7] INDUSTRIAL ECONOMICS — CHAPTER 1

€@ Industrial Economics

Industrial Economics is the study of firms, industries, and markets.

It looks at firms of all sizes — from local corner shops to multinational giants.

It considers a whole range of industries such as electricity generation, car production,
restaurants, and service sectors.

When analyzing decision making at the levels of the individual firm and industry, Industrial Economics
helps us understand issues such as:

The levels at which capacity, output, and prices are set.

The extent of product differentiation.

How much firms invest in R&D.

Advertising, employment, wage negotiations, and dispute settlement.

Industrial Economics also gives insights into how firms organize their activities and their motivations.
While Microeconomics assumes profit maximization, Industrial Economics examines alternative
objectives like growing market share.

@ Scope of Industrial Economics

Industrial Economics is a distinctive branch of economics dealing with the economic problems of firms
and industries, and their relationship with society.
It is also known as:

Economics of Industries

Industry and Trade

Industrial Organization and Policy
Commerce

Business Economics

There are two broad elements:
(1) Descriptive Element

Concerned with the information content of the subject.

Provides the industrialist or businessman with a survey of industrial and commercial organizations
in his own and other countries.

Gives information on natural resources, industrial climate, infrastructure, factor supplies, trade
and commercial policies, and competition.




« Deals with information about competitors, resources, and government rules related to the
concerned industry.

(2) Analytical Element

Concerned with business policy and decision-making.

Deals with market analysis, pricing, choice of techniques, plant location, investment planning,
labour management, financial decisions, and product diversification.

It is a vital part of Industrial Economics.

© Methodology of Industrial Economics

Three major approaches:

Descriptive Approach — provides an overview of industrial organization.

Price Theory Approach — uses microeconomic models to explain firm behavior and market
structure.

Public Policy Approach — focuses on economic regulation, antitrust law, and governance of law
(property rights, contracts, and infrastructure).

€@ Industrial Structure

o Refers to the number and size distribution of competitors in an industry.
« Some industries contain many firms (restaurants, retailing), others few competitors.
e The number and size of firms are important in determining profitability.

€ Industry Structure Elements

Rivalry Intensity — High rivalry reduces profits; large firms enjoy economies of scale, small ones

may be forced out.

Ease of Entry — Entry is easiest in new industries with high demand; difficult entry lowers profits.
. Availability of Substitutes — Fewer substitutes allow higher prices and profits; more substitutes

reduce profitability.

€@ Meaning of Industrialization

e Used in two senses:
o Narrow sense: establishment and development of basic and manufacturing industries to raise
living standards.




o Wider sense: includes changes in the entire economic structure of a country.
« The main objective is to develop all factors of economic development equally.

@ Objectives of Industrialization

Promote economic efficiency and growth
Structural shift in economy towards industry
Balanced regional development

Inter and intra-sectoral linkages

Base for technology transfer and development
Develop international competitiveness
Generate employment opportunities

Develop domestic technological capability
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€@ Characteristics of Industrialization

. Transfer of sources of production from agriculture to industry and services.
Deepening and widening use of capital, reducing unit cost and raising profits.
Development of new processes — mechanization, automation, rationalization, new products and
markets.
. Social changes — modernization, improved education, less social constraint.
Economic development — equal development across sectors, accelerating growth.

€@ Forms or Patterns of Industrialization

(1) Pattern According to Control

Government-controlled industries
Private-sector industries

Industries under big industrial houses

Private industries under government regulation
Self-employment industries

(2) Pattern According to Growth Trend

e Forward Industrialization: continuous progress and growth.
e Backward Industrialization: continuous decline and slow growth.

(3) Pattern According to Ownership of Capital

o State Initiated Pattern — public sector (e.g., Russia, China).




« Private Initiated Pattern — private sector (e.g., USA, Japan).
o Jointly Initiated Pattern — joint sector (e.g., India, UK).

(4) Pattern According to Location

e Centralised Industrialization — industries concentrated in certain areas.
o Decentralised Industrialization — industries spread across regions.

(5) Pattern According to Size
o Large-scale industries: high capital, advanced technology (e.g., Automobiles).
e Small-scale industries: labour-based, urban.
e Medium-sized industries: investment between 5 and 10 crore rupees.

(6) Pattern According to Intensity

o Capital Intensive Industrialization — more capital used.
e Labour Intensive Industrialization — more labour used.

€@ Determinants of Industrial Growth

(I) Economic Factors

o Natural Resources: prosperity depends on availability and exploitation.
o Capital Formation: essential for industrial growth and modernization.
e Human Resources: labor supply and population growth support expansion.

(11) Non-Economic Factors
o Political Stability: government behavior affects growth.

« International Conditions: foreign relations and cooperation affect exports.
e Social Changes: attitudes toward progress and innovation matter.

@ Speed of Industrialization

Varies among countries due to:

Nature of Industrialization — consumer goods = slow; capital goods = faster.
. Technological Development — low technology = slow speed.

Government Policy — supportive policies accelerate industrialization.

Social Conditions — harmony with change increases speed.

Population — low density = faster growth.

Human Resources — efficiency and discipline increase productivity.

Other Factors — resources, stability, and labor relations.




