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The students will be able to understood the following objectives after the 
completion of this unit.	
To know the basic concept of factors of production like capital, land'- etc.	
 To know the meaning and importance of capital formation	
To know the organization and its types	
 To know the public enterprises, features, objective, importance and"- problems	:
5.1 Introduction
Broadly speaking, anything that assists in production is termed factors of production. In other words, factors contributing to the production of a commodity i,e, creating new utilities of form, time or place of that commodity are called factors or production. Factors of production are also known as productive resources e.g. natural resources, human resources and physical resources. Economists have classified factors of production into the following categories:
a. Land. It refers to all kinds of natural resources available anywhere on the earth as the means of production.
b. Labour. It refers to human efforts, both physical and mental, used in the productive activity,
c-	Capital. It a manmade resource, which includes physical capital assets of equipment,
machines, factories, electricity, raw materials, etc.
d. Enterprise. It refers to the entrepreneurial activity in the process of production undertaken by a class of people called entrepreneurs or organizers.
The owners or suppliers of these factors (land, labour, capital and enterprise) are called agents of production. Thus, there are four types of agents of production, namely, landlords, labourers, capitalists and entrepreneurs who supply land, labour, capital and entrepreneurship respectively.
5.2 Land
2.2.1 Meaning of Land
In ordinary language land means surface of the soil. But in economics it is used in a wider sense. It not only means surface of the soil but includes all those natural forces which are the free gifts of nature. According to Dr. Marshall, “By land is meant not merely land in the strict sense of the word, but whole of the materials and forces, which nature gives freely for man’s aid in land and water, in air light and heat.”
According to this definition land, consists the following:
1. Upper surface of earth with its properties and the forests growing on it naturally
2. Mountains, oceans, rivers, lakes, ponds and the things found in them
3. Minerals found under the surface of earth
4. Climate, wind, sunshine, sunlight, heat etc.
5.2.2 Characteristics of Land
The main characteristics of land are explained below:
1. Free Gift of Nature
Land is a free gift of nature. It is given to us free of cost by nature.
2. Limited in Supply
Land is limited in supply. We cannot increase the supply of it. The supply of other factors of production can be increased to a greater or lesser extent, but it is impossible to increase the supply of land.
3. Non-Perishable Factor
Land is not perishable. In other words, it has original and indestructible qualities. Land cannot be destroyed because it is given by nature. Modem science can only change its character but cannot destroy it.
4. Immobile Factor
Land is immobile. It cannot be transported from one place to another. However, the products of land are mobile.
Differences in Quality
Land is heterogeneous in nature, i.e. all lands are not equally fertile. Some are more fertile than others. So land differs in fertility.
5 Passive Factor
Land is a passive factor of production because it cannot produce anything by itself.
Man has to do some effort to produce something out of it.
5.3 Capital
5.3.1 Meaning of Capital
In ordinary language, capital means wealth or money. But, in economics, it refers to those goods and services which can be used for further production of wealth. These goods and services may be in any form. They may be in the form of raw materials or finished articles tools, buildings, machinery, share. If they help a man in the further production of wealth, they are said to be his capital. Suppose a man has a big sum of money, say Rs. 10 lakhs, in his safe. Since this sum does not yield any income, it will not be regarded as the capital. It will be simply his wealth. If, however, he deposits it in a bank, it will earn interest. As yields an income, it is considered as capital. Capital is, thus, that wealth of an individual or nation, which is used for the further production of wealth. Whether a particular thing is capital or not depends upon the use to which it is put. For instance, if a doctor uses his car to visit his patients and gets fees, it will be his capital. If, however, he utilizes it only for recreative purposes, it will not be his capital, it will be his wealth. According to Marshall, “Capital consists of those kinds of wealth, other than the free gifts of nature, which yield income.” In the words of S.E. Thomas, “Capital is a part of that wealth of individuals and of communities other than land, which is used to assist in the production of further wealth, e.g. tools, implements, machinery, seeds, raw materials and transport instruments.”
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That part of money which is used for the production of more money is called capital. All money is not capital. No doubt money is also a form of wealth. Capital is a factor of production, but money does not serve as a factor of production and, therefore, cannot be called capital. However, with the help of money we can purchase raw materials, machinery etc. which serve as factors of production. Thus, the money spent for the purchase of machines or raw materials or other forms of producer goods is called capital. But the money which is lying underground or is in hoarded form or is used to purchase consumer goods is not capital, it is wealth only.
5.3.2 Characteristics of Capital
1. A Manmade Factor
It is a man made factor of production. It is the result of savings. Therefore, it js called stored up labour. It is saved by postponing the present wants in favour of future.
2. A Mobile Factor
Of all the factors of production capital is the most mobile. It can easily be transferred from one place to another.
3. A Passive Factor
Capital is a passive factor of production. Unless it is combined with labour, capital is of no use and it remains idle.
4. Appreciates and Depreciates
The value of capital appreciates or depreciates with the passage of time. When it is used again and again if depreciates and its value declines. Therefore, provision must be made for its replacement.
5. Elastic Supply
Since it is a man-made factor of production, it is easier to increase or decrease the quantum of capital than compared to other factors of production.
5.3.3 Capital Formation
Meaning of Capital Formation
The word ‘capital formation’ is used in narrow sense as well as in broader sense. However, in a narrow sense, it refers to physical capital stock which includes machines, machines, etc. In a broader sense, it includes non-physical capital or human resources consisting of public health, efficiency, craft, visible and invisible capital.
According to Prof. Nurske, “The meaning of capital formation is that society does not supply the whole of its productive activity to the needs and desires of immediate consumption but directs a part of it to make capital goods, tools and instrument, machines and transport facilities plant and equipment - all the various forms of real capital that can so greatly increase the efficiency of productive effort. ”
According to Prof. Simon Kuzets, “Domestic capital formation would include not only additions to construction, equipment and inventories within the country, but also other expenditure except those necessary to sustain output at existing lands. It would include outlays and education, recreation and material luxuries that contribute to health and productive of individuals and all expenditures by society that serve to raise morale of employed population. ”
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Capital formation or accumulation undergoes three main stages:
1.   Creation of Saving
The creation of saving is the first stage of capital formation. It means that there must be an increase in the volume of real savings, so that the sources may be used for the production of consumption purposes and further may be released for other purposes. Therefore, for capital formation, some current consumption has to be sacrificed for obtaining a larger part of flow of consumer goods in the near future. For instance, if a community saves nothing and consumes whatsoever it produces, no new capital will come into existence which will result in fall in the production of consumer goods in future with the wearing out of the existing capital assets. Therefore, it is essential that people should save from the present consumption. Therefore, it is essential that people should save from the present consumption. The creation of savings depends upon the power to save, will to save and facility to save.
2. Mobilization of Saving
The next process of saving is that it must be mobilized by converting into investible funds. For the purpose, the extinct of banking and other financial institutions is a must. Banking facilities give considerable help to promote high rate of mobilization of channelization of saving. In brief, sound and efficient banking system enables investors invest more and more.
3. Investment of Saving
The final stage is the investment of saving into capital goods. It needs a class of efficient, dynamic, daring and skilled entrepreneurs. Able and efficient entrepreneur is always ready to make investments for the production of capital goods. In short, both saving and investment are crucial for capital accumulation. Thus, the process of capital accumulation presupposes that national income (Y) in a given period of time should exceed the level of consumption (C).
5.4 Organization
5.4.1 Meaning of Organization
A business undertaking (also known as business enterprise, business firm or business concern) is an organization which is engaged in some business or commercial activity. It may be owned and controlled by a single individual or by a group of individuals. It may be based upon an informal agreement or it may be a formal association of persons.
Every business undertaking is a separate and distinct unit of business. It has its own identity and separate ownership. It can be distinguished from another undertaking

on the basis of its ownership, management and control. According to Wheeler, a busing undertaking is "a concern, company or enterprise which buys and sells, is owned by person or group of persons and is managed under a specific set of operating policies
Thus, a business undertaking may be defined as an organization operating separate ownership, management and control and carrying on any business activity with independent risk-bearing. All business undertakings are directly or indirectly engaged the transfer or exchange of goods and services of value. They deal in goods and service on a regular basis. Their main motive is to earn profits. They are exposed to various types of risks.
5.4.2 Functions of Organizers/Entrepreneurs
The main function of entrepreneurs are mentioned below:-
a. Planner of Business
The entrepreneurs about the plan, product, management of finance, production of goods and services, markets, and determine its price and quality production and motive to profit seeking.
b. Distribution
The entrepreneurs manage the produced goods and services in the market. Organizer also help to the policy of distribution of profit.
c. Decision making
The entrepreneurs take decision in right time to promote the business. The planner also take the decision of how much goods produce, distribute the goods, delivering, selling's according to competitive market.
d. Coordination
Entrepreneurs have to coordinate between land, capital, labour, etc. The good entrepreneurs have to produce more quantities in minimum cost.
e. Supervision of work
Organization supervise the work according to plan. Evaluation of labour, condition of machinery equipments, problems occur in Business and its solutions etc.
f. Risk taker
Future is uncertain. The entrepreneur invest huge amount of money for profit. These may take profit or it may lose due to various reasons. In spite of uncertainty, the  entrepreneur continue their business in risk.
5.4.3 Type of Business Undertakings
Business undertakings may be classified into three broad categories as given below:
Private Sector Undertakings
These undertakings are owned, controlled and managed exclusively by private businessmen. There is no participation by the state or government. Such undertakings are the outcome of the efforts of one or more entrepreneurs who pool together their resources and co-ordinate their activities to carry on business. The main motive of private sector undertakings is to earn profit. The range of such undertakings is very wide. They operate in manufacturing, agriculture, trading, agency service and other areas of business.
b. Public Sector Undertakings
Public sector undertakings or public enterprises are those which are owned and managed by the government. According A.H. Hanson, “Public enterprises mean state ownership and operation of industrial, agricultural, financial and commercial undertakings . Thus, the public enterprise may be defined as an undertaking that is owned by a national, state or local government, supplies goods and services at a price, and operates under the supervision and control of the government. These undertakings are owned and controlled by the state. The state here refers to the central government, state governments and municipal authorities. The basic purpose of such undertakings is to render services to society. In a public sector undertaking the state has complete ownership or major ownership. Nepal Electricity Authority is an example of the public sector undertaking. Where the government is not the sole owner, it owns 51 percent or more of the total share capital. For instance, Government of Nepal is the major shareholder in Nepal Bank Ltd.
c. Joint Sector Undertakings
The joint sector consists of those business undertakings in which the ownership, management and control are shared jointly by the government, private entrepreneurs and the public. According to J.R.D. Tata, “A joint sector enterprise is intended to be a form of partnership between the private sector and the government in which Government participation of the capital will not be less than 26 percent, the day- to-day management will normally be in the hands of the private sector partner and control and supervision will be exercised by a board of directors on which government is adequately represented.” Nepal Bank Ltd and Nepal Industrial Development Corporation are examples of the joint sector enterprises in Nepal.
5.5 Forms of Private Sector Enterprise
A private sector enterprise may be organised in various forms. It may be owned by an individual or by a group of individuals. When owned by a single person, it is called sole proprietorship. Joint Hindu Family firm, partnership, joint stock company and cooperative society are examples of collective ownership.
5.5.1 Sole Proprietorship
Sole proprietorship or individual proprietorship is the simplest, oldest respects, the most natural form of business organization in the private sector. In this  form, a single individual is solely responsible for providing the capital, or earing the risks and for the overall management and control of the enterprise. It is a one-man show, owned, financed and operated by one person. According to Prof. Haney, “ the individual  proprietor is a form of business organisation at the head of which stands as one who is responsible, who directs its operations and who alone runs the risk of failure”.
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The distinguishing characteristics of sole proprietorship are as follows.
1. Single Ownership	.
A sole proprietorship is wholly owned by one individual. The individual supplies the total capital from his own wealth or from borrowed funds.
2. One-man Control
The proprietor alone takes all the decisions pertaining to the business. He is not required to consult anybody. Ownership and management are vested in the person,
3. No Legal Entity	.
A sole proprietorship has no legal identity separate from that of its owner. The law makes no distinction between the proprietor and his business. The assets and liabilities of the business and its proprietor are not separate.
4. Unlimited Liability
The proprietor is personally liable for all the debts of the business. In case the assets are insufficient to meet its debts, the personal property of the proprietor can be attached.
5. No Profit Sharing
The proprietor alone is entitled to all the profits and losses of business. He bears the complete risk and there is nobody to share in the profits or losses.
6. Small Size
The scale of operations carried on by a sole proprietor is generally small.
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1. Easy to Start and Dissolve
A sole proprietorship can be set up easily and quickly. No legal formalities and expenditure are involved in the establishment of a proprietorship. There is no need to associate others to enter into any agreement. Only a license may be needed in special cases. The proprietor can start business operations as and when he desires. Similarly, a sole proprietorship can be closed down very easily and quickly.
2 Motivation to Work
The proprietor alone is entitled to receive all the profits of business and he alone has to bear all losses. There is a direct relationship between effort and reward. Therefore, there is an incentive to work hard. The proprietor is motivated to make the best possible use of his skills and resources to maximize the profits.
3 Quick Decisions
The sole proprietor is completely free to take decisions and to implement them. He need not consult others or seek their approval. Quick decisions and prompt actions help improve the efficiency of business operations.
4. Independent Control
The sole proprietor enjoys complete freedom of action. No legal formalities are to be complied with and there is no government interference in day-to-day operations.
5. Relation of Business Secrets
The sole proprietor can keep the secrets of his business to himself. These secrets are not known to competitors or others.
6. Personal Contact
A sole proprietor is in a position to maintain intimate contacts with his customers and employees. He can cater to the requirements of each and every customer. Close personal touch increases the competitive strength of the business.
7. Flexibility
A sole proprietorship is small in size and has a simple management structure. Therefore, it can be adapted easily to suit the changing conditions in the market. The line of business can be easily changed or modified.
8. Economy
The management of sole proprietorship is inexpensive. As the proprietor himself is the manager, the cost of management is very low. Borrowing capacity is high owing to the unlimited personal liability of the owner.
9. Social Utility
Sole proprietorship provides an opportunity for gainful self employment to persons with limited money. It offers a way of earning an honourable living to those who do not want to work under others. It also facilitates equitable distribution of income and wealth. It leads to the development of personal qualities such as self-reliance, initiative and responsibility.
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Sole proprietorship suffers from the following drawbacks:
1. Limited Capital
The financial resources of a proprietor are limited. His funds are not adequate  enough to start large scale operations.
Lack of Specialization
The managerial ability of the proprietor is limited. All the qualities suchjudgment, wisdom etc. required for success in business are rarely found in Orie person. The proprietor is overburdened with too many tasks. He may commit errors of judgment and his decisions may be hasty. Sole proprietorship cannot afford to employ professional experts. As a result, the benefits of division of labour are not available.
3. Unlimited Liability
The proprietor is personally liable for all the losses of business. Fear of loss of personal property due to failure of business makes the proprietor very cautious and conservative. As a result, the business may fail to grow and keep pace with new developments in its particular field.
4. Uncertain Life
Sole proprietorship does not enjoy continuity of existence. It is dependent on the life of the proprietor. Business may come to a standstill due to the illness, insolvency and death of the proprietor. His successors may not be capable enough to carry on the business successfully.
Due to limitations of capital and management, proprietorship business cannot grow and expand, to a large size. Its goodwill and bargaining position are also weak.
5.5.2 Partnership
The partnership form of business organization was evolved to overcome the shortcomings of sole proprietorship. As the size of business expands, one person is unable to provide the necessary capital and managerial skills. Therefore, two or more persons form a partnership to carry on business by pooling their financial resources and managerial skills. Thus, partnership is an extension of sole proprietorship.
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According to Prof. Haney, partnership is “the relation between persons competent to make contract who agree to carry on a lawful business in common with a view to private gain. “ A partnership is formed by two or more members, each of whom is liable for the firm’s debts. Two or more individuals may form a partnership by making a written or oral agreement that they will carry on a business jointly and will share the profits therefrom. A partnership is, therefore, a group of persons who have contributed the capital for setting up some business jointly.
A partnership can also be defined as “the relation between persons who have agreed to share the profits of a business carried on by all or any one of them acting for all”. Persons who have entered into partnership with one another are individually called ‘partners and collectively known as a ‘firm’. The name under which the business is carried on is known as the ‘firm’s name’.
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The essential characteristics of partnership are as follows:
1 Two or More Persons
There most be at least two persons to form a partnership. The maximum number of persons in a partnership should not exceed 10 in case of banking business and 20 in other types of business. If the number of Partners exceeds the prescribed maximum, it would become an illegal association of persons.
2. Agreement
Partnership is the outcome of an agreement between persons. The relation of partnership arises from the formation of a contract and not from status of birth. If a proprietor gives a share in profits to his employee, it will not be called a partnership unless there is an agreement of partnership between the two. The agreement may be oral or in writing but it must satisfy all the essentials of a valid contract.
3. Lawful Business
A partnership can be formed only for the purpose of carrying on a business. An association of persons who jointly own a house without carrying on a business is not partnership. Moreover, the business carried on by the partners must be lawful. Illegal acts such as theft, dacoity, smuggling, etc. cannot be called partnership.
4. Sharing of Profits
The agreement between the partners must be to share the profits of business. There can be no partnership without the intention of mutual gain. . The profits must be distributed among the partners in an agreed ratio. Similarly, losses should also be shared among the partners.
5. Mutual Agency
Partnership business can be carried on by all the partners or by any of them acting on behalf of the others. In other words, every partner is an implied agent of the other partners and of the firm. Each partner is liable for acts performed by other partners on behalf of the firm.
In addition to the above features, partnership has the following characteristics.
6. Utmost Good Faith
In partnership, one partner can bind the others by any of his acts performed in the normal course of business. Therefore, partners have a duty to o serve utmost goO(j faith in business dealings. They must disclose all the information they possess to the others and be true to each other.
7. Unlimited Liability
Each partner is liable to an unlimited extent for firm s obligations towards outsiders. This means that if the firm’s assets are inadequate to meet its debts in full, even the personal property of the partners can be attached to satisfy the claims.
8. Restriction on Transfer of Interest
No partner can transfer his share in the partnership without the prior consent of all other partners.
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1. Easy Formation
Formation of partnership does not require any time-consuming legal formalities. Only an agreement among the partners is required. Registration of the firm is not compulsory. Even if the firm is to be registered, the process of registration is quite simple. It is equally easy and inexpensive to dissolve a partnership.
2. Larger Capital
A partnership facilitates pooling individual resources to collect adequate funds for the business. New partners can be admitted to obtain more capital for expansion of business. In addition, the creditworthiness and borrowing capacity of the firm becomes high due to unlimited personal liability of each partner.
3. Balanced Approach
Partnership is a combination of abilities, experience and judgment of different persons. Such a combination of skills facilitates the. making of balanced and sound decisions. Personal whims and prejudices are not allowed to effect business decisions. Fear of unlimited liability encourages caution and care, thus, putting a brake on hasty and reckless decisions.
4. Division of Work
The total workload can be divided among the partners according to their aptitudes and skills. Such specialization of functions helps in increasing the efficiency of operations.	
5. Quick Decisions
There are regular meetings and continuous consultations among the partners. Such a frequent exchange of views permits prompt decisions. Therefore, a partners ip can take advantage of sudden business opportunities.
6.Flexibility
Partners can alter capital, profit ratio, managerial duties and lines of business without going through any legal procedure. Business can be easily adapted to changes in market and other environmental conditions.
7. Secrecy
A partnership can easily keep its secrets, as it is not required to publish its accounts. Partners are not likely to leak out the secrets as their own futures are linked with the success of the business.
        8. Motivation
In a partnership, both ownership and control and vested in the same persons. Responsibility and reward are fairly balanced. Such a direct link between effort and reward inspires each partner to take a personal interest in the success of the business. Direct supervision by partners leads to economies in management.
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The partnership form of business organization suffers form the following drawbacks.
1. Limited Finance
A partnership firm can certainly raise more capital than a sole proprietor but the capital may still not be sufficient for large-scale business.
2. Unlimited Liability
Partners are liable for the debts of the firm to an unlimited extent. The liability is both individual and joint. There is a danger that a partner may lose his private property if the partnership proves to the unsuccessful. Such risk of loss may restrict the enterprise. Partners may adopt a very cautious and conservative approach.
3. Lack of Stability
The life of a partnership firm is uncertain and unstable. Death, insolvency or incapacity of a partner may result in the dissolution of the firm. Long-range planning and innovation are not possible in an atmosphere of instability.
4- Mutual Conflicts
Misunderstanding and conflicts among partners are very common. Due to divided responsibility, partners may blame each other when things go wrong. Lack of team spirit among partners may lead to loss of reputation and even to premature closure of business. This result is loss to society if the business happens to be efficient and socially useful.
5. Risk of Implied Agency
Every partner is an implied agent of the firm and his acts are binding on the other partners as well. As partner may abuse his implied authority for personal gain, in such a case, the other partners may suffer due to the negligence or dishonesty one partner.
6. Lack of Public Confidence
A partnership does not enjoy the trust of the public. The reason for this is that the affairs of a partnership are not given publicity. No reports are published by a partnership concern and it is free from government regulations. Therefore, the general public regards it as a group of persons who have come together to earn easy and quick profits.
7. Blocking of Capital
A partner wanting to withdraw his capital from the firm cannot do so unless the other partners agree to it. He cannot transfer his interest to outsiders without the approval of the other partners. He may, therefore, be deprived of a higher return on his capital outside the partnership.
Thus, the partnership is useful for medium sized business. It is the most appropriate form when a business is too big to be run by a sole proprietor but not big enough to be incorporated into a company.
5.5.3 Joint Stock Company
Evolution
The industrial revolution created the modem factory system involving production on a very large-scale. Mass production required huge capital investment and expert professional management. It also involved heavy risks. Sole proprietorship and partnership forms of organization could not meet these requirements due to shortage of funds, owner- oriented management and unlimited liability. Joint Stock Company was evolved to meet the requirements of the factory system. Thus, the company form of organisation came into existence due to the defects of proprietorship and partnership form of business organization.
[bookmark: bookmark20][bookmark: bookmark21]Meaning
According to Prof. Heney, "Joint Stock Company is a voluntary association of individuals or profits, having a capital divided into transferable shares, the ownership of which is the condition of membership. ” Chief Justice Marshall of U.S.A defined a company as a “person-artificial, invisible, intangible and existing only in the eyes of law. Being a mere creature of law, it possesses only those properties which the charter of its creation confers upon it, either expressly or as incidental to its very existence”.
Thus, a joint stock company is an association of persons having a separate legal existence, perpetual succession and common seal. Its capital is generally divided into shares which are transferable subject to certain conditions.
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The distinctive features of a company form of organization are as follows.
1 	Separate Legal Existence
A company has a distinct legal entity independent of its members. It can own property, make contracts and file suits in its own name. Shareholders are not joint owners of the company’s property. A shareholder cannot be held liable for the acts of the company. There can be contracts between a company and its members. A creditor of the company is not a creditor of its members.
2. Limited Liability
As a company has a separate legal entity, its members cannot be held liable for the debts of the company. The liability of every member is limited to the nominal value of the shares bought by him or to the amount of guarantee given by him. For instance, if a member has 50 shares of Rs. 10 each, his liability is limited to Rs. 500. Even if the assets of the company are insufficient to satisfy fully the claims of the creditors, no member can be called to pay anything more than what is due from him. However, if the members of the company so desire, they may form a company with unlimited liability.
3. Common Seal
Being an artificial entity, a company cannot act and sign itself. Therefore, it acts through human beings. All the acts of the company are authorized by its common seal. The company seal is affixed on all important documents as a token of the company’s approval. The common seal is the official signature of the company. Any document which does not bear the common seal of the company is not binding on the company.
4. Separation of Ownership and Control
Members have no right to participate directly in the day-to-day management of a company. They elect their representatives, called directors, who manage the company’s affairs on behalf of the members. Thus, the ownership of a company is distributed among the shareholders and the management is vested in the board of directors.

5. perpetual Succession
A company is a creation of the law and only the law can bring an end to its existence. Its life does not depend on the life of its members. The death, insolvency or lunacy of members does not affect the life of a company. It continues to exist even if all its members die. Members may come and go but the company goes until it is wound up.

6. Transferability of Shares
The capital of a company is divided into parts. Each part is called a share. These shares are generally tranferable. A shareholder is free to withdraw his membership from the company by transferring his shares. However, in actual practice, some restrictions are placed on the transfer of shares.
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The company form of organization provides the following advantages:
1. Large Capital
A joint stock company has widespread appeal to investors of all types. Its capital ‘ divided into shares of small value so that even people with limited means could h them. The credit standing of a company is also high. Different types of securities can be issued to mobilize funds from different kinds of investors. Therefore, a company can accumulate a huge amount of capital for large-scale enterprises.
2. Limited Liability
The liability of a member of a company is limited to the face value of the shares held by him. His personal property cannot be attached even if the company is unable to meet its creditors’ claim. The risk is known and restricted. The principle of limited liability also encourages people to invest money in a company. The risk of loss is diffused among a large number of persons.
3. Continuity and Stability
A joint stock company enjoys uninterrupted existence over a long period of time. As the company has a separate legal entity, death or insolvency of its members does not threaten its existence. Ownership of a company may change without affecting the continuity of operations.
4. Efficient Management
A company can employ highly qualified experts in different areas of business management. Employment of professional managers helps in improving efficiency of business transactions. Combined judgment and experience of several directors facilitate balanced and rational decisions. Having more than one manager results in specialization and division of labour.
$ Transferability of Shares
The shares of a public company are listed on the stock exchange so that a member can easily sell his shares. He is not bound to keep them for life. Such liquidity of investment stimulates investment in industrial and commercial enterprises.
6 Economies of Scale
The company form of business organization provides tremendous scope for growth and expansion. Large capital and professional management facilitate large-scale operations. Therefore, a company can fully secure large-scale advantages in production, marketing, finance and other areas of business.
7. Democratic Management
The membership of a public company is large and its ownership is generally diffused. Management is vested in a board of directors elected by the members. Directors are responsible and accountable to the general body of members. The Companies Act has laid several restrictions on the powers of the directors. This prevents oppression and mismanagement in a company and ensures that it is managed on democratic principles.
8. Goodwill
A company enjoys a good reputation and prestige in the business world. It should disclose its results and follow all legal regulations to win public goodwill. A company’s activities are subject to security by auditors and the government.
9. Tax Relief
A company is required to pay income tax at a flat rate. At higher levels of income, its tax liability is comparatively low. Moreover, tax laws offer several incentives for the development of backward areas, export promotion, etc.
10. Capital Formation
Company organization is an effective medium of mobilizing the community’s scattered savings. It encourages savings and investment. It channelizes public savings into industry and thereby facilitates capital formation in the country. In the absence of the company organization, the small and scattered savings of the community may remain untapped. Through a joint stock company, capital and business ability can be brought together for the benefit of both the individual investor and the community.
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A Joint Stock company suffers from the following weaknesses:
        1.  Legal Formalities
Formation of a company is time-consuming and is an expensive process many legal formalities have to be observed and several legal documents have to be prepared and filed. Delay in formation may deprive the business of the momentum. of an early start.
2. Lack of Motivation
The directors and other officers of a company have little personal involvement the management of a company. Divorce between ownership control and absence of direct link between effort and reward lead to lack of personal interest and incentive. It is difficult to keep personal touch with customers and employees. As a result, efficiency of business operations may be low.
   3. Delay in Decisions
Red tape and bureaucracy do not permit quick decisions and prompt action. There is little scope for personal initiative and sense of responsibility. Paid employees like to play safe and tend to shift responsibility. There is a lack of flexibility of operations in the company.
      4. Economic Oligarchy
The management of company is supposed to be carried on according to the collective will of its members. But, in practice, there is rule by a few (oligarchy) Often directors try to mislead the members and manipulate voting to maintain and perpetuate their control. The shareholders become mere pawns in the game of a small clique or coterie of directors. Shareholders are often ignorant of or indifferent to the working of a company. Therefore, they fail to exercise their voice in the functioning of the company.
     5. Corrupt Management
In a company, there is often danger of fraud and misuse of property by dishonest management. Bogus companies may be formed to deprive the investors of their- hard earned money. Unscrupulous people may manipulate annual accounts to show artificial profits or losses, for their personal gain. The South Sea Bubble case is the most famous example of how corrupt office holders may exploit shareholders for selfish gain.
      6.     Excessive Government Control
At every stage in the management of a company, several legal rule, and regulations. Provisions have to be followed and reports have to be filed. Such a legal interference m day-to-day operations results in lack of secrecy. A lot of time and money & spent m complying with the statutory requirements
  7. Unhealthy Speculation
The shares of a public company are dealt in on a stock exchange. The prices of these shares fluctuate depending upon the financial, dividends, future prospects and reputation of the company. Directors may manipulate annual accounts to make illegal gains through speculation in the company’s shares. A few individuals may comer the shares to gain control- over the company. Violent fluctuations in share prices caused by unhealthy speculation reduce investors’ confidence and lead to a financial crisis. When the directors misuse inner information for speculative purposes, the shareholders of the company suffer. Reckless speculation also affects the goodwill of the company.
8. Conflict of Interests
There is a possibility of conflict between various groups, e.g. shareholders, debenture holders, directors etc. Such conflicts reduce employee morale and efficiency of operations.
9. Social Evils
The company form of organization may lead to combinations, monopoly and concentration of economic power in a few hands. Such monopoly and concentration of economic power may result the in exploitation of consumers and employees. The management of a company may try to seek undue favours from government officials by political donations and corruption. They may undermine democratic institutions and the administrative machinery of the government.
5.6 Public Enterprises
5.6.1 Introduction
Social, economic and political developments of nation depend on the trade, Industry and public enterprises. The government established different public enterprises. Which provide job opportunities and help to increase the revenue of nation. They established for the supply of essential materials in cheap rate economic development increase the welfare of the people.
The main objective of public enterprises is development of Economic growth and development, mobilization of public saving, provide employment opportunity, control the monopoly of private sectors, remove unequal distribution of means and resources production of national heritages, resources etc.
The economy of Nepal is mixed Economy. The development of public enterprises won from 2013 BS. form the 5th years plan. There were 75 public enterprises upto 7th economic plan. But the government of Nepal formulates the policy	the public enterprises have to privatization by which some of the enterprises sell to sectors. The existence conditions of public enterprises is 37 till now.
5.6.2 Definition of public enterprises
According to the Laxmi Narayan, "Public enterprises are autonomous bodies which 
are owned and managed by the government and which provide good and services to a  price. The ownership with the government should be 51 percent and more to make to public enterprises."
According to encyclopedia Brita, "Public enterprises may be defined as an under taking that is owned by nation, state or local government and supplies services good at price and operated on a more or less supporting basic.
5.6.3 Major objectives of public enterprises
· To increase the economic growth and economic development of a nation
· To increase the role of government in economic sectors.
· To remove all kind of unequal distribution of means and sources.
· To create unemployment opportunities through which reduce the poverty. To increase the government Tax.
· To maximum utilization of means and sources.
· To preserve the social, cultural, religious significance of the country.
· To control monopoly of the private sectors.
· To mobilize the public saving.
· To reduce regional disparities.
· To provide necessary goods and services to that public at reasonable price.
5.6.4 Main characteristics of public enterprises
The main characteristics of public enterprises are mentioned below:
1. Government ownership
The financial management of public enterprises managed by government. The government hold at least 51% total shares.
2. Control by government
All the activities of public enterprises managed and controlled by the government The government appoint the board members to controlled and managed the public enterprises.
3. public accountability
All the public sectors are operate according to the government fund. So, all the public enterprises responsible for government as well as general public. The government is appointed the Board of directors. The Board of directors responsible for the Annual report summit to the parliament.
4. Stability
Business organization should be stable, it should running continuously a without any disturbance. The political factors or charge of government cannot do any affect to the enterprises.
5. Separate legal entity
Public enterprise established according to the law of the country. It has own legal existence. We can utilized it by buying or selling properties in its own name. It performs its own translation.
6. Monopoly enterprises
The public enterprises run monopoly. They supply goods and services in market without any disturbance. Such as Nepal is cooperation.
7. Service oriented
Public enterprises are not seeking profit only. The main objectives of public enterprises is private goods and services in cheap price to the peoples.
5.6.5 Importance of public enterprises
Public enterprises play significant role to the social and economic development of a nation. The main importance of public enterprises are mentioned below.
· It helps to Bank, development of finance, Infrastructural development, Basic needs, drinking, water, electricity, petroleum, distribution of food supply, promotion of Employment
· Public enterprises help in sustainable development and Infrastructural development.
· Public enterprises help to remove the exploitation by the private sectors and help to provide goods and services in cheap price.
·  Public enterprises helps in industrial development of nation.
· 	It helps to formulate the policy, program, plan to the government.
· 	It helps to fulfill the objectives of government like production, employment,
· distribution etc.

· Public enterprises help to promote the traditional art, culture, Infrastructural  development and its extension.	
· Public enterprises helps increase the Revenue of government.
5.6.6 Problems of public enterprises
Some of the public enterprises are facing great loss due to proper, carets corruption, government policy, polities interference, unsecure market, etc. the main  problems of public enterprises are mentioned below:
· Public enterprise could not fulfill their objective.
· It helps to formulated the policy, program, plan to the government.
· It helps to fulfill the objectives of government like production, Employment, distribution etc.
· Public enterprises help the promotion of traditional art, culture, Infrastructural development and it extension.
· Public enterprises help in essential material in an emergency period.
· Public enterprises help to increase the revenue of government.
5.7 Labour
5.7.1 Meaning
Marshall says, “By labour is meant the economic work of man whether with hand or head. ” Similarly, S.E. Thomas defines labour as, “all human efforts of body or of mind which are undertaken in the expectation of reward. ”
The main features of these definitions are: 1) human work and not the work done by machines or animals; 2) physical or mental work; 3) productive activity, and 4) the aim of earning a reward. Thus, it is clear that labour is any mental or physical work which produces goods and services. This work is done not for the sake of pleasure or love but with a view to earn money for the satisfaction of material wants. For instance when a teacher teaches his own child, he is not doing labour because he is not getting any money for work done, but, when he contracts tuition, he is getting money and his work will be treated as labour, in economics.
5.7.2 Characteristics of Labour
As a factor of production labour has the following characteristics:
2.
4.

1. A Perishable Factor
Labour is more perishable than other factors of production. It means if a worker does not work for a day, then his labour hours are lost forever.  It can be neither be restored, nor postponed nor accumulated for the next day. Today’s labour must be rendered today, otherwise it will perish.

Weak Bargaining Power 
Labour has weak bargaining power because it is perishable. Labourers are generally poor. They have to render labour irrespective of price ( wage) offered to them because they cannot postpone labour or accumulate it like capital till tomorrow. It is because of their weak bargaining power that the workers are exploited.
3. Inseparable
Labour is inseparable from the labourer. A machine can be separated from its owner and transported anywhere, but the labourer has to go personally to put in labour.
An Active Factor
Other factors of production depend upon labour for their productivity. It is the labour through which other factors are brought into the production process. Thus, labour is an active factor of production.
5. Labourer Sells Labour
A labourer sells his labour, not himself for wages. A labourer is a citizen of a country. He does not become a slave. If he finds his work discordant to his interest, he can leave and find work somewhere else.
6. Less Mobile
Labour is less mobile. Of all the things labour is the most difficult to transport. This is so because labourer is unwilling to part with his company, relatives and environments.
7. Slow Supply
Another peculiarity of labour is that even with the increase in demand its supply cannot be increased or decreased simultaneously. It takes time to increase the supply of labour even by migration.
8. Differences in Efficiency
All workers are not equally efficient. Some are more efficient because of their ability, training and skill. Efficient workers work better and their wages are accordingly higher.
9. Both a Means and an End
A labourer is a means of production as well as an end. He produces goods and consumes them.
5.8 Division of Labour
The idea of division of labour is old as Adam and Eve. Adam delved and Eve span- goes the saying. Division of labour means dividing the total number of worker required for a particular task into a number of parts and giving everyone the part for which one is best fitted. In other words a work is divided into different processes. Each process is then assigned to an expert who is specially trained to do the job.
There are manv examples of division of labour in our society. The making of chair spilt up into various processes: such as making legs, backs, and seats, joining them and finally polishing the chair. Different workers do different jobs. Thus, division of labour is specialization from the individual viewpoint and cooperation from the community viewpoint.
[bookmark: bookmark32][bookmark: bookmark33]Forms of Division of Labour
Division of labour may take many forms:
1. Simple Division of Labour
This means division of labour from the viewpoint of occupation or trade. When many persons perform a task all together, it is simple division of labour, e.g. lifting a log of wood, pushing a car etc. Occupational division of labour is its simple form under which a person performs a task according to his ability, from the beginning to the end. So we have farmers, painters, wood carvens etc. in our society.
2. Complex Division of Labour
Under this type, one full task is divided into a number parts and sub-parts and each part or sub-part is taken up by a specialist who is most suited to do the job. Under complex division of labour, a person does not do the job from the beginning to the end but undertakes a part or sub-part of the entire work. According to Prof. S.E. Thomas, “the division of labour is described as complex when each man or a group of men undertake a specialised function which is contributory of the final result”. This type of division of labour is seen in all big industries. For example, in order to prepare a readymade garment one person takes the measurement, the other does the cutting, the third sews, the fourth buttons, the fifth irons and so on. This becomes a case of complex division of labour.
3. Geographical Division of Labour
[bookmark: bookmark34][bookmark: bookmark35]It is also called territorial division of labour. Under it, one territory or a country specialises in the production of those goods for which it or she is best suite geographically. It is the basis of localization of industries. Production of jute in Biratnagar, is an example of geographical division of labour. Merits of Division of Labour
1 Best Selection
Under division of labour, since the work is divided in a number of processes, each person will get the job for which he is best suited. Thus, the best selection of workers becomes possible.
2 Increase in Production
Division of labour increases production because the work is divided into smaller parts. Adam Smith gave the example of pin making. When divided into 18 parts, 48 thousand pins could be prepared daily as against 20 pins only if whole task is done by an individual.
3. Inventions
Under division of labour inventions may become possible. As the same man does the same job again and again he tries to find out new and improved methods of production. Thus, division of labour increases the possibilities of inventions that make for economic progress.
4. Time Saving
Division of labour by helps in saving of great time. A worker does not have to waste time in moving from one part of the work to another because he is employed in the same part of the work.
5. Saving in Learning Time
Under division of labour a worker has to do only a part of the whole work. He needs to learn only that much. Long training is not necessary.
6. Economy
Production becomes less expensive. Each worker does not need a complete set of tools. The worker needs only the tools which are necessary for the job he has to do.
7. More Cooperation
Division of labour brings greater cooperation and discipline amongst workers. The work cannot be completed unless they all cooperate with each other.
8. Great Mobility
Division of labour facilitates greater mobility of labour. If there is depression or a strike in a factory the workers can easily go to another factory.
9. Increase Efficiency
As a worker has to do his part of the job again and again his efficiency increases He becomes a specialist after some time. Practice makes a man perfect so goes the proverb.


[bookmark: bookmark36][bookmark: bookmark37]Demerits of Division of Labour
1. Mobilization
Under division of labour, a worker has to do the work that is rather small and simple, it becomes dull and monotonous for the worker. When a person has the same work over and over again, quite naturally he starts losing interest pleasure in his work.
2. Dependence
Division of labour increases the dependence of one worker or country to another worker or country. A worker becomes a link in a chain of various processes person who is to iron the garment cannot do so until all the fore going processes are complete. He has to depend on the cutter as well as on the sticher of the garment
3. Loss of Responsibility
The worker also loses his sense of responsibility. No one can be held responsible for overall manufacturing defects because a worker is concerned with only a part of the job. Where everybody is to work, nobody works.
4. Loss of Efficiency, Personality etc.
Division of labour results in many losses: loss of efficiency, loss of personality and mental development for example under division of labour, as many men are engaged in the making of an article, no one gets the credit of making it. Having to repeat a few simple processes, deteriorates the skill and efficiency of the worker. There is also loss of individuality and mental power because his mind and energy remain concentrated on the same job.
5. Loss of Mobility
The worker gets used to do only a part of the job. He knows only that much and becomes an expert. He finds it very difficult to go to another place in search of exactly the same job.
6. Unemployment
Since a worker is specialized under division of labour, it may become difficult for him find to the same job in another factory when he is unemployed.
7. Class Conflict
There may be a large number of workers in a factory. There is no direct contact between workers and the employers. This gives rise to conflict between them which, in turn, give may rise to economic problems like strikes and lockouts.
8. Evils of Factory System
Division of labour gives rise to all the evils of the factory system such as dense population, pollution, growth of slums etc.
5.9 Efficiency of Labour
 Meaning
Efficiency means the power or capacity of a worker to work in the process of producing goo s an services. It is also indicated by the capacity of a worker to produce goods per period of time. It may be so defined: “A labourers efficiency is the quantity and the quality of goods and services he can produce over a given time period, under given conditions.
Efficiency of labour is a relative term. We can compare the efficiency of a worker only with the efficiency of a standard worker. Therefore, any measure of efficiency is based on comparison. A worker’s efficiency depends as much on the quantity as on the quality of production. If a worker produces the same quantity, but a better quality, he is more efficient.
5.9.2 Factors Affecting Efficiency of Labour
Efficiency of labour depends on many factors. As Penson has explained, “the efficiency of labour depends partly on the employer and partly on the employed, partly on organization and partly individual effort, partly on tools and machines etc. with which the workers is supplied and partly on his own skill and industry in making use of them.” These are the factors affecting efficiency of labour.
1. Racial Qualities
A worker’s efficiency depends on the racial blood to which he belongs. The Sherpas are more efficient in climbing mountains than the men in the Terai. Similarly, the Jyapus of Kathmandu can do much better physical work in cultivation than the workers of the Terai.
2. Hereditary Qualities
Hereditary qualities also affect the efficiency of labour because these qualities go on passing from generation to generation, e.g. artisans of Kathmandu, Patan and Bhaktapur (carpenter, goldsmiths, earthen pot-makers etc) Similarly, Kashmiri workers are traditionally efficient in. embroidery.
3.  Climate
Climate conditions affect the worker’s efficiency. It is difficult to work in an exclusively hot climate. Temperate climate as that of England, U.S.A and other European countries are more efficient because the cold climate in these countries are more favourable to work.
4. Level of Wages
Level of wages also affects the efficiency of labour. Adequate wages disbursed in
time increase the worker’s standard of living and they work more efficiently
 5. Hours of Work
There is a close relationship between hours of work and efficiency of labour. If the workers have no time for rest or recreation, hours of work being long, the efficiency of worker is low.  
8. Mutual Relations (Relation between Employer and Employees)6. Working Conditions
The working condition and atmosphere also affect the efficiency the working place is clean and well-ventilated, well-lifted and the peaceful, workers’ efficiency increases.
7. Future Prospects
If a worker hopes to be promoted and feels the security of service on the basis of hard work, he will be more efficient in his work.


8. Mutual Relations (Relation between Employer and Employees)
If the relation between employer and employees are cordial, smooth and happy efficiency will increase and greater production will result.
9. Education and Training
The general education develops personality and a particular training increases skill and efficiency.
10. Social and Political Conditions
Social and political conditions prevailing in the country also affect the efficiency of labour. Social factors like caste system and joint family system tend to reduce efficiency by keeping workers in a particular profession. Similarly, political conditions (Governments labour policy, trade unions affiliated with one political party etc.) determine the worker’s efficiency.
11. Miscellaneous
Other factors such as education of children, facilities of entertainment, medical facilities, canteens etc. make the workers more efficient. The greater the availability of these facilities the more efficient the labourer will be.
5.10 Theories of Populatation
5.10.1 Malthusian Theory of Population
T.R. Malthus made a scientific study of the problem of population and formulated3 theory of population in the year 1798. He published the theory in his book “An Essay0 Population.” The main features of his theory are:
i. The power of population is infinitely greater than the power in the earth to produce subsistence for men.
ii. population when unchecked, increases in geometrical ratio.
iii. By the law of nature, food is necessary to the life of man. These two unequal powers must be kept equal.
iv.Inequality of the two powers, of population and of production, on earth poses a great problem.
An analysis of these features brings out the following important elements in Malthusian Theory:
a. Production of food (i.e., the means of subsistence) is subject to the law of diminishing
returns. Nature is niggardly. It does not readily respond to man’s effort to produce more food. Food production increases, as Malthus pointed out, only in arithmetical progression, i.e. 2, 4, 6, 8, 10 etc.
b. The population, left to itself, tends to grow faster than food production. According to Malthus, population has a universal tendency, unless checked by food supply, to grow in geometrical progression i.e. 2, 4, 8, 16, 32 etc. Thus, population increases at a much faster rate than food production and has a tendency to double every 25 years.
c. Increase in population takes place at a faster rate than increase in the means of subsistence because of the operation of the law of diminishing returns, on land. This upsets the balance between population and food supply.
d. Contact between man and woman is quite natural. Because of this, population of the world increases. Food supply of the world also increases. Population, if unchecked, increases in geometrical progression and food supply in arithmetical progression. Malthus believed that human food increases in slow arithmetical ratio, man himself increases in quick geometrical ratio unless want and vice stop him. Population, thus, increases faster than food supply. Because of this there will be more men but less food and people will die of starvation, in the future.
e. Population invariably increases, when the means of subsistence increases, unless prevented by powerful and obvious checks. The growth of population can be checked in two ways, by means of positive checks and preventive checks. Preventive checks are those which are practised by man himself to prevent the growth of population. Among these checks may be mentioned late marriage, moral restrain, etc. These checks decrease birth rate. Positive checks are those which are brought into operation by nature. Among these checks may be mentioned diseases, wars, earthquakes, famines etc. These checks increase death rate.
f. Man must make use of preventive checks. That is, if the growth of population is not 
checked by man, it will be checked by nature through famines, wars, drought etc.
g. According to Malthus, the poor- are to be blamed for their poverty as they give birth
to a large number of children without providing for their upbringing. Malthus was against helping the poor, for he knew they must suffer for their sins.
[bookmark: bookmark38][bookmark: bookmark39]Criticisms of the Malthusian Theory of Population
a. No Historical Support
According to Malthus, population increases in geometrical progression and f00(| supply in arithmetical progression and population doubles in 25 years. Som economists have strongly criticized Malthus and pointed out that the increase in population and food supply cannot be expressed in mathematical terms. There are no examples in history of countries where population and food supply have increased in geometrical and arithmetical progression respectively. Nor is there any example of a country where the population has doubled in 25 years.
b. Scientific Discoveries and Inventions Ignored
Malthus believed that the law of diminishing returns operated in agriculture. He could not imagine that the art of cultivation could be improved and the operation of the law could be checked. Agricultural production has increased so tremendously in the U.S.A that there is no fear of any food shortage in that country.
c. Ignored the labour Power
Malthus was a pessimist and pointed a gloomy picture of the world. He did not realise that every person who is bom brings with him not only a mouth to eat but also hands to work with. More food could be produced by working harder.
d. Ignored the Use of Population Control
Malthus was a religious leader. He advocated late marriage, celibacy and selfrestraint as important methods of preventive checks. He was strongly opposed to the use of artificial methods of birth-control. In modem times many artificial means of birth control have become popular and are being used. He could not visualize the influence of these factors of population control.
e. Comparison of Population with Food Production Alone
Malthus has compared population only with food production He should ha« compared growth of population with total production, not with food product because that alone gryes us the reality of the country For example Great Britain does not produce enough food, yet we cannot say that country is overpopulated.

5.10.2 The Optimum Theory of Population
 This is the modern theory of population, Prof. Cannan and Card Saunders are its main advocates. Malthus established a direct relationship between food supply and population. He held the view that every increase population was bad. But modem economists have realized that every increase in population  is not bad under all circumstances. Under some circumstances increase in population is a positive good and even a national asset because we need more labour to produce more wealth. 
According to modem economists, each country should possess an optimum population, neither in excess nor in short. Every country should have an economically ideal size of population. Optimum population implies the best and the most desirable size of a country s population. It is the right number, neither too large nor too small but just that much which the country ought to have. Given the amount of natural resources, stock o capita an state of technical knowledge a country will have a definite size of the population at which the per capita real income in terms of goods services will be the highest or the optimum. The optimum number, therefore, is one at which the per capital real income is the highest. According to Prof. Car Saunders, “Optimum population in a country, at a time is the one at which per capita real income is the highest, and a little increase or decrease in its size affects the per capita income adversely. “
Thus, according to the optimum theory, there is always an ideal number, which can be maintained in a country, considering its natural resources and the extent of their exploitation.
If the population is below this optimum size, then the country is said to be underpopulated. In other words, the number of people is insufficient to make the fullest possible use of the natural resources and capital of the country. Under these conditions, an increase in population will be followed by an increase in the real per capita income but this cannot go on indefinitely. When the shortage of manpower is made up, the per capita income will have reached the maximum and we will have attained the optimum size. If population goes on increasing beyond this optimum we will have a state of over-population. Resources at one are not enough now to provide gainful employment and the per capital income will fall. This may result in poor standard of living. It should be noted that optimum size is not something rigid or fixed. It keeps on changing. It is relative to the resources available. Therefore, what we regard as the right size of population today may appear to be under or overpopulation tomorrow.

The theory of optimum population can be explained very well by a diagram.
In Fig. 5-1, size of the population is measured on the X-axis and output per capita on the Y-axis. In this figure the AR curve represents the real income per capita of the country. It is clear that the output per capita goes on increasing with eveiy increase in population, up to OM. At the OM level of population the output per capita is the highest and is equal to MP. Beyond OM, the increase in population reduces the output per capita. Therefore, OM is the level of optimum population.
When the quantity of capital equipment and available natural resources f country makes progress in technology the per capita output curve will shift upward ? the right. This will cause the optimum level of population to increase. This can be shown as in Fig. 5-2.	
With a given resources and technology, the per capita output curve is AR and the level of optimum population OM at which the output per capita is MP. When the amoun of capital and natural resources of technology of the country slide up, the output pei capita curve shifts upward and to the right i.e., A( R[ and the optimum population is OM This level is greater than OM, and so on.
Dr. Dalton has given the formula to determine the degree of deviation from the optimum population. The extent to which the actual population of a country deviates is called maladjustment.
The nature of population can be computed by using the following formula:
 M= A-0/0
Where M is the degree of maladjustment, A the actual population and O is the optimum population.
If M is negative, the country is underpopulated, whereas if M is positive, the country is overpopulated. If M is zero, the country is neither overpopulated nor underpopulated.  It means the actual population is just equal to the optimum population . 
For instance, if the actual population is 25 millions whereas the optimum population is 20 million, the degree of  maladjustment can be found with the formula: 
M= 25-20/20
    = 5/20 
Or M=0.25 
It means the country is overpopulated to this extent.
[bookmark: bookmark40][bookmark: bookmark41]Comparison between Malthusian Theory and Optimum Theory of population
The optimum theory of population is an improvement over Malthusian theory in several respects:
1. The Malthusian theory of population covers a narrow view because it studies population only in relation to land and food production.
On the contrary, the optimum theory is much wider because it considers all resources and economic development, i.e. the entire production of a country.
2. The Malthusian theory of population is pessimistic in nature because it relates population to food supply only and arrives at a gloomy conclusion of the application of the law of diminishing returns in agriculture. Malthus could not think of the possibility of increasing returns in agriculture.
The optimum theory is more optimistic because it relates population to the total wealth of the country and does not predict a dark future. It realises the possibility of increasing returns in agriculture.
3. Malthus appears to be thinking of a maximum number for a country, which, if exceeded, would spell disaster.
According to the optimum theory, there is no rigidly fixed or absolute number. The theory tells us that, if the real per capital income starts falling, there can be overpopulation.
4. Malthus held increasing population responsible for poverty. But as we know, unequal distribution of wealth, exploitation etc. are responsible for poverty. The optimum theory underlines better use and exploitation of natural wealth under better social conditions of production and just distribution.
5. An increase in population is, according to Malthus, always bad. But according to the optimum theory, it is not always so. There may be circumstances when an increase in population is socially and economically desirable, especially in newly developed areas where more men are needed to exploit the resources.
6. The Malthusian theory of population is static as it assumes no change in conditions and a country, which is overpopulated, has no alternative but to control its population. The optimum theory is dynamic because it says a change with resources will change the desired size of population in a country.
[bookmark: bookmark42][bookmark: bookmark43]A Exercise
A. Very short answer questions
1. What is meant by land?
2. What is meant by capital?
3. What is meant by sole proprietorship?
4. What is meant by sole proprietorship?
5. What is meant by over population?
6. State the importance of production.
7. What is meant by production?
8. What is meant by labour?
9. What is meant by efficiency of labour?
10. What is meant by division of labour?
11. What is meant by joint stock company?
12. What is meant by partnership?
13. What are the sources of capital formation?
14. What is meant by optimum population?
15. What is the meant by positive check according to Malthus?
16. What is meant by preventive check according to Malthus?
17. Define complex division of labour.
18. Define geographical division of labour.
19. Define public sector undertaking.
20. Define organization.
21. Define private sector undertaking.
22. State the laws of returns.
23. Make a list of causes for low rate of capital formation.
24. Write any two limitations of Malthusian theory of population.
25. Write any five demerits of division of labour.
26. Write any five demerits of partnership.
27. Write any fine demerits of joint stock company.
28. Write any four characteristics of land.
29. Write any five merits of partnership.
30. Write any five characteristics of joint stock company.
31. Write any four merits of sole proprietorship.
32. Write any five demerits of sole proprietorship.
33. Write any fine merits of division of labour.
34. Write any four merits of joint stock company.
35. Write any five determinants of efficiency of labour.
36. Write any five characteristics of labour.
37. What is mean by capital formation.
38. In which rate population increase according to Malthusian theory of population?
39. In which rate, food production increases according to Malthusian theory of population?
40. Make a list of causes for the operating of law of diminishing returns in agriculture.
B. Short answer questions.
1. Explain any four merits of joint stock company.
2. Explain the external sources of capital formation.
3. Explain any four determinants of efficiency of labour.
4. Explain any four merits of partnership.
5. Explain any four merits of division of labour.
6. Explain any four characteristics of joint stock company.
7. Explain the process of information of joint stock company.
8. Define production. What is its importance.
9.  Define capital. What are its characteristics.
10. State the law of diminishing returns. Why does this law apply in agriculture.
11. Define land. What are its characteristics?
12. Define labour make a list of its characteristics.
13. What are the domestic sources of capital formation?
14. Define division of labour. What are its types.
C. Long answer questions
1. What are the merits and demerits of joint stock company?
2. Define joint stock company. How is it formed.
3. What are the merits and demerits of sole proprietorship?
4. Define labour. What are its characteristics?
5. Define division of labour. What are its merits.
6. What are the sources of capital formation?
7. Explain the process and importance of capital formation.
8. State and explain the optimum theory of population.
9. Define efficiency of labour. What are its determinants.
10. State and explain the Malthusian theory of population.
11. [bookmark: _GoBack]What are the merits and demerits of partnership?
