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.
1. Define Managerial economics     
       According to Alfred Marshall “Economics is a study of man’s     actions in the ordinary business of life: it enquires how he gets his income and how he uses it”.         
2. Summarize Opportunity cost
        Opportunity cost represents the desirable benefits someone foregoes by choosing one alternative instead of another.

3. Define demand

             Demand is the quantity of a good that consumers are willing and                     able to purchase at various prices during a given time. In economics "demand" for a commodity is not the same thing as "desire" for it. It refers to both the desire to purchase and the ability to pay for a commodity.

4. Summarize Marginal utility
       Marginal utility is the added satisfaction that a consumer gets from having one more unit of a good or service. The concept of marginal utility is used by economists to determine how much of an item consumers are willing to purchase.
5. Describe Economics of scale

Economies of scale are the cost advantages that enterprises obtain due to their scale of operation, and are typically measured by the amount of output produced per unit of cost (production cost). 
6. Relate fixed cost and variable cost.
Fixed costs remain constant regardless of the production or sales volume, while variable costs fluctuate directly with changes in production or sales. Understanding the relationship between these costs is crucial for financial planning and decision-making. 
7. Explain Cost-Plus Pricing
Cost-plus pricing is a pricing strategy where the selling price of a product or service is determined by adding a fixed percentage (the markup) to the total cost of production. 
8. Write a note on Price discrimination.
       Price discrimination is a pricing strategy where a seller charges different prices to different buyers for the same product or service according to economics sources. This is done by segmenting customers based on various factors like their willingness to pay, purchase quantity, or the time of purchase.

9. List  the types of market
       Perfect competition, monopolistic competition, oligopoly, and monopoly.
10. Explain Oligopoly market
       Oligopoly market is a market structure where a small number of firms dominate the industry, controlling a significant portion of the market share.
11. Describe Macro economics.    
       Macroeconomics is a field of study that examines the behavior of an economy, including markets, businesses, consumers, and governments.       
12. Summarize Cross demand
       Cross demand, also known as cross-price elasticity of demand, refers to how the quantity demanded of one good changes in response to a change in the price of another good. 
PART - B (5 × 5 = 25 Marks)

Answer any FIVE questions.
13. Identify the difference between micro and macro economics.
	Aspect
	Microeconomics
	Macroeconomics

	Meaning
	Analyses individual, household, and firm behaviours in decision-making and resource allocation.
	Studies the interpretation and economic activities of the economy in entirety, including GDP, unemployment, inflation, and growth rates.

	Area of Study
	Concentrates majorly on distinctive market components within the economy.
	Deals with several market elements that focus on the entire economy.

	Deals with
	The concepts and principles of demand, supply, pricing, production, consumption, and economic welfare.
	Topics like national income, employment, overall price levels, and monetary policies.

	Business Application
	Applied to internal business issues.
	Applied to environmental and external economic factors affecting businesses.

	Scope
	Covers aspects such as factor pricing, product pricing, economic welfare, and consumption.
	Includes broader economic indicators like national income, distribution, and employment levels.

	Significance
	Regulates prices for goods and production factors (labour, capital, land, etc.)
	Addresses broader economic issues like inflation, deflation, unemployment, and poverty.

	Limitations
	Assumes impractical presuppositions, like full employment.
	Sometimes falsely assumes that what is true for the aggregate economy also applies to individuals (fallacy of composition).


14. Explain the objectives of demand forecasting.
Short Term Objectives: 

(a)Formulation of Production Policy: Demand forecast helps in formulating suitable production policy so that there may not be any gap between demand and supply of a product. This can further ensure:
· Regular Supply of Material: By the determination of desired volume of production based on demand forecasts, one can evaluate the necessary raw material requirements in the future to ensure a regular and continuous supply of the materials as well as controlling the size of inventory at the economic level.


· Maximum Utilisation of Machines: The operations can be so planned that the machines are utilized to their maximum capacity.


· Regular Availability of Labour: Skilled and unskilled workers can be properly arranged to meet the production schedule equipment.
(b). Price Policy Formulation: Demand forecasts enable the management to formulate appropriate pricing mechanism, so that the level of price does not fluctuate too much in the periods of depression or inflation.

· Proper Control of Sales: Demand forecasts are calculated region wise and then the sales targets for various territories are fixed accordingly. This later on becomes the basis to evaluate sales performance.

· Arrangement of Finance: Based on demand forecast, one can determine the financial requirements of the enterprise for the production of desired output. This can minimise the cost of procuring finance.
Long Term Objectives: If the period of a demand forecast is more than a year then it is termed as long term forecast. The following are the main objectives of such forecasts:

To decide about the Production Capacity: The size of the plant should be such that output conforms to sales requirements. Too small or too large size of the plant may not being the economic interest of the enterprise. By studying the demand pattern for the product and the forecasts for future the enterprise can plan for a plant/output of desired capacity.

· Labour Requirements: Expenditure on labour is one of the most important components in cost of production. Reliable and accurate demand forecasts can help the management to assess appropriate labour requirements. This can ensure best labour facility and no hindrances in the production process.


· Production Planning: Long-term production planning can help the management to arrange for long term finances on reasonable terms and conditions.


· The analysis of long-term sales is more significant than short-term sales. Longterm sales forecast helps the management to take some policy decisions of great significance and any error committed in this may be very different or expensive to be rectified. Thus, the overall success of an enterprise mainly depends on the quality and reliability of sales forecasting mechanism.

15. Illustrate the law of variable proportion.   
The Law of Variable Proportions, also known as the Law of Diminishing Returns, is a fundamental principle in economics that describes how the output of a production process changes as the quantity of one input varies while other inputs are kept constant. This law is applicable in the short run, where at least one factor of production (such as capital) is fixed.

Assumptions of the Law of Variable Proportion
· It operates in the short run because the factors are categorised as variable and fixed.
· The law is applicable to all fixed factors, including land.
· The law of variable proportions allows for the combination of several variable units with fixed factors.
· This law primarily applies to the production sector.
· It is simple to calculate the impact of a change in output caused by a change in variable factors.
· It is considered that after a certain point, factors of production become imperfect substitutes for one another.
· In order for this law to function, it is assumed that the state of technology would remain constant.
· All variable factors are thought to be equally effective
16. Analyze the various Factors of pricing.

In economics, several factors influence the price of goods and services. These can be broadly categorized as internal factors (related to the business itself) and external factors (related to the broader market and environment). 

Internal Factors:
Cost of Production
	Aspect
	Monopoly
	Monopolistic Competition

	Number of Sellers
	One seller
	Many sellers

	Type of Products
	Unique product without close substitutes
	Differentiated products

	Price Setting Power
	High (price maker)
	Some degree of price-setting power

	Barriers to Entry
	High barriers to entry
	Low or no barriers to entry

	Market Power
	Significant market power can influence prices and output
	Limited market power due to competition among many sellers

	Consumer Choice
	Limited consumer choice
	Wide consumer choice

	Efficiency
	Less efficient due to a lack of competition
	More efficient due to competition, but not as efficient as perfect competition

	Examples
	Utilities (electricity, water)
	Restaurants, clothing brands


Marketing Mix
Company Objectives
Product Differentiation
Organizational Structure and Decision-Making
Stage in Product Life Cycle
External Factors:

Demand
Competition
Economic Conditions
Government Regulations
Market Conditions
Suppliers 
Customer Behavior
Distribution Channels
17. Examine the features of perfect competition.
Perfect competition is characterized by several key features including numerous buyers and sellers, homogeneous products, free entry and exit into the market, and perfect information. 

· Large number of buyers
· Large number of sellers

· Homogenous product

· Freedom of entry and exit

· Perfect knowledge

· Perfect mobility of factors of production

· No transparent cost

· Absence of government initiatives
18. Classify the difference between monopoly and monopolistic competition.
19. Categorize the various determinants of demand.
· Price

· Income

· Price of substitute goods

· Price of complementary goods

· Nature of product

· Size of the population

· Expectation about future prices

· Advertisement

· Tastes, Habits and fashion

· Level of Taxation
PART - C (3 × 10 = 30 Marks)

Answer any FOUR questions
20. Explain the nature and significance of ‘Managerial Economics’.
1. Close to microeconomics : Managerial economics is concerned with finding the solutions for different managerial problems of a particular firm. Thus, it is more close to microeconomics. 
2. Operates against the backdrop of macroeconomics : The macroeconomics conditions of the economy are also seen as limiting factors for the firm to operate. In other words, the managerial economist has to be aware of the limits set by the macroeconomics conditions such as government industrial policy, inflation and so on. 
3. Normative statements: 
• A normative statement usually includes or implies the words ‘ought’ or ‘should’. They reflect people’s moral attitudes and are expressions of what a team of people ought to do
 • . Such statement are based on value judgments and express views of what is ‘good’ or ‘bad’, ‘right’ or ‘ wrong’.
 • One problem with normative statements is that they cannot to verify by looking at the facts, because they mostly deal with the future. Disagreements about such statements are usually settled by voting on them. 
4. Prescriptive actions:
 • Prescriptive action is goal oriented.
 • Given a problem and the objectives of the firm, it suggests the course of action from the available alternatives for optimal solution. 
• It also explains whether the concept can be applied in a given context on not. For instance, the fact that variable costs are marginal costs can be used to judge the feasibility of an export order. 
5. Applied in nature: 
• ‘Models’ are built to reflect the real life complex business situations and these models are of immense help to managers for decision-making. 
• The different areas where models are extensively used include inventory control, optimization, project management etc. 
• In managerial economics, we also employ case study methods to conceptualize the problem, identify that alternative and determine the best course of action.

6. Offers scope to evaluate each alternative: 
• Managerial economics provides an opportunity to evaluate each alternative in terms of its costs and revenue. 
• The managerial economist can decide which is the better alternative to maximize the profits for the firm.
7. Interdisciplinary: 
• The contents, tools and techniques of managerial economics are drawn from different subjects such as economics, management, mathematics, statistics, accountancy, psychology, organizational behavior, sociology and etc.
Importance of Managerial Economics 

· Decision Making
Resource Allocation
Profit Maximization
· Forecasting
· Policy Analysis
21. Discuss the factors affecting Price elasticity of demand with the help of suitable examples.
The price elasticity of demand (PED) is a measure of how much the quantity demanded of a good responds to a change in its price. Several factors influence PED, including the availability of substitutes, the nature of the good (luxury vs. necessity), the proportion of income spent on the good, the time period considered, and brand loyalty. 

· Availability of Substitutes: The more substitutes, the higher the elasticity.

· Nature of the Good: Necessities have inelastic demand; luxuries are elastic.

· Proportion of Income Spent: Goods that take a large share of income are elastic.

· Time Period: Demand is more elastic over the long run.

· Possibility of Postponement: If purchase can be delayed, elasticity increases.

· Number of Uses: Goods with multiple uses have elastic demand.

· Habit or Addiction: Addictive goods have inelastic demand.

Examples of Elasticity

[image: image1.png]Good Elasticity Reason

Salt Highly Inelastic No close substitutes, small income share
Mobile Phones Elastic Many substitutes, non-essential

Petrol (Short-term) Inelastic Necessity, lack of immediate alternatives
Designer Clothes Elastic Luxury, purchase can be postponed
Cigarettes Inelastic Addictive nature





22. Define production Function. Explain the three types of Returns to scale.
A production function in economics represents the technical relationship between the inputs used in production and the resulting output. 

Three Stages of Returns to Scale

According to the Law of Returns to Scale, when all the factor inputs are varied in the same proportions, then the scale of production may take three forms; viz., Increasing Returns to Scale, Constant Return to Scale, and Diminishing Returns to Scale.

1. Increasing Returns to Scale:

In the first stage of Returns to Scale, the proportionate increase in total output is more than the proportionate increase in inputs. In simple terms, if all the inputs increase by 100%, then the increase in output will be more than 100%.

The main reason behind Increasing Returns to Scale is Economies of Large Scale. Economies mean the benefits because of the large scale of production. Economies of scale are of two types; viz., Internal Economies and External Economies.

· Internal Economies: Internal Economies means the benefits of large-scale production available to an organisation within its own operation.  For example, Managerial Economies are achieved by dividing labour and specialisation.

· External Economies: External Economies mean the benefits of large-scale production shared by all the firms of an industry when the industry as a whole expands. For example, better infrastructural facilities, better transportation, etc.
2. Constant Return to Scale:
In the second stage of Returns to Scale, the proportionate increase in the total output is equal to the proportionate increase in inputs. In simple terms, if all the inputs increase by 100%, then the increase in output will also be 100%.

Once the firm has achieved the point of optimum capacity, it operates on Constant Returns to Scale. After the point of optimum capacity, the economies of production are counterbalanced by the diseconomies of production.

3. Diminishing Returns to Scale:
In the third stage of Returns to Scale, the proportionate increase in the total output is less than the proportionate increase in inputs. In simple terms, if all the inputs increase by 100%, then the increase in output will be less than 100%.

The main reason behind Diminishing Returns to Scale is Diseconomies of Large Scale. Diseconomies of Scale mean that the firm has now become so large that it has become difficult to manage its operations. Diseconomies of Scale are of two types; viz., Internal Diseconomies and External Diseconomies.

· Internal Diseconomies: Internal Diseconomies means the disadvantages of the large-scale production that a firm has to suffer because of its own operations. For example, Technological Diseconomies because of the heavy cost of wear and tear.

· External Diseconomies: External Diseconomies mean the disadvantages of large-scale production that all the firms of the industry have to suffer when the industry as a whole expands. For example, stiff competition, etc.
23. Discuss the methods of pricing
I. Cost-Oriented Pricing Methods
1. Cost-Plus Pricing
Cost-plus Pricing is the easiest and most basic method of pricing. Under this method, the seller adds a pre-specified percentage on the cost of producing one unit. This pre-specified percentage, also known as Markup Percentage, is used to determine the selling price. The markup; thus, is the profit percentage implied on the cost of production.

2. Markup Pricing
Markup Pricing is the method where markup is calculated on the selling price of the product. In other words, it is the method of adding a profit percentage to the selling price of the product
3. Target Return Pricing
Target Return Pricing is the method under which the firm decides to set up the prices of products according to the pre-specified required rate of Return on Investment (ROI).
II. Market-Oriented Pricing Methods
1. Perceived Value Pricing
Under this pricing method, the manufacturer undertakes the customers' perception of goods and services.
2. Value Pricing
Under this method of pricing,re-engineering is done to reduce the cost of production as well as maintain the high-end quality.
3. Going Rate Pricing
Under this method of pricing, the firm undertakes the prices of rival firms and sets its prices accordingly. Generally, to end the price wars among the firms, the prices of all firms in an industry remain more or less the same when they adopt the going-rate pricing method. 
4. Differential Pricing
Differential Pricing is practiced under price discrimination where the sellers charge different prices from different buyers. 
24. Explain the classification of market.
I. Classification by Competition:
· Perfect Competition:
· A theoretical market with many buyers and sellers, identical products, free entry and exit, and perfect information. No single participant can influence the price. 

· Imperfect Competition:
· This includes all market structures that deviate from perfect competition. It encompasses: 

· Monopoly: A single seller dominates the market with no close substitutes. 

· Monopolistic Competition: Many sellers offer differentiated products, allowing some control over prices. 

· Oligopoly: A few firms dominate the market, potentially leading to strategic interactions and price setting. 
II. Classification by Area:

· Local Market: Transactions are limited to a specific geographic area.

· Regional Market: Covers a larger area, like a state or a group of states.

· National Market: Goods are traded throughout a single country.

· International Market: Goods are traded across national borders. 
III. Classification by Time:
· Very Short Period Market: Supply is fixed, and prices are mainly determined by demand.

· Short Period Market: Supply can be adjusted to some extent, but not all factors of production are variable.

· Long Period Market: All factors of production are variable, allowing for significant adjustments in supply. 
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