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' PREFACE

vk

_jagatjyotibarua@gmail.com.

This book on Engineering Economics &
Accountancy is a modest endeavour to provide a
comprehensive textbook for the students. This
textbook has been prepared in strict adherence to the
latest syllabus issued by the Directorate of Technical
Education. Engineering Economics is an essential -
domain of Economics wherein principles and theories
are applied in the decision making process and in the
selection of best option among the technically efficient
methods of production used in the arena of
engineering. We are highly indebted to the great
works of the economists whose ideas and notions have
been used with proper referencing and citation in

developing this textbook.

We take this opportunity to express our heartfelt
regard, affection and gratitude to our family, friends,
colleagues and the publisher for always ‘encouraging

~us in this effort.

, We shall be grateful to the readers for their.
valuable suggestions for improving this book in the
next editions. Please send the suggestions at

‘s

Dr. Jagét Jyoti Barua
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Chapter Introduction to Economics

_  In our entire journey from womb to tomb we are surrounded by different aspects directly
= 0T md:rectly related to the realm of Economics. A person from any walk of life whether he/she
- is an engineer, a technician, a doctor, a technocrat, a pohtrcran a defence personnel, a civil servant,
" a businessman, a professional, an academician, a student, a housewife or a priest feels the need
" to understand the economic phenomenon around him. Furthermore, any idea like building a house,
interlinking of rivers or a mission to mars. all these 1deas have economic 1mphcat10ns on an
individual or the society as a whole. !

7 It is believed that the term ‘Economlcs owes its orlgm from a Greek word “Okionomia”
whlch means “household management” In course of tlme the word evolved and brought 1nto its
: ambit the society and its needs and preferences ‘ ‘

; There are different schools of thought i in Economlcs It is very rare to fi nd unammlty among
the thinkers and economists in their endeavour to define the term “Economics”. The perceptions
of Western thinkers, and the American’ thmkers have profoundly influenced the discipline of
Economics. Ancient Indian economic thought represented by the works of Chanakya in Arthsastra
do not have a significant mark in the global dlscussmns on Economlcs

- 1.1. Definitions of the term ‘Economlcs

The gist of an economic theory revolves around the laws and prlnmples which rule the
functioning of the various components of an economlc system

An economy confronts the problem of tackhng unhmlted wants of the members of the

society. At the same time, the productive resources that are available to satisfy the unlimited

~ wants of the society are limited, Hence, there is a need of a system to decide how to allocate

and use these scarce resources 1o obtain the max1mum possible satisfaction of the members of

* the society. To sum up, Economics studies the techmques apphed by people to organise themselves
to tackle the basic problem of scarcity.

Besides, Economics is time and again referred as the socral science that studies economic
activities. This definition is, however, to0 wide. It does not specify the exact manner in which
the economic activities are to be studled Economlc activities essentially mean production,

exchange and consumption of goods and services. However, with the growth of the society, the
complexity of the production, exchange and consumption processes in society have increased
manifold. Economists at different times have hig ghlighted different aspects of economic activities,
and have arrived at different definitions of Economics. It would be prudent on our part to discuss
some of the important definitions. |
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Chapter

2.1. Meaning of Demand:

forces of ‘Demand’ and

Imost all the.economic p
‘Demand’ and ‘Supply’-

1, we observed that in comm

In economics, the twin ‘Supply’ play a very vital role. Theyz
{he basic forces around which a henomena revolve. It will be worthwik -
erstand the meaning of the terms R

In our earlier discussion in chapter
want and demand are used alternatively. In realm of economics,
represents merely a wish to have a commodity. Desire is simply craving

can desire anything, irrespective of availability of the commodity and the affo
commodity. = o ‘
Want is the desire backed by ability and willingness to pay. A de

when the consumer is in a position to purchase it.

Demand for a commodity means the desire for t

and the willingness t0 spend. When a consumer wis
the necessary purchasing power, the consumer is said to have demand for the commodify:
| nsumerlswlllmg

Thus, Demand for a commodity is the quantity of a commodity that a consull

to buy at a given price during a given period of time.

N. Gregory Mankiw' states, “The quantity demanded of any goo
good that buyers are willing and able to purchase.”

Frederic Benham® «The demand for anything, at a given pric
will be bought per unit of time at that price. Demand means always deman
has no significance unless a price is stated or implied.” A

According to A. Koutsoyiannis’, “Demand is a multivariate re
determined by many factors simultaneously. Some of the most import
market demand for a particular product are its own price consumers’ inc
commodities, consumers’ tastes, income distribution, total population consu
availability, government policy, past levels of demand, and past levels ;)f income.”
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rdability o gettd

sire becomes awantoll
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mers”
By Y,

N. G.(2007). Principles of microeconomics, South-Western Cengage Learning » P67
. nd s()ns_.'

i Mankiw,
Fconomics: A general texthook for students. Sir ISAAC Pitman 8

: Benham, F. (1938).
p36

+ Koutsoyiannis, A. (1988). A.(1979), Modern Microeconomics.p13



Chapter 3 , Production e

3.1 Meaning of Production

Production relates to the process in which raw materials (inputs) are ‘t'ransfé;-med 'i'n'tbjgo‘?d?'
or services (outputs). The process of prod : '
can be broadly classified into four viz., Lang Labour, ¢
the resources are used with the factors of p

! I
k i Create Output that can be used f?f ;ﬁna o
consumption and further use as an input. ' it

the quantity of a good produced (output),

According to Koutsoyiannis, “The
connects factor inputs and output,”

Production function is the functional re!ationship between factors of production (in:p.ut'ér)-‘ and

production functiop j purely a technical relation whld’

The means, if we assume that there are three inputs, laboyy (L) L’and (R) and cal;';italf(m
and the output (Q), the production function becomes, i i

Q=f(L, R, K)
3.1.1. The factors of production

As discussed, the process of production involves (le

factors of production. The vital facto
of production are discussed below. ! e

! https://stats.oecd.org/glussaly/dctail.asp?lD=725 M



Chapter <X | Money

4. ’17 Meaning of Money

‘Money has profound mﬂuence in almost all the facets of human life. As we understand
from-our day to day experience money is one of the most liquid forms of instrument used for

carrying out all economic transactlons It is the kmgpm of almost all economic actlvmes on this
globe.

Before the advent of money, Barter system existed as a medium of exchangé in the economy.
In the Barter system the different goods and commodities were directly exchanged for other
goods and commodities. The Barter system had certain inherent demerits viz.

(i) Absence of double coincidence of wants: 1f wants of two persons who intend to
exchange goods do not coincide, the Barter system fails.

(if) Absence of corimon measure of value: In the Barter system, a lot of time is wasted
in order to complete a transaction if a common measure of value does not exist.
(i) Lack of divisibility of goods: All goods cannot be divided or sub-divided. The barter
~ system often fails when a big indivisible good is to be exchanged for a smaller good. -
(zv) Difficulty of deferred payments: The Barter system failed to prov1de a satisfactory
mechanism for the contracts and transactions involving deferred payments.
(v) Issue of transportation: As goods are involved in the Barter system, transportation of
bulky goods is a serious impediment of the'system. ,
(vz) Issue of storing wealth: The Barter system failed to provide a convement means by
- which wealth could be stored.
With the growth of human civilisation and increased expansion of production and trade and

other economic activities, the limitations of the Barter system got exposed and consequently the
quest for a convenient medium of exchange led to the dlscovery and evolution of money.

: 4.1.1.Evolut|on of the term ‘Money’

To trace the origin of the word “Mdney” let us try to understand the etymology given in
Online Etymology Dictionary'. There are different views regarding the origin of the term money
f .;viz‘s i i : ;

' Online Etymology Dictionary Retrieved 16November 2020 from https://www.etymonline.com/search?q=money



Chapter \ Banking Organisations

-

5.1. Banking System

: In this chapter, we shall endeavour to understand the bankmg system with specral reference
10 Indxan Banking system. ‘

g Banking system refers to a broad mechamsm that encompasses the network of ﬁnancnal
 institutions and laws that render various ﬁnancral servrces w1thm an economy and across the
. globe. ‘ A
The realm of banking system has evolved w;th the passage of time. Accordmg to Geoffrey
;‘?,”Crowther (1940), the present day banker has three ancestors viz., the merchant money lender
b and. the goldsmith. '

Every bank has a very great deal of the money-lender. in its c_omposition-. It'collects money
from those who have it to spare or who are saving it out of their income, and it lends this money

-

out to those who require it.! r ; -
. The banking system encompasses the Centra] bank of respective countries, commercial banks
.and specialized banks viz., investment banks, merchant banks etc. Normally banks accept deposits
as well as savings from general public, business firms, other governmental and non-governmental
mstxtutrons corporate houses and etc. On the other hand, banks provide credit facilities and loans
to various borrowers; and deals with government securities and corporate investments. Besides,

‘banks enable money transmission in the economy and render an array of financial services to its

_customers of various categories.
Thus, banking system is an essential portion of the entire financial system of the economy:.

Now, let us try to understand the concept of thc céntral bank with specific reference to hc

Indian banking system.

7 Tne central b;mk in most of the economrcs is the apex monetary institution and holds the

Supreme authority in the arena of monetary policy and banking structure.
In modern economies, the central bank is usually rcsponsnblc for the tormuhtxon of monetary

policy and the regulation of member banks.

G;_Crﬂ\rvthcr: An Outline of Money,]'94l“‘, pp. 39.



Chapter

Market .

6.1 Meaning of Market

In this chapter we would endeavour to understand the meaning’/d{fﬂ_market an
classification of market into various types. As discussed in the preface there certain limitéﬁ;
while taking up our discussion on certain topics. The syllabus restricts us fl‘Om”h‘a;v._ing adeta:
discussion on the concepts of cost and revenue. Keeping in view the limitations wemtfns chy
would discuss the various types of markets but refrain from taking up the discussin
determination of price and output in these various forms of markets. S

In common parlance, the term "market" identifies itself with a place that facnhtatessef!i
and buyers of a commodity, good or service to interact in order to-facilitate an ég{éhangé
order to visualise the meaning of the term in wider context, we may\unde,réfaﬁﬂiMatk?f,?
medium, system, institution, infrastructure that facilitates trade of a product or serwce .

In the present modemn era, the notion of market has widened. The physical presti®
sellers and buyers is not necessary in the market as because the in'teractio'n's‘andv“ff?’f‘,?@
can be carried out over telephone, over internet. Thus, the market for a product or 257

could include the whole region where sellers and buyers of that product or servic'é_}éfé Spm
does not refer only to a fixed location. ki ‘

. ; Lali
In a nutshell, Market is a medium, mechanism or institution which enables exchang? Ofg‘;?

Supply and demand determines the quantity

which it is sold. The market consists of 4 Broup of sellers and buyers of & partic
service. The buyers determine demand ang sellers determine supply. Market thus

entire area of operation of deman and sy h R T
. £ Pply. The French o ist, Antoine Aug
also opined market to be a whole of h economist, L

Before we start classifying ma

‘L“)’ region where buyers and sellers freely int®
rKets into (; Terent ¢ ‘ pdard p4
> the, var: - e . . ypes based on standari’:
us c‘xplor.c thc, }farlely of iorms In which the market manifests. Mafketi}‘}*
manifestations. The market varics base op type of good and service, participits:
yolims; Jocghion. A non-exhaustive fist incyge Physical consumer m'lr’ket food retd!
wholesale market, shopping malls, g, VAL LA

_ Ipermarket, h : 0 mark
market , weekly fairs, physical business Ypermarket, Ad hoc auction m4 (e

market, laboyy market, media markets:



