product Departmentall

i) hic departm izati
i gographic departmentalizag .
s departmentalization, departments are S In geofTaRRI Pfl. Separate departments are made on the

&l company's location through branches op offices vstablished at different

Riteg !
. ct produced by the company. He O s pa#it It
basis of type of produc et T VR gy, be s or places in that area. For example, 4 large company may oper
~ mwmb]f for p ucing an BE‘HH'.I.E "he l? Jdua] poe= ] ' L al ¥ ate ghhti]'f
Jopartmen e of ite different zonal departments established on A country basis. Each part

assigned to them. In automobile manufacturing company, departy,

a two-wheeler department, three-wheeler d“"“ﬂmem, Inurtnu by,

department, heavy motors department, etc. exists, whjcp, mﬂnu-:l

vohicles such as motorcycles (bikes), auto-rickshaws, cq,., by Hetiunyg
' busey

g

Betivigyy,

z aress have different requirement or interests, Marketing a product in
estern USA may have different requirements than marketing the same

uct in Southeast Asia. Market area is broken up into sales territories
jike Northern, Southern, West, East, The Salesman appointed for each

e

urucks, respectively, Here, inside an automobile Company, sy
which are directly or indirectly related to car ma.nul'&cturing %
together and assigned to four-wheeler or car department,

\erritory repor to their regional or territorial manager, These manager

'.pin reports to the sales manager who is head of the sales department.

LGmg;raphi: Departmentalization |
o |

=i

s i et

ﬁfﬂ?’ﬂ#‘!@i’?ﬁm?aﬁzaﬁﬂ

4] - S 0 T s 5k SFlisn

gL L2 = : ey
D : | sy NorthZone | | SouthZome | EastZome West Zone
| BETET s s mpu-un:m__; | Department j Department Department

 Two Wheeler Thre‘WheI[ | s
| Two I e 3:1 I'arr (an"ﬁ-’heeler!  Heawy )y

| ! L=y

a_l

Advantages
=+ Better undorstanding of regional market and henee effectively serves

Advantages
- Allows specialization in particular products and serviees
=+ Managers can become experts in their industry.
=+ Closer to customers,
Disadvantages
~+ Restricted view of the organization,
= Repetition of work in each department.

_ the need of the society
— More effoctive and efficient handling of specific regional issues il

Arises.
) Disadvantages
-+ Branches are isolated from main organization.

"~ | - Repetition of work.
0 &y Difficult to eontrol the activities of branches.
-» Requires continuous or daily reporting to judge the work.
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o5 of such organizationg mclude, hospitals,
¥, and 20 on,

entalization
5) Customer mﬂ“ﬁm'_ﬂi“tiun, departmeny 8o g,
In customor

S s "
E%atg | g |
jroups of customers £0 be handicq o, dealt gy Time Departmentalizatmn i
; or : % i
i hasis nfifp'u'“m be elassified under types Such gy ingy li“ﬂa] e
pxample, customs: inland or domestic customars, bulk reh. . P —
T8,
foreign custome

ers, retail customers, ete. Each groug, of cug
wholesale cuslom

h ; Evening Shify Night Shift
ies and strategics 10 handle them botter, lon,,, - artment . Department
deffarent. “Laotien lization serves thig p, y —t T —— Ra = e
g dopartmentaliza Pose,
appraprinte customer
Departmentalizatioy, |
L cmh:l‘r_ _"‘_""'::-_:'___“_—“_
L | e |
Depiriment by | i haadle I b Tty
Foro i | (Dot e Wholetsle Cutomers| | Rt G,
fdvaniages
-3 Mmuwiueiaprm-idedmthuwﬂomm
-+ Custamer satisfaction is highey, J
Disadvantygey
~+ Ropetitian of wark,
 Restricted vigy, of the OrEankn g
) Time ﬂawnmnntali:ataon
In i ek
. n i.lmn dwmﬂ‘&hzmun. dem[-tl'nmta are SegTegated i
baaluufihjl'r.urnwk For an o ample, 4
Might whi Morning o E8 can be Made baged g
OF g, i : v :
*"“""‘%Iimim : Bular ghify CVening ship “te. This moghgg o o 0N

Peitidy E"hﬂtuum sen lmnq thnw,- OrEanizations why

hotels, airports,



Chapter 8
Organizational Culture

Concept of Organization Culture and its importance
pd Attrib“tes to Culture
g3
| 8 : gffect of Culture on Management and Employees
&/’-\
; concept of Organization Culture and its Importance
B

In today’s world, the success of organization depends on not only
ochnologY adopted n the organization but it has been revealed that
«culture” plays an important and most significant role in the success of
ihe organization. Organization culture is invisible guiding tool for the
srganization and individuals tend to become more aware of their

srganization’s culture when they spend more time in the organization.

Schein (1985) defined Organizational culture as, “A deeper level of
basic assumptions and beliefs that are shared by members of the
organization, that operate unconsciously and define the basis

Yaken for granted’ fashion an organization’s view of itself and its

environment’.

In simple terms, organization culture refers to a system of shared
assumptions, values, and beliefs that directs the people of organizations
about what is appropriate and inappropriate behavior. The behavior,:

attitude and performance of employees and management is directed by the
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mm between organizational eultures and company performance,
'ﬁ'ﬂ' ny performance indicatora, namely revenues, sales volume and market
- ﬁ"ﬂ' are positively corelated with culture of the arganiation other words, just
ﬁ ing the “right” culture may be a compatisive advantage for an organization,
: l'!:ndﬂfm “wrong” culture may lead perlormance difficulties, may be
- onatble for organizational failure, ang May act as a barrier preventing the

'; o i ny from changing and taking rigks.

, ﬂ_-_'__mmmmmﬁm o

Though th bebavior of an Individal may vary dopeyy,
L F i,
< hinking in the same culture. P
W :

Importance of Organization culture |
da gty eskina sy 080 iy
biggest Liability, In fact, it has bEEnL'a_rsund lhﬂtnfr““_’“l-iun; = hn%lu
rare and hard-to-imitate culture enjoy a competitive adyg Ao
of Bain and Company (2007), most of the businpss leadpy, g
organization culturs a5 most important directing elemont for gy, Blicegg, r
organization. Well-structured and ethical organization cultyyyg SUPBOr .
orgauitation: 2k (e Eokn of-ems wanl saioys tho siissaas o the Limg o

suecessful venlure,
Organization eulture serves as an effective Contro| MeChang,,
dictating employen's behavior. Culture is more powerful way ufmntmj]jhg
ond minaging employee's behavior than rules angd regulations the
organization. For example, when & company is UIYIng to improve the Yuality o
Hs customer sorvice, rules may not be useful, particularly ag ¢, Problom, .,
custemar is different from others. Creating o eulture where customg, S0TVirg
high privrity, can lead to achieve better results by encouraging emplayees g b,
&= customers. Keoping the customars happy is preferable 15 other CONCorns, oy
luatjhg the eost of a refund. Therefore, the ability ¢g understand gn, g e

b
Ky

vels of Organizational Cultyrg

As per Schein (1996), cultures are deep, seated, pervasive and

ex in nature. Organizational culture consiste of some aspects that are

ely more visible, as well ag aspects that may lie below one's conscious
gs. Schein divides organizational eulture as eonsisting of three

ed levels, namely Artifacts {Bymbols), Values and Basic

Basic underlying
_ assumptions
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ic underlying assumptions might gap,, how team members
social situations. This layer ig the poq inner layer of an
on's culture and is most difficul; 1, change,

5 Artifacts and Symbals - 4
The auter layer of Schein's model is the artifacts and gy
a product team this ean be user stories that are visiblo et

el ; yai

hoards or in the software of the organizations, Artifacty and Eyltﬂm.] Iea)
B

an

also statements representation vision or mission of the OTBanizay;,,
wobsites as well as on the walls of organizations. Artifapyg rg ""iﬁhg,;,m
slakehiolders of the organization. These are clear signals of 8 teap, ey Iy

in & user-centerad way.

i] In__ﬂ:_r

putes to the Culture
n organization's culture consists of the vajyes, beliefs, attitudes,
riors that employess share and uge gp & daily basis in their work.
nization culture determines how employees describe whore they
gnd how they sce themselves as part of the greanization. Following
- attributes which describes how the culture is within the

¥ Values
The middle layer of the culture is the layer ut"vajqu'rmmhn“ rganization
a concern with the team's way of expressing strategies and goa, g P {lignment with Goals of the Organization
arifact and IS are ot Just uficleat for e dovelopment ot g, organization, where culture of organization s aceepted fully, the
Employees wito are either new o the organization or whose valuy, are ngg employees of the organization is fully aligned with goal of the

tion. The engagement of the employee is at very high level and
 they are highly dedicated to achieve the goals of the organization.
s enjoys to work willingly even after the schedule time.
B organization where the culture of the organization ia weak,
pemont finds difficult to achieve the poal because (here is divergence
goals of organization and the eflort of the employees.
Responsibility Lovel
x e organization where the employee accepts the responsibility and
e the ownership of the organization, the growth of organization is

eligned with the culture of the organization faces difficultipg, Whila hiring
new employees, due cere is required to make sure that the Potentiy
eandidate bas similar values. The values of new team mombere —_—
closely aligned with a team's existing values in order for ¢
continue working from the same core set of values,

Etﬁamu

¥ Basic Underlying Assumptions
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ad
Ratio
3. High Employces Retention . . ,
Organiation having high employees’ TElention ratio depie, thay
organization cultureis highly adopted by the employees, Loy, ¢ ;
of the employees indicates that the culture of “rMimriu:i
integrated in the bload of employees.
4. High level of Toamwork
Organization having strong culture, integrates
cach other and promotes them to do work in teams,

towards Lhe organization is very high, They align their goals
jves with those of the organization ang feel responsible for the
A-being of the organization. Ag g reward, their efforts are
I i by the management ang
ns or by position, they feal
) cultures,

suitably rewarded either by
immense job satisfaction, In such
the employees ara committed to achieving their
» have a positive effect on the overal] performance of the

is

%lﬂ- dc“].npa t}h: il [
o toam work among the employecs and endorse
the same vision and mission,

organizations where managers are not facilitators but

) rs, employees live with fear and disturbed mindset. Since they
5. Willingness of Others to Join the Organization ; , involved in the averall organizational goals, they do not

- 3 H b thE" a
When the organization has good reputation and creditahi) the “"Pl"'i;“f"“’ "3::1 1:';:31:: and hence are r.mt. Tmltr;
culture, other people from outsider are aleo willing to join tha g g them. Ultimately & to develop conflict botwesn

' izati i health of
This tendency represents well accepted of organization of cultyre itk : n.[ the organization and hence it affects the overall th o
' the emplovees of the organization. ration.

Apart from these attributes other attributes
communication with stakeholdors,
seniors, fairness with employees or
of the organization.

that every employ, h. |

ity of ik
mniﬂ&tini

nizn!.iunal culture to a larpe extent determines the
of the employees. Therefore, it i= in the ‘interest of
Itiuns Lo climinate negative factors that slow down employee

like employeq behawiy,
trust on other employees, Tespey yy

same lavel pte, represents (e
* culty N .
> ance in order to foster a pgmtnre workplace environment or a

tive organizational culture.
&3 Hffect of Culture on Management and Employces

Organizational culture provides thie

| basic framewark for behavigr
of employees in their workplace. Dependin

£ on the type of cultyre created

considered an
the organization, employes
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1} Explain the concept of culture. Also, explain why
; , eul )
important role in the development of organization. ture Play, .
#)  What are the attributes which dovelops the culturas
re?
el How culture affects the decision taken by manage
at different levels? ey

- -:"-:.. i E
I 5 & Hﬂanfu'- &1
[.-!"""' - Business Ethios: Mﬂﬂnlu' & Iy " mportanes

o3 ‘Responsibilities of CEO

'CSR: Meaning & Importance
(GTU - Nov. 2018; Nov. 2017; May 2018; May 2019)

amplﬂ}peh

al

{}unmpt of corporate social responsibility (CSR) is bocoming
| mmnﬂt in the present business scenario. Every organization adopts the
%.ﬁmr related Lo CSR and follows it. This represents that crganizations
i able part of the society and further they have some responstbility

g the sociely.
In:naﬂy in the starting of this concept, the stakeholders wers against

nonpmﬁt activities. Such group people were bolieving that

satlions arc meant 1o utilize the external resourcos and to carn the

i for the sh,archnldcrs. Other social non-profit activities are noko their
it is the task of other agencies. Hetherington {1973)

“There is no reason o think that shareholders are willing to tolerate
1 amoundt of corporate nom profit activity which appréciably reduces either

i donds or the market pm'i:rmameaﬁhs slock.”
As por Priedman (1970) he stated that:
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Pl ENG, NG OO . ol has also taken many i“ﬂrll-ﬂlimm _— TR
Binsicoidin Mdm rovey mm*lmw qrbu'.“"’”' toy, 1 t Nagship in ed.u::ating children
resourees and engage in activities designed (o increase iy, Profity ., !o:e
il stays within the rules of the game, which iz to say,

2
; Eﬂ-ﬂ'ﬂgg_ § in Open M
Jree competition withou! deceplion or fraud™, q

On the other hand, group of people believed thyy
help in solving social problem. Drucker (1984) given opin

“Business furns a-social problem intg economis
economic benefil, nto productive mpqeil_:;rr,
well-paid jobs, and inte wealth.”

With the passage of time, the concept of CSR was

the huﬂim,
ion Lhyy,

Gﬂpa;-mu;;y -
into humen COmpet,

5 gy

; onment of the soeiely, Here, enviranm,

Bt not only refers 1o
environment but refors g all the eom

Ponents of the external
_ importance of society and
nment in our lives, Mostly, we all live for ourstlves but o live for
; d, doing something for them is 5 different fecling altogether.
a smile to people’s life just becayse your erganization has pledged
te the poor children of a particular village not only gives a sense of
 satisfaction but also immense fealing of pride and pleasure.

™
Accepted |, My

organizations as woll as by many wrilors, ]I'Iitinll_'g,r it wag Boing o beq il-“md

that CSR is a conditional and they have 1o adopt up g oxtont, (g, 2
responsible for the society. Nowadays, big organizatio

concept of CSR as the integral part of their organizatiog activity 1 —
the socioty. Following are the few examples of CSR:

= Tata Consultancy Servies (TCS) has tak

€N mAny initiatiyveg Wowagds
CSR. Recently TCS pledged Bs, 100 ¢

‘CER Bives an opportunity to organizations to work towards the
rores for hui}djng girls toilogs 4y
schoals,

srment of the society and make it a better place (o live, Alsn, it gives a
o'all the employees of an organization to eontribute towards the

T - o £ =
, environment, and country and o on. It i indeed high time whe
-* Further TCS has taken rosponsibili try

Ly for adull literacy Programs,
-+ Adilya Rir]

i groups have taken many initintives ip the

e to start thinking about people arcund us who are less priviloged

; ; field of healih i fortunate than us. Following are the importance of CSR activities
Hmprovement, education, health and hygiene, T

™ Mo, IDBI took the responsibility of building toilots in 30 schoals. 5

= P& G allocates certain amoung

SR al nizations to do their bit for the seciely, environment, and
on selling of itg Products for the heajey '.“n"“"“ A
and hygiene of the sge: a, .

af the etakeholders.
QR 0 A0 in crealing & positive word of mouth for the
- w

e hn':c :1]& Deing something for your society, stake holders,
anization on Lhe W .

* CRY" organizations perf

: orm

$ the welfare ang development for the
toneept,
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customers would not only take your business to a higher P "‘"'_'
engure long term growth and success. by al,
-» C5R plays a crucial role in making your brand popular not only o
competitors but also media, other organizations ang % E ¥
people who are your direct customers. Such brand buc'::':a 1:1 susiness Ethics: Meaning & Importance
man’s brand”, People start believing in the brand and nothjy, " mogi. [GTU, Dec. 2015; May 2016; Nov. 2016; May 2017;

por children, planting more trees for 5 ETeener enviromment

ricity to & village, providing employment 1o people and so on.

Eean by = May 2018;

mare than your customers trusting you and your brand Posit; D yom 3 Now. 2018]
; ve Al g

mouth eventually helps to generate more rovenues fop the Word'g eas ethics is the application of ethics in business, Dusiness

7 “Eﬁnixar.im,_
» In today's seenario of cut throat competition, everyone is g,

chasing targets and handling the pressure at workplace that we 8t
forget that there is & world around us as well. CSR in also playg 4 c:’m
role in the progress of the socicty, which waould at the end of the day ".. -
us anly, .
» C3R activities do not require too much investments. Organization, e
required to adopt CSR to gain publicity but because they have (g belioyg 3
the cause. There are many organizations which tap remoto 3
ol which are even unheard as an initiati
- CSR also gives employees a feeling of unparalleled happiness, Employeeg
lake pride in educating poor people or children whao cannot afforg 1 £ ta

regular schools and receive formal education,

:::t;tt:\j::::im the ?ond I'.m-nn,g employees. People
F 85 a single unit to help others. In fact

with of adoption of general cthical ideas to business
siness Ethics or Ethical etandards are the principles, proctices
phies that guide the business people in the day today business
Ik relates to the behavior of a businessman in different business
Though concept of business ethics mean various things to various

Beruping i

. o but generally it is coming to know what it vight or wrong in the
lace and doing what is right - this is in regard to effects of products!
- 1in relationships with stakeholders, Ethical business behavior
: and promotes goodwill in the society, improves profitabality,
nees business relations and employes productivity.

b m,s ethics is concerned with the behavior of a businessman in
= & busincss, Uncthical practices are creating problems o
& 1 nits., The life ond growth of a business unit
- .Eﬂmmmd by a businessman. Business cthics is

villages, Simg
ve of corporate socig) Tesponsibiliyy

develop o

fasis thoy start ls upon the ial responsibility of
“nioying wark together and also become good friends in due course of time ble to every type of business: PRt 1g}m‘h‘_~i s tl::
They alsn : 3 " : hould not i
g me,hp @ #ense of loyalty and attachment towards their es to ohserve bush ﬂ“mhh-mmm;:xi:ﬂr Business cthics
Oreanization which iy at loast thinking for the spe it ; hile sssuming sorial TS - _
society. s ethics W while conducting o business, by

E of & businessman ¥
1 s = activibied.
e g
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E more complex and more

ging, Business ethics provides the meany to appreciate and

and these challenges more clearly, in order that firme can meet
hical expectations more effectively,

e F]

NAGT . : ors are constantly becomin
According to Wheeler, “Business Ethics is qn art ang " Ap

maintaining harmonious relationship with society, ire . . "€ for

and institulions as well as reorganizing the moraf "’Miﬁﬁ:-gﬂj

rightress and wrongness of business conduel”, & for the
According to Rogene. A. Buchholz, “Business ethjc,

ref, ss malpractices have the potential to inflict enormous harm on
or wrong behaviour in business decisions”, &8 o righy

duals, on communities and on the en;timnment.'l'lmugh helping
Business cthics are dealing primarily with the impactg of

of the society within and ““t’id“h“b“"t-“mwmi:nﬁunaur oth ey
wha keep interest in the business activities, Business othics g5 : Eh:'nup. i
begin where the law ends. Business ethics js Primarily cone, Said g,
those issues not covered by the law, or where there i s ﬂeﬁmh:ﬂd with
on whether something is right or wrong, D0y,

understand more about the causes gnd consequences of these

actices, business ethics helps to create mutual trust and
ance in relationship,

ness ethics can help to improve ethical decision making by
ing managers with the appropriate knowledge and tools that
gllow them o correctly identify, diagnose, analyze, and provide

Importance of Business Ethjcs solutions 1o the ethical problems and dilemmas they are confronted

- There may be many ressons why business ethics m;

siness ethics can provide us with the ability to assess the benefits
and problems associated with different ways of managing ethics in

| : : . : ght b .H rded
85 an increasingly important arep of study, FﬂIInwiug pointy ree mﬂnm
importance of business ethica: .
1) Itis generally viewed that good business
2) Business has the potential to provide

prganizations.

A business can prosper on the basis of good ethical standards and
“it helps to retain the businoss for long years.

| 'l Ciood ethical standard helps the business o face the challenges in today
" competitive field of buginoss.

ethics Promote good buﬁh'iem_

9.3 Responsibilities of CEO [GTU, Dec. 2014]
why this is happening N
o : and how wa m; ; . hief Executive Officer ("CEOQ™) iz respensible for leading
tl-h“tlm. ‘ . ¢ mJEht !.d-dml lhiﬂ ¥ The C E:mm of the mmpmfa l.qp.g term strategy with o

- ud ;
d““‘“””‘““:g hareholder value. The CEO's leadership role also entails
wigw to cred!
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i all day-to-day managemen; 5 . |
ponsible for
ng ultimately res

2 lementing the Company’s long and short term plang, gy CEg
for implem

i B I Lerenes —_—
g mmunicate effectively  wigp shareholders, employces,
oo .

i ent authorities, other stakeholders angd the public:

n'uﬂl'ld

igon between the Board and management of g, C‘ﬂmpah? _ 'mr and all material external factarg affecting the Company and
as.a direct liaisen be ,

. to the Hoard: on behalf of managemen;, The ¢
pommuncaLes

gy
mmunicatos on behall of the Company to il»hlrelml::le'l‘_u. Empl;, .
:;var_ﬂﬂ'lﬁ‘:ﬂl nuthorities, other stakeholders and the public.

More specifically, the duties and responsibilities of the Chn
(kg Ld [

inclugg o, . ation is provided to the Board ta enable the Directors to form
fodlowing: appropriate judgments:
To lead, in conjunction with the Board, the d'ﬁ"elupm“‘ of g To ensure the integrity of a]] public disclosure by the Company;
: Uumplu;fuﬂahm i 1 '.ml-'H:E‘I't- with the Chairman, te divelop Board agendas;

To lead &nd overses the implementation of tha ngmn?.a Keiig B
shart term plans in accordance with its atrategy,

To ensure the Company ig appropriately organized and staffoq -~
bave the autharity to hire and terminate staff a5 Necessary cnahl,
il to achieve the Approved strategy.

Toensure that expenditures of the Company are wighi, the authgp,,,
annual budget of thy ﬂo‘mpqn}-;

] u.m BD@.M] and
To usees the peingiay risks of the Company and 4, ensure thay 4}, - i To abide by specific internally established contral aystems and
risks are being monitored ang managed; . authoritics, to lead by p P ik :
To engurg effective interna) tontrols apg MANIgomen; informayjg, 'm conduct their activities in accordance with all e g
YA ar i place the Company’s standards and policies, including its en rironmenta],
To Ehﬁ'ul-"r.' that tha Cnmm;.r has Appropriaty SVEtoms 1 enahble jt 1y Safely and hoslh pelicies:
Condut, jpq Activitieg bogy, Ia and ethically.
To ensyye that i i ;
s ﬂu Company Maintaing high Standardg of Corporate
aship ang Social peg ility Wherever does businagg.
8L 25 4 igjngy be -

I munﬂ.ﬂml!nt and thy Bcard;



