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together	to	correlate	demand	and	supply.	The	study	examines	how	the	behaviors	of	individuals,	households,	and	firms	have	an	impact	on	the	market.Microeconomics	is	entirely	contradictory	to	macroeconomics.	It	is	a	narrower	concept	that	focuses	only	on	a	single	market	or	segment.	This	study	only	interprets	the	tiny	components	of	the	economy.	The
study	states	that	the	market	attains	equilibrium	when	the	supply	of	goods	controls	the	demand.Microeconomics	is	an	economic	stream	that	correlates	the	behaviors	of	people,	companies,	and	households	with	the	changes	in	demand	and	supply.	Additionally,	it	also	studies	production	and	resource	distribution	within	a	particular	segment,	sector,	or
market.According	to	the	neoclassical	approach	of	microeconomics,	the	producers	and	consumers	ensure	maximum	economic	welfare	through	rational	decision-making.The	various	concepts	studied	under	the	macroeconomics	discipline	include	production	theory,	consumer	behavior	theory,	pricing	theory,	marginal	utility	theory,	and	income
theory.Unlike	macroeconomics,	it	is	a	study	of	human	behavior	and	overlooks	aggregate	factors	like	GFP,	employment,	inflation,	and	recession.Microeconomics	studies	the	behavior	of	consumers	and	firms	and	correlates	it	with	demand	and	supply.	The	neo-classical	approach	states	that	consumers	and	producers	derive	optimum	economic	benefit	by
making	rational	decisions.	As	a	result,	this	analysis	helps	businesses,	individuals,	and	the	government	prepare	for	future	possibilities.	Companies	use	the	study	to	ensure	resource	utilization,	competitive	pricing,	optimized	production,	and	an	uninterrupted	supply	of	goods.	Based	on	this	theory,	governments	change	taxes,	subsidies,	grants,	and
advances.Microeconomics	primarily	comprises	the	pricing	theory,	income	theory,	consumer	behavior	theory,	production	theory,	and	marginal	utility	theory.	This	analysis	predicts	a	future	possibility	based	on	the	buying	decisions	of	businesses,	individuals,	and	governments.	It	is	entirely	contradictory	to	macroeconomics,	which	studies	the	change	in
the	gross	domestic	product	resulting	from	the	shift	in	aggregate	demand	and	supply	of	goods.	In	microeconomics,	the	economists	focus	only	on	a	single	market	or	segment.	Also,	microeconomics	believes	that	the	markets	attain	equilibrium	when	the	supply	of	goods	controls	the	demand.	In	1936,	economists	noticed	a	macroeconomic	dis-equilibrium	as
there	was	a	sustained	depression,	and	this	stream	was	separated	from	the	former.Microeconomics	does	have	its	drawbacks.	It	is	limited	to	a	specific	industry	or	market.	It	ignores	crucial	economic	factors	like	aggregate	demand,	aggregate	supply,	and	national	domestic	product	(NDP).	Further,	it	falsely	assumes	that	the	economy	operates	at	a	full-
employment.Microeconomics	follows	the	general	principles	of	economics.	Some	of	these	are	discussed	below:#1	-	Demand	and	SupplyWhen	demand	exceeds	supply	over	a	period,	suppliers	either	increase	the	supply	or	increase	the	prices.	As	prices	go	up,	demand	would	ideally	reduce	since	the	number	of	people	who	can	afford	goes	down.	This	way,
suppliers	buy	time	to	get	back	in	action	coping	with	the	demand.Conversely,	when	supply	surpasses	demand,	suppliers	would	either	have	to	cut	down	on	their	supply	or	decrease	the	prices	of	the	products	being	sold.	Remember,	at	this	point,	manufacturers	have	a	surplus	of	stock.	So,	when	prices	go	down,	demand	would	pick	up	and	equal	the
supply.Finally,	when	both	supply	and	demand	are	optimal,	a	state	of	equilibrium	is	achieved.	The	correlation	between	demand	and	supply	and	the	state	of	equilibrium	assumes	that	all	other	factors	except	price	and	demand	remain	constant.#2	-	Opportunity	CostA	consumer	who	is	also	a	decision-maker	has	limited	resources	(money)	and	unlimited
options	(opportunities)	to	use	their	resources.	The	cost	a	consumer	suffers	by	not	choosing	the	best	alternative	is	the	opportunity	cost.	This	is	with	the	assumption	that	the	choices	are	mutually	exclusive.It	is	an	opportunity	which	a	decision-maker	lets	go	of.	Say	Sandra	plans	to	buy	a	car	and	selects	an	SUV	over	a	hatchback,	then	Sandra	bears	the
opportunity	cost	of	not	choosing	a	hatchback.#3	-	Law	of	Diminishing	Marginal	UtilityThis	microeconomics	concept	is	widely	used	for	maximizing	consumers'	utility.	The	law	of	diminishing	marginal	utility	plays	a	crucial	role	in	consumers'	decisions	when	purchasing.	This	law	emphasizes	that	the	demand	for	a	particular	product	decreases	with	each
consecutive	unit	consumed	by	a	customer.	For	instance,	an	individual	buys	ice	cream,	consumes	it,	and	then	buys	another	one.	Finally,	after	having	three	ice-creams,	he	doesn't	want	them	anymore	and	stops	purchasing	them.#4	-	Giffen	GoodsGiffen	goods	are	the	necessary	items	whose	price	rise	doesn't	affect	the	demand.	What	makes	Giffen	goods
unique	is	the	price	and	demand	equation.	These	are	probably	rational	decisions,	where	the	buyers	are	willing	to	pay	a	higher	price	despite	the	price	hype.	These	types	of	exceptional	goods	are	called	'Giffen	goods,'	where	the	demand	curve	is	positively	sloped.For	instance,	the	price	rise	of	petrol	doesn't	reduce	its	demand.	In	order	to	be	considered
Giffen	Goods,	products	must	fulfill	some	of	the	following	criteria:A	lack	of	substitute	products.The	substitute	should	be	inferior.Amount	spent	on	the	product	should	be	a	major	portion	of	the	customers	budget.#5	-	Veblen	GoodsVeblen	Goods	are	similar	to	Giffen	goods.	These	are	the	goods	that	are	considered	a	symbol	of	status,	esteem,	or	luxury.
These	are	goods	for	which	consumers	do	not	mind	paying	a	higher	price.	Typical	examples	include	Rolls	Royce,	jewelry,	and	gems.	The	higher	the	prices	higher	the	intensity	to	purchase	these	goods.	Customers	do	this	to	exhibit	their	status.#6	-	Income	and	ElasticityAs	income	increases,	the	demand	for	superior	goods	also	increases.	Also,	when	the
income	falls,	the	demand	also	slopes	down.	Alternatively,	as	the	price	drops,	consumers	can	buy	more	goods.	In	both	cases,	the	customer's	purchasing	power	goes	up.	On	the	contrary,	Giffen	and	Veblen's	goods	are	examples	of	inelastic	price	demand.#7	-	Substitution	and	ElasticitySubstitution	effect:	when	the	prices	are	higher	than	one	can	afford,
people	may	prefer	a	cheaper	substitute.	This	behavior	of	change	in	demand	due	to	price	is	called	the	price	elasticity	of	demand.For	example,	if	the	price	of	leather	jackets	rises,	consumers	will	prefer	to	buy	corduroy	jacket	to	shield	themselves	in	winters.Let	us	now	understand	the	concept	with	the	help	of	an	example.	Online	shopping	is	on	the	rise	as
it	is	convenient	for	buyers.	As	a	result,	the	offline	clothes	market	has	experienced	a	gradual	downfall.	This	shows	that	the	change	in	consumer	behavior	impacted	the	demand	for	clothes	in	the	brick-and-mortar	market.Similarly,	the	Covid	pandemic	affected	the	travel	industry;	individuals	are	now	seen	avoiding	vacations.	Apparently,	the	change	in	the
people's	mindset	resulted	in	less	demand	for	hotel	rooms,	flights,	and	tourism.	Simultaneously,	the	demand	for	pharmaceutical	goods	soared.	Suppliers	could	not	keep	up	with	the	demand.	Again,	this	resulted	in	a	shortage	and	price	rise.What	Is	Microeconomics?	Microeconomics	refers	to	the	economics	discipline	that	relates	how	the	individual,
household,	and	corporate	behaviors	mold	consumer	decisions,	resource	distribution,	and	economic	output.	Adam	Smith	is	a	Scottish	political	economist,	author,	and	philosopher.	He	is	credited	for	this	economic	concept.	He	is	also	known	as	the	father	of	modern	economics.	What	is	the	difference	between	microeconomics	and	macroeconomics?
Microeconomics	is	a	more	defined	stream	that	focuses	on	the	demand	and	supply	of	a	specific	segment	or	market	influenced	by	the	behavior	of	people	and	business	entities.	In	contrast,	macroeconomics	studies	a	nation's	overall	economy	and	the	effect	of	factors	like	inflation,	recession,	aggregate	demand,	employment,	and	national	output.	What	are
the	three	main	concepts	of	Microeconomics?	The	three	primary	microeconomics	concepts	include	demand	supply,	incentives,	and	costs	and	benefits.	Additionally,	production,	resource	allocation,	price,	consumption,	and	scarcity	are	taken	into	consideration.	Microeconomics	is	a	branch	of	economics	studying	the	behavior	of	an	individual	economic
unit.	Adam	Smith	is	known	as	the	father	of	economics	and	microeconomics.	Microeconomics	help	in	contemplating	the	attributes	of	different	decision-makers	in	an	economy	like	individuals,	enterprises,	and	households.	In	simple	terms,	microeconomics	help	in	understanding	why	and	how	different	goods	have	different	values,	how	individuals	make
certain	decisions,	and	how	do	they	cooperate	with	each	other.Economy	is	a	system	providing	individuals	with	the	means	to	work	and	earn	a	living	to	satisfy	their	needs	and	wants.	They	can	do	so	through	the	process	of	manufacturing,	consumption,	investment,	and	exchange.Economic	ProblemEconomic	problem	is	the	problem	of	choosing	from	among
different	options	that	arise	because	of	three	major	reasons	limited	resources,	unlimited	human	wants,	and	alternative	use	of	the	limited	resources.Scarcity	of	resources:	Resources	such	as	capital,	land,	labor,	etc.,	are	limited	in	an	economy	as	compared	to	their	demand.	Therefore,	an	economy	cannot	manufacture	everything	they	want	which	creates
an	economic	problem.Unlimited	human	wants:	An	individual's	wants	never	end,	they	always	want	something	and	can	never	be	satisfied	completely.	As	soon	as	they	accomplish	one	want,	another	arises.	Their	priorities	are	also	different	and	hence	create	an	economic	problem.Alternate	uses:	The	resources	available	in	the	economy	are	not	only	scarce,
but	they	also	have	alternate	uses.	It	means	that	a	resource	can	be	used	in	different	ways,	which	makes	the	need	to	choose	among	the	available	resources	essential,	ultimately	giving	rise	to	the	economic	problem.Economics	is	the	study	of	a	way	in	which	a	society	decides	or	chooses	to	use	the	limited	resources	with	alternate	uses	for	the	production	of
goods	and	services	and	to	ultimately	distribute	the	produce	among	different	sections	of	the	society.	Simply	put,	economics	is	about	choosing	among	different	alternatives	in	the	presence	of	scarcity.Positive	Economics	and	Normative	EconomicsPositive	economics	is	the	study	of	the	facts	of	life.	It	means	that	it	deals	with	the	real	life	economic	problems
as	they	are	and	how	these	problems	are	solved.However,	normative	economics	deals	with	finding	out	solutions	to	economic	problems.	Simply	put,	it	answers	the	question	'what	ought	to	be	done.'Microeconomics	and	MacroeconomicsMicroeconomicsThe	term	'micro'	in	microeconomics	is	derived	from	the	Greek	word	'mikros'	meaning	'small.'	It	was
founded	by	the	father	of	economics,	Adam	Smith.	Microeconomics	is	the	study	of	the	individual	units	of	an	economy.	It	means	that	in	microeconomics,	we	study	the	behavior	and	choices	made	by	individual	businesses	and	consumers	with	the	changes	in	different	aspects	of	goods	and	services	in	an	economy.	The	four	major	components	of
microeconomics	are	consumer	behavior,	market	supply	and	demand,	individual	preferences	driving	producers,	and	market-specific	labor	markets.	It	helps	in	determining	how	one	can	achieve	equilibrium	at	a	small	scale.	For	example,	consumer	equilibrium,	individual	demand,	individual	supply,	individual	savings,	price	determination	of	a	commodity,
etc.MacroeconomicsThe	term	'macros'	in	macroeconomics	is	derived	from	the	Greek	word	'makros'	meaning	'large.'	Macroeconomics	is	the	study	of	the	economy	as	a	whole.	It	means	that	in	macroeconomics,	we	study	the	behavior	and	choices	made	by	the	whole	economy	with	the	changes	in	different	aspects	of	goods	and	services	in	an	economy.
Hence,	its	main	focus	is	on	the	aggregate	growth	and	correlation	of	an	economy.	The	major	components	of	macroeconomics	are	unemployment,	inflation,	and	national	output.	It	helps	in	determining	how	to	achieve	equilibrium	in	the	income	and	employment	level	of	a	country.	For	example,	general	price	level,	poverty,	rate	of	unemployment,	national
income,	aggregate	supply,	aggregate	demand,	etc.Central	Problems	of	an	EconomyAs	discussed	earlier,	an	economic	problem	is	a	problem	of	choosing	among	different	alternatives	because	of	the	limited	resources,	unlimited	human	wants,	and	alternative	uses.	The	three	central	problems	of	an	economy	are	What	to	produce,	How	to	produce,	and	For
whom	to	produce.What	to	produce?With	limited	resources,	an	economy	cannot	produce	all	goods	and	services.	It	has	to	choose	among	the	different	goods	and	services.	Therefore,	the	first	central	problem	of	an	economy	includes	selecting	goods	and	services	to	produce	and	the	number	of	units	or	quantity	of	each	commodity	to	be	produced.	For
example,	a	farmer	has	to	make	choice	between	different	crops	as	to	which	he	should	grow	on	one	piece	of	land.	He	can	decide	to	grow	one	crop	of	the	whole	land	or	grow	different	proportions	of	more	than	one	crop.How	to	produce?After	deciding	what	to	produce,	another	central	problem	of	how	to	manufacture	the	goods	and	services	arises.	It
involves	selecting	a	technique	of	production	from	among	different	techniques.	Usually,	there	are	two	techniques	of	production,	labor	intensive	techniques,	and	capital	intensive	techniques.	The	former	technique	involves	more	use	of	labor,	and	the	latter	involves	more	use	of	machines.	An	organization	can	decide	the	technique	based	on	different	factors
like	the	nature	of	the	product,	size	of	the	market,	size	of	the	location,	budget,	etc.	For	example,	a	poor	farmer	can	adopt	labor	intensive	techniques	as	they	are	cheap.	However,	a	rich	farmer	can	adopt	capital	intensive	techniques	as	he	can	afford	to	purchase	machines.For	whom	to	produce?The	last	central	problem	of	an	economy	after	deciding	what
and	how	to	produce	is	for	whom	to	produce.	As	an	economy	cannot	satisfy	the	needs	and	wants	of	every	individual	of	the	society,	it	has	to	make	a	decision	for	who	to	produce	a	commodity	and	service.	Simply	put,	it	involves	deciding	who	should	get	how	much	of	the	goods	and	services,	i.e.,	how	much	production	should	be	done	for	the	poor	and	how
much	for	the	rich.	For	example,	an	organization	can	decide	to	produce	necessity	goods	for	the	poor	section	of	society.	However,	another	firm	can	decide	to	produce	luxury	goods	for	the	rich	section	of	society.Besides	these	problems,	there	are	two	more	problems	that	arise	in	underdeveloped	countries	like	India.	These	are	the	problems	of	the	growth	of
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Classification	Perfect	Competition	Market:	Meaning,	Features	and	Revenue	Curves	Monopoly	Market:	Features,	Revenue	Curves	and	Causes	of	Emergence	Monopolistic	Competition:	Characteristics	&	Demand	Curve	Oligopoly	Market	:	Types	and	Features	Difference	between	Perfect	Competition	and	Monopoly	Difference	between	Perfect	Competition
and	Monopolistic	Competition	Difference	between	Monopoly	and	Monopolistic	Competition	Distinction	between	the	four	Forms	of	Market(Perfect	Competition,	Monopoly,	Monopolistic	Competition	and	Oligopoly)	Long-Run	Equilibrium	under	Perfect,	Monopolistic,	and	Monopoly	Market	Profit	Maximization	:	Meaning,	Elements,	Conditions	and
Formula	Profit	Maximization	in	Perfect	Competition	Market	Profit	Maximization	in	Monopoly	Market	Microeconomics	is	a	branch	of	economics	that	studies	how	individuals,	households,	and	firms	allocate	limited	resources,	typically	in	markets	where	goods	or	services	are	bought	and	sold.	The	microeconomic	theory	seeks	to	explain	whether	the
scarcity	and	allocation	of	resources	so	determined	are	efficient.	Microeconomics	is	also	concerned	with	individual	prices,	wages,	price	of	factors,	etc.	The	microeconomic	theory	or	price	theory	thus	is	the	study	of	individual	parts	of	the	economy.	Microeconomics	studies	the	product,	labor,	and	capital	markets,	focusing	on	the	behavior	of	individuals,
households,	and	firms,	and	other	organizations	that	make	up	the	economy.	It	is	the	study	of	production	and	prices	in	specific	markets.	Before	the	Keynesian	revolution,	the	body	of	economics	mainly	consisted	of	microeconomics,	classical	economics,	and	neoclassical	economics,	which	belonged	to	the	domain	of	microeconomics.	Microeconomics	is
concerned	with	the	individual	parts	of	the	economy.	It	is	concerned	with	the	demand	and	supply	of	particular	goods	and	services	and	resources:	cars,	butter;	clothes	and	haircuts;	electricians,	secretaries,	blast	furnaces,	computers,	and	coal.	The	most	basic	economic	forces	a	firm	has	to	address	shape	the	supply	and	demand	for	the	goods	or	services	it
produces.	Even	as	businesses	worldwide	are	undergoing	massive	management	changes,	it	is	increasingly	recognized	that	changing	market	conditions	provoke	these	responses.	The	crux	of	microeconomic	influences	on	business	decision-making	is	the	answer	to	the	two-part	question:	How	much	should	the	firm	produce,	and	how	much	should	it	charge
for	this	output?	Every	society	has	its	own	way	of	deciding	how	to	allocate	its	scarce	resources.	Some	resort	to	a	highly	centralized	organization.	For	example,	during	the	Cold	War,	governmental	bureaucracies	heavily	controlled	the	allocation	of	resources	in	the	economies	of	Eastern	Europe	and	the	Soviet	Union.	Other	countries,	such	as	North
America	or	Western	Europe,	have	historically	relied	on	a	decentralized	market	system	to	allocate	resources.	Regardless	of	its	market	system,	every	society	must	answer	these	three	questions:	What	goods	and	services	will	be	produced,	and	in	what	quantities?	Who	will	produce	the	goods	and	services,	and	how?	Who	will	receive	the	goods	and	services?
The	microeconomic	analysis	attempts	to	answer	these	questions	by	studying	the	behavior	of	individual	economic	units.	Microeconomics	helps	us	understand	the	pieces	that	collectively	make	up	a	model	of	an	entire	economy	by	answering	questions	about	how	consumers	and	producers	behave.	The	microeconomic	analysis	also	provides	the	foundation
for	examining	the	governments	role	in	the	economy	and	the	effects	of	government	actions.	Microeconomic	tools	are	commonly	used	to	address	some	of	the	most	important	issues	in	contemporary	society.	These	include	(but	are	not	limited	to)	pollution,	rent	controls,	minimum	wage	laws,	import	tariffs,	quotas,	taxes	and	subsidies,	food	stamps,
government	housing,	educational	assistance	programs,	government	health	care	programs,	workplace	safety,	and	regulation	of	private	firms.	Macroeconomics	focuses	on	aggregate	economic	conditions	that	set	the	environment	within	which	a	business	operates.	Microeconomics	focuses	on	the	economic	forces	that	influence	the	decisions	made	by
individual	consumers,	firms,	and	industries.	Microeconomics	deals	with	the	behavioral	patterns	of	the	smallest	economic	agents,	which	make	their	decisions	independently.	It	shows	how	the	allocation	of	resources,	production	of	commodities,	price	determination,	etc.,	are	affected	by	the	consumers,	producers,	and	other	economic	agents	independent
decisions.	Microeconomics	analyzes	the	decision-making	process	of	different	economic	agents	under	different	behavioral	assumptions.	For	example,	it	deals	with	the	utility-maximizing	behavior,	profit-maximizing	behavior	of	a	competitive	firm,	revenue-maximizing	behavior	of	an	oligopolist,	etc.	A	few	examples	of	microeconomic	topics	are	consumers,
households,	production	firms,	markets	for	products,	and	inputs.	Microeconomics	discusses	the	behavior	of	the	smallest	independent	decision	units,	but	it	also	discusses	the	interactions	emerging	among	different	economic	agents.	Macroeconomics	deals	with	aggregate	variables	facing	an	economy.	Gross	national	product	(GNP),	aggregate	employment
level,	the	general	price	level,	the	economys	growth	rate,	etc.,	are	few	examples	of	macroeconomic	topics.	The	macroeconomic	topics	are	quite	distinct	from	the	microeconomic	topics.	For	example,	Macroeconomics	shows	how	the	equilibrium	levels	of	income	and	consumption	of	the	economy	are	determined,	whereas	Microeconomics	determines	the
utility-maximizing	levels	of	a	consumers	commodities.	Microeconomics	discusses	the	determination	of	relative	prices	of	the	commodities	and	services,	and	Macroeconomics	discusses	the	determination	of	the	general	price	level	in	the	economy.	The	assumptions	of	the	two	branches	of	Economics	are,	of	course,	different.	Microeconomics	assumes	the
prices	of	other	commodities	and	services	to	remain	fixed	when	it	explains	the	price	of	one	commodity.	On	the	other	hand,	macroeconomics	assumes	that	the	relative	prices	have	already	been	determined	when	it	explains	the	determination	of	the	general	price	level.	In	some	cases,	the	boundaries	of	Microeconomics	and	Macroeconomics	are
overlapping.	For	example,	one	topic	of	Microeconomics	is	general	equilibrium	analysis,	which	shows	the	simultaneous	equilibrium	of	all	consumers	and	production	firms.	On	the	other	hand,	Macroeconomics	analyzes	the	determinants	and	functioning	of	the	bond	market,	labor	market,	etc.,	separately.	Finally,	we	should	note	that	Macroeconomic
variables	values	are	not	equal	to	sums	of	microeconomic	variables.	The	study	of	Macroeconomics	will	not	be	necessary	and	interesting	if	macroeconomic	variables	can	be	created	by	adding	microeconomic	variables.	It	can,	however,	be	asserted	that	the	two	types	of	variables	are	quite	distinct.	Consider,	for	example,	the	case	of	transfer	payments	to	a
person	who	wins	a	lottery	award	of	four	hundred	dollars.	There	is	no	doubt	that	the	persons	income	has	increased,	but	national	income	has	not	increased	due	to	the	increment	in	personal	income.	In	other	words,	national	income	does	not	reflect	the	increment	in	personal	income	in	this	case.	Theory	of	Consumer	Demand.	Theory	of	Production	Input
Value.	Production	Theory.	Theory	of	Opportunity	Cost.	There	are	two	key	assumptions	used	in	the	economic	theory	of	firms	you	should	review	before	looking	at	pricing	and	output	decision-making	in	the	four	types	of	markets:	The	firms	primary	objective	is	the	short-run	maximization	of	profit.	However,	tHigh	short-run	profits	may	induce	the	entry	of
new	competitors	to	cause	a	more	competitive	market	for	the	firms	later	in	the	planning	period.	However,	this	may	not	be	the	case	for	oligopoly,	where	time	horizons	typically	extend	beyond	the	short	run.	The	opportunity	cost	of	producing	a	particular	good	or	service	is	included	in	the	cost	of	doing	businesseconomics	costs.	In	analyzing	a	firms	pursuit
of	short-run	profit,	the	economic	theory	of	the	firm	posits	that	itsmanagers	must	address	three	basic	questions:	Should	our	company	be	in	this	business?	That	is,	should	it	be	selling	this	particular	product	at	all?	If	so,	how	much	should	we	produce?	And,	if	we	are	able	to	set	the	price,	what	price	should	we	charge?	Those	firms	operating	in	perfectly
competitive	markets	cannot	set	their	own	price.	Therefore,	this	question	does	not	apply	to	them.	Microeconomics	studies	the	behavior	of	individual	decision-makers,	firms,	and	households,	whereas	macroeconomics	studies	aggregate	concepts,	inflation,	unemployment,	interest	rates,	exchange	rates,	etc.	Economists	addressing	the	microeconomic
analyze	the	functioning	of	individual	markets	and	industries	and	the	behavior	of	individual	decision-making	units.	You	walk	into	your	favourite	caf	and	your	go-to	latte	just	got	pricier.	Why?	Welcome	to	the	world	of	microeconomics,	the	behind-the-scenes	force	guiding	everyday	decisions,	from	coffee	prices	to	your	weekend	splurges.	Its	not	just
textbook	theory,	but	economics	that	explains	how	people	spend,	how	businesses	price,	and	how	markets	react.	Spoiler:	its	not	boring,	and	yes,	youll	finally	understand	why	prices	go	wild!	It	is	the	study	of	you,	your	choices,	your	budget,	your	habits	and	how	they	connect	to	a	bigger	economic	picture.	Its	what	drives	business	decisions,	pricing,	and
market	shifts.	In	this	blog,	well	unpack	What	is	Microeconomics,	its	three	types,	and	reveal	why	its	one	of	the	most	useful	tools	you	didnt	know	you	already	had	in	your	toolkit.	Table	of	Contents	1)	What	is	Microeconomics?	2)	Key	Concepts	of	Microeconomics	3)	The	price	mechanism	4)	Demand	5)	Supply	6)	Difference	Between	Microeconomics	and
Macroeconomics	7)	Method	of	Microeconomics	8)	What	is	an	Example	of	Microeconomics?	9)	What	are	the	3	types	of	Microeconomics?	What	is	Microeconomics?	Microeconomics	is	a	branch	of	economics	that	focuses	on	the	behavior	and	decision-making	processes	of	individuals,	households,	and	businesses.	It	studies	how	these	entities	allocate
limited	resources	to	satisfy	their	needs	and	wants.	The	main	aim	is	to	examine	the	key	concepts	such	as	supply	and	demand,	pricing	mechanisms,	consumer	choice,	production	and	costs,	and	market	structures.	Key	Takeaways	1)	Analyses	resource	allocation	and	efficiency	2)	Examines	different	market	structures	3)	Looks	at	consumer	and	producer
behavior	4)	Deals	with	specific	markets,	not	the	whole	economy	5)	Useful	for	understanding	everyday	economic	choices	Key	Concepts	of	Microeconomics	Here	are	the	key	concepts	of	microeconomics:	1)	Theory	of	Production	This	theory	explores	how	businesses	transform	inputs	like	labor,	capital,	and	raw	materials	into	outputs	(goods	and	services).
It	examines	production	functions,	efficiency,	costs,	and	how	firms	decide	the	optimal	combination	of	inputs	to	maximise	profit.	2)	Labour	Economics	Labour	economics	studies	the	supply	and	demand	for	labor.	It	investigates	wage	determination,	employment	levels,	and	how	workers	and	employers	interact	in	labor	markets.	It	also	considers	the	impact
of	education,	skills,	and	unions	on	employment.	3)	Incentives	in	Microeconomics	Incentives	are	central	to	decision-making.	Microeconomics	analyses	how	individuals	and	firms	respond	to	rewards	or	penalties.	Examples	are	lower	prices,	higher	wages,	or	taxes,	to	influence	behavior	and	drive	efficient	outcomes.	4)	Welfare	Economics	Welfare
economics	focuses	on	how	economic	policies	and	market	conditions	affect	social	welfare.	It	examines	resource	allocation	efficiency	and	fairness,	often	using	tools	like	cost-benefit	analysis	and	Pareto	efficiency.	Build	better	teams	and	discover	how	to	Lead	Virtually	with	our	Managing	Remote	Teams	Course	now!	5)	Confidence	in	the	Market
Confidence	reflects	trust	in	the	stability	and	predictability	of	markets.	When	consumers	and	businesses	feel	confident,	they	are	more	likely	to	spend	and	invest.	Microeconomics	studies	how	changes	in	expectations	affect	individual	choices	and	market	outcomes.	6)	Theory	of	Pricing	This	theory	explains	how	prices	are	determined	through	supply	and
demand	interactions.	It	includes	understanding	how	producers	set	prices,	how	consumers	react	to	prices,	and	how	equilibrium	is	achieved	in	different	types	of	markets.	7)	Consumer	Choice	Behavior	This	concept	analyses	how	individuals	make	decisions	to	maximise	satisfaction	(utility)	within	budget	constraints.	It	considers	preferences,	income,
prices,	and	trade-offs	involved	in	choosing	between	different	goods	and	services.	8)	Theory	of	Utility	Utility	theory	explains	how	consumers	derive	satisfaction	from	goods	and	services.	It	forms	the	basis	of	demand;	people	buy	more	of	what	gives	them	greater	utility.	It	includes	concepts	like	marginal	utility	and	the	law	of	diminishing	returns.	The	Price
Mechanism	The	price	mechanism	is	the	fundamental	process	through	which	supply	and	demand	interact	to	determine	the	prices	of	goods	and	services	in	a	free-market	economy.	It	plays	a	central	role	in	resource	allocation,	helping	balance	what	consumers	want	with	what	producers	provide.	All	these	are	done	without	the	need	for	direct	government
control.	How	the	Price	Mechanism	Works:	1)	When	Demand	Rises:	Prices	tend	to	increase,	signaling	producers	to	increase	output	2)	When	Supply	Rises:	Prices	usually	fall,	encouraging	consumers	to	buy	more	3)	When	There's	Scarcity:	Prices	go	up,	helping	ration	the	limited	supply	Why	the	Price	Mechanism	Matters:	1)	Promotes	economic	efficiency
by	distributing	goods	to	those	who	value	them	2)	Reduces	the	need	for	central	planning	or	government	intervention	3)	Enables	self-regulation	of	the	market	through	voluntary	exchanges	4)	Reacts	dynamically	to	changing	market	conditions	in	real-time	Understand,	assess,	improve	and	learn	Senior	Management	Training	with	expert	guidance!
Demand	In	microeconomics,	demand	refers	to	the	willingness	and	ability	of	consumers	to	purchase	a	specific	quantity	of	a	good	or	service	at	various	price	levels	within	a	certain	timeframe.	It	focuses	on	individual	consumer	behavior	and	how	price	changes	influence	buying	decisions	in	a	particular	market.	Her	are	some	of	the	main	aspects	of	demand:
1)	Law	of	Demand:	In	microeconomics,	this	law	shows	that	when	the	price	of	a	good	falls,	the	quantity	demanded	increases,	assuming	other	factors	remain	unchanged	(ceteris	paribus).	2)	Demand	Curve:	A	key	microeconomic	tool,	it	shows	the	inverse	relationship	between	price	and	quantity	demanded.	3)	Determinants:	Microeconomics	analyses	how
factors	like	consumer	income,	preferences,	and	prices	of	substitutes	or	complements	affect	demand	at	the	individual	or	firm	level.	Supply	In	microeconomics,	supply	refers	to	the	quantity	of	a	good	or	service	that	producers	are	willing	and	able	to	offer	for	sale	at	various	prices	over	a	specific	period.	It	focuses	on	the	behavior	of	individual	firms	and
sellers	within	a	market	and	how	they	respond	to	price	changes	and	other	economic	factors.	Her	are	some	of	the	main	aspects	of	Supply:	1)	Law	of	Supply:	As	price	increases,	quantity	supplied	also	increases,	assuming	other	factors	remain	constant.	2)	Supply	Curve:	Typically,	upward-sloping,	showing	a	direct	relationship	between	price	and	quantity
supplied.	3)	Determinants	of	Supply:	Includes	production	costs,	technology,	taxes,	subsidies,	and	future	expectations.	4)	Individual	vs.	Market	Supply:	Individual	supply	refers	to	one	firm;	market	supply	is	the	total	of	all	producers.	Difference	Between	Microeconomics	and	Macroeconomics	In	economics,	understanding	the	distinction	between
microeconomics	and	macroeconomics	is	essential.	While	both	branches	study	how	economies	function,	they	do	so	at	different	levels.	Microeconomics	zooms	in	on	individual	consumers,	firms,	and	specific	markets,	whereas	macroeconomics	takes	a	broader	view	of	the	national-level	trends.	Method	of	Microeconomics	Microeconomics	uses	two	primary
methods	to	study	economic	behavior:	deductive	and	inductive	methods.	These	help	economists	develop	theories,	test	hypotheses,	and	explain	real-world	phenomena	at	the	individual	and	firm	level.	Deductive	Method	The	deductive	method	begins	with	general	economic	principles	or	assumptions	and	logically	deduces	conclusions	about	specific
situations.	Its	a	top-down	approach.	1)	Economists	start	with	basic	assumptions	like	consumers	aim	to	maximise	utility	2)	From	these,	they	build	economic	models	and	theories	like	demand	and	supply	laws	3)	These	models	are	then	used	to	predict	real-world	behavior	4)	Theories	are	tested	against	actual	outcomes	for	validation	Inductive	Method	The
inductive	method	is	a	bottom-up	approach,	where	conclusions	are	drawn	from	observations	and	real	data.	1)	Economists	collect	and	analyse	real-world	economic	data	2)	Patterns	or	trends	are	identified	3)	General	principles	or	theories	are	formed	based	on	these	patterns	What	Is	an	Example	of	Microeconomics?	An	example	of	microeconomics	is	a
coffee	shop	setting	the	price	of	its	drinks	based	on	ingredient	costs,	customer	demand,	and	nearby	competition.	It	reflects	how	individual	businesses	make	pricing	and	production	decisions	to	maximise	profitcore	elements	studied	in	microeconomics.	What	Are	The	3	Types	of	Microeconomics?	Microeconomics	is	divided	into	three	main	types:	1)
Consumer	Microeconomics	studies	how	individuals	allocate	limited	income	to	maximise	satisfaction,	focusing	on	utility,	preferences,	and	budget	constraints.	2)	Producer	Microeconomics	examines	how	firms	decide	on	production,	resource	use,	and	pricing	to	maximise	profit,	covering	cost	structures	and	efficiency.	3)	Market	Microeconomics	analyses
how	supply	and	demand	interact	in	different	market	structures	to	determine	prices	and	output.	Conclusion	The	study	of	Microeconomics	is	essential	for	understanding	how	individual	decisions	impact	the	overall	economy.	Exploring	ideas	such	as	Production,	labor	economics,	pricing,	and	consumer	behaviour	provides	us	with	an	important
understanding	of	market	operations.	Understanding	Microeconomics	is	beneficial	for	making	informed	decisions	and	navigating	Economic	complexities,	whether	you	are	an	individual	consumer,	a	business	owner,	or	a	policymaker.	Economic	insights	for	leaders	with	our	Economics	For	Managers	Course	Register	now!	14.01	Principles	of
Microeconomics	is	an	introductory	undergraduate	course	that	teaches	the	fundamentals	of	microeconomics.	This	course	introduces	microeconomic	concepts	and	analysis,	supply	and	demand	analysis,	theories	of	the	firm	and	individual	behavior,	competition	and	monopoly,	and	welfare	economics.	Students	will	14.01	Principles	of	Microeconomics	is	an
introductory	undergraduate	course	that	teaches	the	fundamentals	of	microeconomics.	This	course	introduces	microeconomic	concepts	and	analysis,	supply	and	demand	analysis,	theories	of	the	firm	and	individual	behavior,	competition	and	monopoly,	and	welfare	economics.	Students	will	also	be	introduced	to	the	use	of	microeconomic	applications	to
address	problems	in	current	economic	policy	throughout	the	semester.This	course	is	a	core	subject	in	MITs	undergraduate	Energy	Studies	Minor.	This	Institute-wide	program	complements	the	deep	expertise	obtained	in	any	major	with	a	broad	understanding	of	the	interlinked	realms	of	science,	technology,	and	social	sciences	as	they	relate	to	energy
and	associated	environmental	challenges.Course	FormatThis	course	has	been	designed	for	independent	study.	It	includes	all	of	the	materials	you	will	need	to	understand	the	concepts	covered	in	this	subject.	The	materials	in	this	course	include:A	complete	set	of	Lecture	Videos	by	Prof.	Jon	Gruber.Reading	Assignments	in	your	choice	of	two	textbooks
one	of	which	is	a	free	online	edition	-	as	preparation	for	the	lectures.Multiple-choice	Quizzes	to	assess	your	understanding	of	the	key	concepts	in	each	session.Problem	Sets	with	solution	keys	to	test	your	ability	to	apply	to	concepts	covered	in	lecture,	and	Problem	Solving	Videos	to	provide	step-by-step	instruction	through	several	problem	set
solutions.A	collection	of	links	For	Further	Study	to	provide	supplemental	online	content.A	full	set	of	Exams,	including	review	material	and	practice	exams	to	help	you	prepare.	theaters	Problem-solving	Videos	assignment_turned_in	Problem	Sets	with	Solutions	grading	Exams	with	Solutions	Supplemental	Exam	Materials	Key	People:Frank	Hyneman
KnightRagnar	Frischmicroeconomics,	branch	of	economics	that	studies	the	behaviour	of	individual	consumers	and	firms.	Unlike	macroeconomics,	which	attempts	to	understand	how	the	collective	behaviour	of	individual	agents	shapes	aggregate	economic	outcomes,	microeconomics	focuses	on	the	detailed	study	of	the	agents	themselves,	by	using
rigorous	mathematical	techniques	to	better	describe	and	understand	the	decision-making	mechanisms	involved.The	branch	of	microeconomics	that	deals	with	household	behaviour	is	called	consumer	theory.	Consumer	theory	is	built	on	the	concept	of	utility:	the	economic	measure	of	happiness,	which	increases	as	consumption	of	certain	goods
increases.	What	consumers	want	to	consume	is	captured	by	their	utility	function,	which	measures	the	happiness	derived	from	consuming	a	set	of	goods.	Consumers,	however,	are	also	bound	by	a	budget	constraint,	which	limits	the	number	or	kinds	of	goods	and	services	they	can	purchase.	The	consumers	are	modeled	as	utility	maximizers:	they	will	try
to	purchase	the	optimal	number	of	goods	that	maximizes	their	utility,	given	their	budget.The	branch	of	microeconomics	that	deals	with	firm	behaviour	is	called	producer	theory.	Producer	theory	views	firms	as	entities	that	turn	inputssuch	as	capital,	land,	and	labourinto	output	by	using	a	certain	level	of	technology.	Input	prices	and	availability,	as	well
as	the	level	of	production	technology,	bind	firms	to	a	certain	production	capacity.	The	goal	of	the	firm	is	to	produce	the	amount	of	output	that	maximizes	its	profits,	subject	to	its	input	and	technology	constraints.Consumers	and	firms	interact	with	each	other	across	several	markets.	One	such	market	is	the	goods	market,	in	which	firms	make	up	the
supply	side	and	consumers	who	buy	their	products	make	up	the	demand	side.	Different	goods	market	structures	require	microeconomists	to	adopt	different	modeling	strategies.	For	example,	a	firm	operating	as	a	monopoly	will	face	different	constraints	than	a	firm	operating	with	many	competitors	in	a	competitive	market.	The	microeconomist	must
therefore	take	the	structure	of	the	goods	market	into	account	when	describing	a	firms	behaviour.Microeconomists	constantly	strive	to	improve	the	accuracy	of	their	models	of	consumer	and	firm	behaviour.	On	the	consumer	side,	their	efforts	include	rigorous	mathematical	modeling	of	utility	that	incorporates	altruism,	habit	formation,	and	other
behavioral	influences	on	decision	making.	Behavioral	economics	is	a	field	within	microeconomics	that	crosses	interdisciplinary	boundaries	to	study	the	psychological,	social,	and	cognitive	aspects	of	individual	decision	making	by	using	sophisticated	mathematical	models	and	natural	experiments.On	the	producer	side,	industrial	organization	has	grown
into	a	field	within	microeconomics	that	focuses	on	the	detailed	study	of	the	structure	of	firms	and	how	they	operate	in	different	markets.	Labour	economics,	another	field	of	microeconomics,	studies	the	interactions	of	workers	and	firms	in	the	labour	market.Peter	Bondarenko	Assumptions	in	Microeconomic	TheoryMicroeconomic	theory	begins	with	a
single	objective	analysis	and	individual	utility	maximization.	To	economists,	rationality	means	an	individuals	preferences	are	stable,	total,	and	transitive.It	assumes	continuous	preference	relations	to	ensure	that	the	utility	function	is	differentiable	when	you	compare	two	different	economic	outcomes.The	microeconomic	model	of	supply	and	demand
assumes	that	the	markets	are	perfect.	It	means	that	there	are	a	large	number	of	buyers	and	sellers	in	the	market,	and	none	of	them	can	influence	the	price	of	products	and	services	significantly.	Nonetheless,	in	real-life	cases,	the	principle	fails	when	any	buyer	or	seller	controls	prices.Theories	in	Microeconomics1.	Theory	of	Consumer	DemandThe
theory	of	consumer	demand	relates	goods	and	services	consumption	preference	to	consumption	expenditure.	Such	a	correlation	provides	a	way	for	consumers,	subject	to	budget	constraints,	to	achieve	a	balance	between	expenses	and	preferences	by	optimizing	utility.2.	Theory	of	Production	Input	ValueAccording	to	the	production	input	value	theory,
the	price	of	any	item	or	product	is	determined	by	the	number	of	resources	spent	to	create	it.	Cost	may	include	several	of	the	production	factors	(including	land,	capital,	or	labor)	and	taxation.	Technology	may	be	regarded	as	either	circulating	capital	(e.g.,	intermediate	goods)	or	fixed	capital	(e.g.,	an	industrial	plant).3.	Production	TheoryThe
production	theory	in	microeconomics	explains	how	businesses	decide	on	the	quantity	of	raw	material	to	be	used	and	the	quantity	of	items	to	be	produced	and	sold.	It	defines	a	relationship	between	the	quantity	of	the	commodities	and	production	factors	on	the	one	hand,	and	the	price	of	the	commodities	and	production	factors	on	the	other.4.	Theory	of
Opportunity	CostAccording	to	the	opportunity	cost	theory,	the	value	of	the	next	best	alternative	available	is	the	opportunity	cost.	It	depends	entirely	on	the	valuation	of	the	next	best	option	and	not	on	the	number	of	options.The	Demand	and	Supply	Model	of	MicroeconomicsThe	demand	and	supply	model	of	microeconomics	explains	the	relationship
between	the	quantity	of	a	good	or	service	that	the	producers	are	willing	to	produce	and	sell	at	different	prices	and	the	quantity	that	consumers	are	willing	to	buy	at	such	prices.	In	amarket	economy,	price	and	quantity	are	considered	basic	measures	to	gauge	the	goods	produced	and	exchanged.Basic	definitionsDemand:	In	microeconomics,	demand	is
referred	to	as	the	quantity	of	product	or	service	that	the	consumers	are	willing	to	purchase	at	a	particular	price	level.	The	quantity	demanded	by	the	consumers	also	depends	on	their	ability	to	pay.Supply:	In	microeconomics,	supply	refers	to	the	amount	of	product	or	service	that	the	producers	are	willing	to	provide	at	a	particular	price	level.	Moreover,
companies	seek	to	maximize	their	profit;	hence,	they	would	manufacture	and	supply	a	larger	quantity	of	products	if	they	can	be	sold	at	higher	prices.Law	of	Demand	and	SupplyIn	microeconomics,	the	law	of	demand	states	that	the	quantity	of	commodities	demanded	by	consumers	varies	inversely	with	prices	of	the	commodities,	all	other	factors	being
constant.	This	implies	that	if	the	price	of	any	commodity	increases,	the	demand	for	that	commodity	will	decrease.The	law	of	supply	states	that	an	increase	in	the	price	of	any	commodity	will	lead	to	an	increase	in	supply	and	vice	versa,	all	other	factors	being	constant.	The	producers	attempt	to	maximize	their	profit	by	increasing	the	quantity	when	the
price	rises.The	point	of	intersection	of	the	demand	curve	and	supply	curve	is	called	the	equilibrium	point.	At	the	equilibrium	point,	the	price	and	quantity	are	respectively	known	as	the	equilibrium	price	(P*)	and	equilibrium	quantity	(Q*).	Due	to	a	change	in	any	of	the	economic	or	consumer	factors,	the	market	shifts	away	from	the	equilibrium	point.
However,	the	economy	behaves	accordingly	to	bring	the	market	back	to	the	equilibrium	point.Now,	assume	that	the	price	of	a	certain	commodity	falls	below	P*.	In	such	a	case,	the	demand	for	that	commodity	will	surge.	The	quantity	supplied	will	not	be	enough	to	cater	to	the	quantity	demanded,	resulting	in	excess	demand	or	shortage.	The	producers
will	realize	that	they	have	an	opportunity	to	sell	whatever	quantity	they	have	at	a	higher	price	and	make	profits.Consequently,	the	price	will	rise	toward	the	equilibrium.	Similarly,	if	the	price	of	a	commodity	increases	above	P*,	there	will	be	a	drop	in	quantity	demanded.	At	the	new	price,	the	quantity	supplied	is	more	than	the	quantity	demanded,
which	results	in	excess	supply	or	surplus.	The	producers	will	eventually	start	selling	at	lower	prices,	causing	an	increase	in	demand,	and	the	market	will	move	towards	the	equilibrium	point.Structure	of	the	MarketMarket	structure	is	determined	by	various	aspects,	such	as	the	number	of	buyers	and	sellers	in	the	market,	the	distribution	of	market
shares	between	them,	and	how	convenient	it	is	for	the	companies	to	enter	and	leave	the	market.1.	Pure	competitionPure	competition	is	a	market	structure	in	which	numerous	small	firms	compete	against	each	other.	The	demand	and	supply	determine	the	quantity	of	the	commodities	produced	and	the	market	prices.	The	firms	cannot	influence	the
prices,	and	the	commodities	produced	by	all	the	firms	are	identical.2.	MonopolyIn	such	a	monopolistic	market	structure,	there	is	a	single	company	controlling	the	supply	in	the	entire	market.	As	there	are	no	substitutes,	the	company	reduces	the	quantity	supplied,	increases	the	price,	and	earns	considerable	profits.3.	OligopolyIn	an	oligopoly,	a	few
companies	control	the	entire	market.	The	companies	can	either	compete	or	collaborate	to	raise	prices	and	earn	more	profits.4.	MonopsonyA	monopsony	exists	when	only	one	buyer	is	controlling	the	demand	for	commodities,	whereas	there	are	many	sellers	in	the	market.5.	OligopsonyAn	oligopsony	exists	when	there	are	only	a	small	number	of	buyers
but	many	sellers.	In	such	a	market,	the	buyers	exert	more	power	than	sellers,	unlike	oligopoly,	where	sellers	control	the	market.More	ResourcesCFI	offers	the	Commercial	Banking	&	Credit	Analyst	(CBCA)	certification	program	for	those	looking	to	take	their	careers	to	the	next	level.	To	keep	learning	and	developing	your	knowledge	base,	please
explore	the	additional	relevant	resources	below:	Maximum	price	is	OP1.	At	this	point,	the	quantity	demanded	(OQ1)	exceeds	quantity	supplied	(OQ2).	The	'black	market'	price	is	OP2.A	minimum	price	is	sometimes	imposed	in	order	to	protect	producers.	Here,	the	quantity	supplied	will	exceed	the	quantity	demanded,	provided	the	minimum	price	is
struck	at	a	level	above	the	equilibrium	price.	One	of	the	goals	of	the	European	Union	(EU)	has	been	to	protect	the	agricultural	sector,	and	the	common	agricultural	policy	is	a	minimum	price	system.	As	a	consequence	of	this,	the	agricultural	sector	of	the	EU	has	periodically	generated	surpluses.The	impact	of	intervention	in	the	price	system	should	not
be	seen	as	undesirable	in	all	cases.	However,	one	of	the	contributions	that	microeconomic	analysis	makes	is	that	it	teaches	us	that	there	will	be	consequences	of	such	interventions,	and	society	has	to	manage	those	consequences.Theory	of	the	firmThe	theory	of	the	firm	is	a	branch	of	microeconomics	that	examines	the	different	ways	in	which	firms
within	an	industry	may	be	structured,	and	seeks	to	derive	lessons	from	these	alternative	structures.Perfect	competitionA	perfectly	competitive	market	is	one	in	which:there	are	many	firms	producing	homogeneous	goods	or	servicesthere	are	no	barriers	to	entry	to	the	market	or	exit	from	the	marketboth	producers	and	consumers	have	perfect
knowledge	of	the	market	place.Under	such	conditions,	the	price	and	level	of	output	will	always	tend	towards	equilibrium	as	any	producer	that	sets	a	price	above	equilibrium	will	not	sell	anything	at	all,	and	any	producer	that	sets	a	price	below	equilibrium	will	obtain	100%	market	share.	The	demand	curve	is	perfectly	elastic,	which	means	that	it	will	be
horizontal.As	these	conditions	imply,	there	are	few	if	any	examples	of	perfectly	competitive	markets	in	real	life.	However,	some	financial	markets	approximate	to	this	extreme	model,	and	there	is	no	doubt	that	in	some	fields	of	commerce	the	development	of	the	internet	as	a	trading	platform	has	made	the	markets	for	some	products,	if	not	perfectly
competitive,	then	certainly	less	imperfect.MonopolyA	monopoly	arises	when	there	is	only	one	producer	in	the	market.	It	should	be	noted	the	laws	of	many	countries	define	a	monopoly	in	less	extreme	terms,	usually	referring	to	firms	that	have	more	than	a	specified	share	of	a	market.Unlike	perfect	competition,	monopolies	can	and	do	arise	in	real	life.
This	may	be	because	the	producer	has	a	statutory	right	to	be	the	only	producer,	or	the	producer	may	be	a	corporation	owned	by	the	government	itself.A	monopoly	enjoys	a	privilege	in	that	it	can	strike	its	own	price	in	the	market	place,	which	can	give	rise	to	what	economists	call	super-normal	profits.	For	this	reason,	monopolies	are	usually	subject	to
government	control,	or	to	regulation	by	non-governmental	organisations.OligopolyAn	oligopoly	arises	when	there	are	few	producers	that	exert	considerable	influence	in	a	market.	As	there	are	few	producers,	they	are	likely	to	have	a	high	level	of	knowledge	about	the	actions	of	their	competitors,	and	should	be	able	to	predict	responses	to	changes	in
their	strategies.The	minimum	number	of	firms	in	an	oligopoly	is	two,	and	this	particular	form	of	oligopoly	is	called	a	duopoly.	There	are	several	examples	of	duopolies,	including	the	two	major	cola	producers	and,	for	several	product	lines,	Unilever	and	Procter	&	Gamble.	However,	markets	dominated	by	perhaps	up	to	six	producers	could	be	regarded
as	oligopolistic	in	nature.	Where	a	few	large	producers	dominate	a	market,	the	industry	is	said	to	be	highly	concentrated.	Although	it	is	difficult	to	make	generalisations	across	all	oligopolistic	markets,	it	is	frequently	noted	that	their	characteristics	include	complex	use	of	product	differentiation,	significant	barriers	to	entry	and	a	high	level	of	influence
on	prices	in	the	market	place.Monopolistic	competitionMonopolistic	competition	arises	in	markets	where	there	are	many	producers,	but	they	will	tend	to	use	product	differentiation	to	distinguish	themselves	from	other	producers	in	the	market.	Therefore,	although	their	products	may	be	very	similar,	their	ability	to	differentiate	means	that	they	can	act
as	monopolies	in	the	short-run,	irrespective	of	the	actions	of	their	competitors.For	monopolistic	competition	to	exist,	consumers	must	know	of	or	perceive	differences	in	products	sold	by	firms.	There	tend	to	be	fewer	barriers	to	entry	or	exit	than	in	oligopolistic	markets.ConclusionsThose	embarking	on	their	studies	for	BT/FBT	will	quickly	become
aware	that	the	syllabus	is	broad	but	shallow.	It	is	essential	to	cover	a	wide	range	of	topics,	without	necessarily	having	to	study	each	component	part	in	depth.	The	purpose	of	this	article	has	therefore	been	to	provide	basic	information	on	the	most	important	areas	of	microeconomics	without	any	intention	of	exploring	any	individual	topic	in	detail.
Awareness	of	key	principles	is	important,	but	candidates	should	not	assume	that	they	have	to	be	experts	in	order	to	deal	with	the	objective	test	questions	in	the	exam.Written	by	a	member	of	the	BT/FBT	examining	team	DefinitionMicroeconomics	is	a	social	science	that	studies	how	individuals	respond	to	changes	in	incentives,	prices,	resources,	and/or
methods	of	production.	Microeconomics	is	a	field	of	study	that	focuses	on	what	incentivizes	the	decisions	that	people	and	companies	make	and	how	resources	are	used	and	distributed.	It	provides	a	more	detailed	understanding	of	individuals,	firms,	and	markets.	This	is	accomplished	by	showing	how	and	why	different	goods	have	different	values	and
addressing	how	individuals	and	businesses	conduct	and	benefit	from	efficient	production	and	exchange.	It	also	shows	how	individuals	can	coordinate	and	cooperate	with	others.	Microeconomics	deals	with	prices	and	production	in	single	markets	and	the	interaction	between	them.Microeconomics	differs	from	macroeconomics,	which	focuses	on
economy-wide	aggregates.Microeconomists	form	various	models	based	on	logic	and	observed	human	behavior,	and	they	test	the	models	against	real-world	observations.	Investopedia	/	Tara	Anand	Microeconomics	studies	what's	likely	to	happen	when	individuals	make	choices	in	response	to	changes	in	incentives,	prices,	resources,	or	methods	of
production.	These	scenarios	are	also	known	as	tendencies.	This	branch	of	economics	focuses	on	various	factors	that	affect	decision-making,	such	as	supply	and	demand,	failures	in	the	market,	and	prices.	Some	of	the	most	common	theories	addressed	in	the	study	of	microeconomics	include	consumer	theory	and	the	theory	of	pricing.	Individuals	are
often	grouped	into	microeconomic	subgroups	such	as	buyers,	sellers,	and	business	owners.	These	groups	create	the	supply	and	demand	for	resources,	using	money	and	interest	rates	as	pricing	mechanisms	for	coordination.	The	study	of	microeconomics	involves	several	key	concepts,	including	but	not	limited	to:Incentives	and	behaviors:	This
addresses	how	people	as	individuals	or	groups	react	to	the	situations	with	which	they're	confronted.Utility	theory:	Consumers	will	choose	to	purchase	and	consume	a	combination	of	goods	that	will	maximize	their	happiness	or	utility	subject	to	the	constraint	of	how	much	income	they	have	available	to	spend.Production	theory:	This	is	the	study	of
production	or	the	process	of	converting	inputs	into	outputs.	Producers	seek	to	choose	a	combination	of	inputs	and	methods	of	combining	them	that	will	minimize	costs	to	maximize	their	profits.Price	theory:	Utility	and	production	theory	interact	to	produce	the	theory	of	supply	and	demand,	which	determines	prices	in	a	competitive	market.	Price	theory
concludes	that	the	price	demanded	by	consumers	is	the	same	as	that	supplied	by	producers	in	a	perfectly	competitive	market.	This	results	in	economic	equilibrium.	Microeconomics	focuses	on	individual	decision-makers	and	specific	markets.	Put	simply,	the	field	focuses	on	smaller	factors	that	influence	the	decisions	made	by	key	stakeholders,	such	as
consumers	and	businesses.	It	is	considered	to	be	a	stepping	stone	to	macroeconomics.	Macroeconomics	is	the	study	of	the	economy	as	a	whole.	It	studies	how	the	economy	behaves,	performs,	and	functions	by	addressing	different	economic	concepts	like	gross	domestic	product	(GDP),	employment,	and	inflation.	Macroeconomists	can	use	the
information	they	gather	to	make	important	decisions	that	affect	the	economy.	Microeconomics	can	be	applied	in	a	positive	or	normative	sense.	Positive	microeconomics	describes	economic	behavior	and	explains	what	to	expect	if	certain	conditions	change.	For	instance:	Economists	theorize	that	consumers	will	buy	fewer	cars	if	a	manufacturer	raises
its	prices.The	price	of	copper	tends	to	increase	if	a	major	copper	mine	collapses	in	South	America	because	supply	is	restricted.	Positive	microeconomics	could	help	an	investor	see	why	Apple's	(AAPL)	stock	price	may	fall	if	consumers	buy	fewer	iPhones.	It	could	also	explain	why	a	higher	minimum	wage	might	force	Wendy's	(WEN)	to	hire	fewer
workers.	These	explanations,	conclusions,	and	predictions	of	positive	microeconomics	can	be	applied	normatively	to	prescribe	what	people,	businesses,	and	governments	should	do	to	attain	the	most	valuable	or	beneficial	patterns	of	production,	exchange,	and	consumption	among	market	participants.	This	extension	of	the	implications	of
microeconomics	from	"what	is"	to	"what	ought	to	be"	or	"what	people	ought	to	do"	also	requires	at	least	the	implicit	application	of	some	sort	of	ethical	or	moral	theory	or	principles	and	some	form	of	utilitarianism.	The	study	of	microeconomics	has	historically	been	performed	according	to	general	equilibrium	theory,	developed	by	Lon	Walras	in
"Elements	of	Pure	Economics,"	and	partial	equilibrium	theory,	introduced	by	Alfred	Marshall	in	"Principles	of	Economics."	The	Marshallian	and	Walrasian	methods	fall	under	the	larger	umbrella	of	neoclassical	microeconomics.	Neoclassical	economics	focuses	on	how	consumers	and	producers	make	rational	choices	to	maximize	their	economic	well-
being,	subject	to	the	constraints	of	how	much	income	and	resources	they	have	available.	These	economists	make	simplifying	assumptions	about	markets,	such	as	perfect	knowledge,	infinite	numbers	of	buyers	and	sellers,	homogeneous	goods,	or	static	variable	relationships	to	construct	mathematical	models	of	economic	behavior.	These	methods
attempt	to	represent	human	behavior	in	functional	mathematical	language.	This	allows	economists	to	develop	mathematically	testable	models	of	individual	markets.	Neoclassicals	believe	in	constructing	measurable	hypotheses	about	economic	events	and	then	using	empirical	evidence	to	determine	which	hypotheses	work	best.	They	follow	the	logical



positivism	or	logical	empiricism	branch	of	philosophy	in	this	way.	Microeconomics	applies	a	range	of	research	methods	depending	on	the	question	being	studied	and	the	behaviors	involved.	Microeconomics	has	a	wide	variety	of	uses.	Policymakers	may	use	microeconomics	to	understand	how	public	economic	policies	affect	decision-making	by
consumers	and	businesses,	such	as	the	effect	of	setting	a	minimum	wage	or	subsidizing	the	production	of	certain	commodities.	Businesses	may	use	microeconomics	to	analyze	pricing	or	production	choices.	Individuals	may	use	it	to	assess	purchasing	and	spending	decisions.	Utility	refers	to	the	degree	of	satisfaction	that	an	individual	receives	when
making	an	economic	decision.	The	concept	is	important	because	decision-makers	are	often	assumed	to	seek	maximum	utility	when	making	choices	within	a	market.	Microeconomics	is	critical	to	daily	life	even	in	ways	that	may	not	be	evident	to	those	engaging	in	it.	Take	the	case	of	someone	who	wants	to	buy	a	car.	Microeconomic	principles	play	a
central	role	in	individual	decision-making.	They	may	consider	incentives	(rebates	or	low	interest	rates)	when	assessing	whether	to	purchase	a	vehicle	and	may	select	a	make	and	model	based	on	maximizing	as	they	stick	to	their	budget.	A	car	company	will	have	made	similar	microeconomic	considerations	in	the	production	and	supply	of	cars	into	the
market.	Microeconomics	is	a	field	of	social	sciences	focused	on	the	decision-making	of	individuals	and	firms	within	economies.	It	studies	what	influences	people	and	companies	in	their	decisions,	whether	that's	what	they	purchase	or	what	to	produce.	Microeconomists	formulate	various	models	based	on	logic	and	observed	human	behavior.	They	test
the	models	against	real-world	observations.
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