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Definition: A simple business
definition is to say that business
occurs when a person or organization
profits by providing goods or services
in exchange for money.



 The English term 'Economics' is derived from 
the Greek word 'Oikonomia'. Its meaning is 
'household management'. ... In the subsequent 
period Alfred Marshall defined Economics by 
saying, 'Economics is a study mankind in the 
ordinary business of life



 Managerial Economics refers to the firm’s 
decision making process. It could be also 
interpreted as “Economics of Management” or 
“Economics of Management”. Managerial 
Economics is also called as “Industrial 
Economics” or “Business Economics”.



 In the words of E. F. Brigham and J. L. Pappas 
Business Economics is “the applications of 
economics theory and methodology to business 
administration practice”. 

 M. H. Spencer and Louis Siegel man explain 
the “Business Economics is the integration of 
economic theory with business practice for the 
purpose of facilitating decision making and 
forward planning by management”.



 Close to microeconomics.

 Operates against the backdrop of 
macroeconomics.

 Normative statements.

 Prescriptive actions.

 Applied in nature.

 Offers scope to evaluate each alternative.



 Positive versus Normative Economics

 Demand Analysis and Forecasting

 Cost and Production Analysis

 Inventory Management

 Advertising

 Pricing Decision, Policies and Practices

 Profit Management

 Capital Management



 Business Economics and ccounting

 Business Economics and mathematics

 Business Economics and Statistics

 Business Economics and Operations Research

 Business Economics and the theory of 
Decision- making

 Business Economics and Computer Science:





 The theory of the firm is the microeconomic 
concept founded in neoclassical economics that 
states that firms exist and make decisions to 
maximize profits. Firms interact with the 
market to determine pricing and demand and 
then allocate resources according to models 
that look to maximize net profits.





 Multidisciplinary economics deliberately uses 
the insights and approaches of other disciplines 
and examines what consequences their 
contributions have for existing economic 
methods, theories and solutions to economic 
problems. Multidisciplinary economists should 
be at home in their own discipline and meet the 
high international standards of economic 
teaching and research that the discipline has 
developed.



DEMAND AND SUPPLY ANALYSIS



 An economic principle that describes A 
consumer’s desire and willingness to pay a price 
for a specific good or service. Three elements of 
demand 

 Desire to acquire a commodity.

 Willingness to pay price for it. 

 Ability to pay for it.



 Elasticity means sensitiveness or 
responsiveness of demand to the change in 
price.

 This change, sensitiveness or responsiveness, 
may be small or great.



 Price Elasticity

 Income Elasticity 

 Cross Elasticity.







 When price decreases demand increases, & 
When price increases the demand decreases.



Status symbol commodity 

Fear of storage 

Ignorance 

Speculation 

Giffin goods







Perfectly Elasticity Demand. 

Perfectly Inelasticity Demand.

More Elasticity Demand (Relatively Elasticity). 

Less Elasticity Demand (Relatively Inelasticity). 

Unitary Elastic Demand.







. Nature of commodity

.  Availability of substitutes

.  Income Level

. Level of price

. Postponement of Consumption

. Number of Uses

. Share in Total Expenditure

. Time Period

. Habits



 Demand forecasting is a systematic process 
that involves anticipating the demand for the 
product and services of an organization in 
future under a set of uncontrollable and 
competitive forces.





 supply analysis is a system of input and 
output equations used to 
determine supplyresponses to changing 
circumstances by producers (including 
households). Supply analysis takes into 
account changes in both output supply and 
input/factor demand.



 Determinants of supply (also known as factors 
affecting supply) are the factors which 
influence the quantity of a product or service 
supplied. The price of a product is a major 
factor affecting the willingness and ability 
to supply. Here we will discuss 
the determinants of supply other than price



 The supply function is the mathematical expression
of the relationship between supply and those factors
that affect the willingness and ability of a supplier to
offer goods for sale.



 The law of supply is the microeconomic law that states 
that, all other factors being equal, as the price of a good 
or service increases, the quantity of goods or services 
that suppliers offer will increase, and vice versa. The 
law of supply says that as the price of an item goes up, 
suppliers will attempt to maximize their profits by 
increasing the quantity offered for sale.





PRODUCTION, COST, MARKET

STRUCTURE AND PRICING



 Factors of production is an economic term that describes the
inputs used in the production of goods or services in order to
make an economic profit

.

 They include any resource needed for the creation of a good or
service.

 The factors of production include land, labor, capital and
entrepreneurship.





 In simple words,
production
function refers to
the functional
relationship
between the
quantity of a good
produced (output)
and factors of
production
(inputs).

Q= 
f(L1,L2,C,O,T)



 When discussing production in the short run, three

definitions are important

 Total product

 Marginal product

 Average product



 If the firm varies the quantity of only one input,
keeping the other input quantities unchanged, then
the quantity of its output obtained at any quantity of
the variable input is called the total product of the
input.

 Average Product: If we divide the total product of an
input by the quantity used of it, we obtain the
average product of the input.

 Marginal Product: Marginal product of a variable
input, say, labour (MPL), is the increment in total
product of labour (TPL) obtained as a result of the use
of the marginal (or an additional) unit of labour.





-In the long run, all inputs are variable.

 Isoquants show combinations of two inputs that can produce the
same level of output.

 In other words, Production isoquant shows the various
combination of two inputs that the firm can use to produce a
specific level of output.

 Firms will only use combinations of two inputs that are in the
economic region of production, which is defined by the portion of
each isoquant that is negatively sloped.

 A higher isoquant refers to a larger output, while a lower isoquant
refers to a smaller output.





 The term return to scale refers to the
changes in output as all factors change by
the same proportion.

 Returns to scale relates to the behavior of
total output as all inputs are varied and is a
long run concept



Continue …..



 If all inputs are doubled, output will also 
increase at the faster  rate than double.

Reasons
→ Division of labour

→ Specialisation

→ External economies of scale



If all inputs are doubled, output will 
also doubled.

Reason
Economies of Scale is balanced  by 

diseconomies of Scasle



If all inputs are doubled, output will
be less than  doubled.

Reasons
 Internal diseconomies

 External diseconomies







 Cost Analysis refers to the amount of
expenditure incurred in acquiring some thing. In
business firm it refers to the expenditure
incurred to produce an output or provide
service



 Long-run vs  short-run cost

 Opportunity Costs  vs outlay costs

 Economic Costs vs Accounting Costs

 Incremental Costs  vs Sunk Costs

 Past cost vs Future Costs

 Private, External and Social Costs

 Fixed Cost / Supplementary / Overhead Costs vs Variable / 
Prime Costs

 Replacement Costs vs  historical costs

 Controllable Costs vs Uncontrollable Costs

 Direct Costs vs Indirect Costs



 Short Run Costs

Short run costs are accumulated in real time throughout the
production process. Fixed costs have no impact of short run costs,
only variable costs and revenues affect the short run production.
Variable costs change with the output. Examples of variable costs
include employee wages and costs of raw materials. The short run
costs increase or decrease based on variable cost as well as the rate
of production. If a firm manages its short run costs well over time,
it will be more likely to succeed in reaching the desired long run
costs and goals.



 Long Run Costs

Long run costs are accumulated when firms change production
levels over time in response to expected economic profits or
losses. In the long run there are no fixed factors of production. The
land, labor, capital goods, and entrepreneurship all vary to reach
the the long run cost of producing a good or service. The long run
is a planning and implementation stage for producers. They
analyze the current and projected state of the market in order to
make production decisions. Efficient long run costs are sustained
when the combination of outputs that a firm produces results in
the desired quantity of the goods at the lowest possible cost.
Examples of long run decisions that impact a firm’s costs include
changing the quantity of production, decreasing or expanding a
company, and entering or leaving a market.



MARKET



 Market structure is best defined as the
organizational and other characteristics of
a market. We focus on those characteristics
which affect the nature of competition and
pricing – but it is important not to place too
much emphasis simply on the market share of
the existing firms in an industry.







 Conditions for the equilibrium of a firm

 To attain an equilibrium position, a firm must 
satisfy the following two conditions:

 They must ensure that the marginal revenue is 
equal to the marginal cost (MR = MC).

 If MR > MC, the firm has an incentive to 
expand its production and sell additional units.

 If MR < MC, the firm must reduce the output 
since additional units add more cost than 
revenue.



 The firm gets maximum profits only when MR 
= MC.

 The MC curve must have a positive slope and 
cut the MR curve from below.

 perfect competition

 In Fig. 3 above, DD is the demand curve and SS 
is the supply curve. They equilibrate at point E 
and set the market price as OP. Under perfect 
competition, firms adopt OP as the industry 
price and consider the P-line as the demand 
curve or AR – average revenue curve (perfectly 
elastic at P).



 Since all units are equally priced, the MR curve 
is a horizontal line and is equal to the AR line. 
Observe that the curve MC cuts the MR curve 
at two points – T and R. At point T, the MC 
curve cuts the MR curve from above whereas at 
point R it cuts the MR curve from below. 
Therefore, according to the conditions of 
equilibrium of a firm, point R is the point of 
equilibrium and OQ2 is the equilibrium level of 
output.



 Monopolistic competition is a market structure which
combines elements of monopoly and competitive
markets. Essentially a monopolistic competitive market
is one with freedom of entry and exit, but firms can
differentiate their products. Therefore, they have an
inelastic demand curve and so they can set prices.
However, because there is freedom of entry,
supernormal profits will encourage more firms to enter
the market leading to normal profits in the long term.



 Oligopoly is that market situation in which the 
number of firms is small but each firm in the 
industry takes into consideration the reaction 
of the rival firms in the formulation of price 
policy. The number of firms in the industry 
may be two or more than two but not more 
than 20. Oligopoly differs from monopoly and 
monopolistic competition in this that in 
monopoly, there is a single seller; in 
monopolistic competition, there is quite a 
larger number of them; and in oligopoly, there 
are only a small number of sellers.





 (a) Duopoly: If there are two giant firms in an industry it is called 
duopoly. Duopoly is further classified as below:

 (i) Perfect or Pure Duopoly: If the duopolists in an 
industry are producing identical products it is called perfect or 
pure duopoly.

 (ii) Imperfect or Impure Duopoly: If the duopolists in an 
industry are producing differentiated products it is called 
imperfect or impure duopoly.

 (b) Oligopoly: If there are more than two firms in an industry and 
each firm takes consideration the reactions of the rival firms in 
formulating its own price policy it is called oligopoly. Oligopoly is 
further classified as below:

 (i) Perfect or Pure Oligopoly: If the oligopolists in an 
industry are producing identical products it is called perfect or 
pure oligopoly.

 (ii) Imperfect or Impure Oligopoly: If the oligopolists in 
an industry are producing differentiated products it is called 
imperfect or impure oligopoly.



 . (a) If an industry is composed of two giant firms each 
selling identical or homogenous products and having half of the 
total market, the price and output policy of each is likely to affect 
the other appreciably, therefore there is every likelihood 
of collusion between the two firms. The firms may agree on a 
price, or divide the total market, or assign quota, or merge 
themselves into one unit and form a monopoly or try to 
differentiate their products or accept the price fixed by the leader 
firm, etc.

 (b) In case of perfect substitutes the two firms may be engaged 
in price competition. The firm having lower costs, better goodwill 
and clientele will drive the rival firm out of the market and then 
establish a monopoly.

 (c) If the products of the duopolists are differentiated, each firm 
will have a close watch on the actions of its rival firms. The firm 
good quality product with lesser cost will earn abnormal 
profits. Each firm will fix the price of the commodity and expand 
output in accordance with the demand of the commodity in the 
market.



 In oligopoly under the kinked demand curve 
analysis changes in costs within a certain range 
do not affect the prevailing price. Suppose the 
cost of production falls so that the new MC 
curve is MC1, to the right, as in Figure 2. It cuts 
the MR curve in the gap AB so that the profit 
maximising output is OR which can be sold at 
OP0 price.

 It should be noted that with any cost 
reduction the new MC curve will always cut 
the MR curve in the gap because as costs fall 
the gap AB continues to widen due to two 
reasons:



 (1) As costs fall, the upper portion KP of the 
demand curve becomes more elastic because of 
the greater certainty that a price rise by one 
seller will not be followed by rivals and his 
sales would be considerably reduced.



 Pricing



 Price, the amount of money that has to be paid to
acquire a given product.

 the amount people are prepared to pay for a
product represents its value, price is also a
measure of value.

 prices perform an economic function of major
significance



1.  Cost-based Pricing Methods

(a)Cost plus pricing

(b)Marginal cost pricing

2. Competition-oriented Pricing

(a)sealed bid pricing

(b)going rate pricing

3. Demand-oriented Pricing

(a) Price discrimination

(b)Perceived value pricing

4. Strategy-based Pricing

(a)Market skimming

(b)Market Penetration

(c)Two-part pricing

(d)Block Pricing

(e)Commodity bundling

(f) Peak load pricing

(g)Cross Subsidization

(h)Transfer Pricing



 Cost plus pricing:

 Product unit’s total cost + percentage of profit.  

Commonly followed in departmental stores.

 Does not consider the competition factor.

 Marginal cost pricing:

 Also called break-even pricing.

 Selling price is fixed in such a way that it 

covers fully  the variable or marginal cost



 Sealed bid Pricing: This method is more  

popular in tenders & contracts. Each 

contracting  firm quotes its price in a sealed 

cover called  ‘tender’. All the tenders are 

opened on a  scheduled date and the person 

who quotes the  lowest price is awarded the 

contract.

 Going rate Pricing: Price is charged in tune  

with the price in the industry as a whole. When  

one wants to buy or sell gold, the prevailing  

market rate at a given point of time is taken as  

the basis to determine the price



 Price discrimination: Practice of charging
different prices to customers for the same
good. It is also called differential pricing.
Prices are discriminated on the basis of
customer requirements, nature of product
itself, geographical areas, income group etc..

 Perceived value pricing: price fixed on the
basis of the perception of the buyer of the
value of the product. For example: Mobile
phones without touch screens these days.



 Market Skimming: When the product is introduced for the first time
in the market, the company follows this method. Under this method,
the company fixes a very high price for the product. The idea is to
charge the customer maximum possible. Mostly found in technical
products.

 Market Penetration: Opposite to the market skimming method.
Here the product is fixed so low that the company can increase its
market share.

 Two-part pricing: A firm charges a fixed fee for the right to
purchase its goods, plus a per unit charge for each unit purchased.
Organizations such as country clubs, golf courses charge membership
fee and offer their products & services cost- to-cost.

 Block Pricing: Block pricing is another way a firm with market power
can enhance its profits. We see block pricing in our day-to- day life.
Six lux soaps in a single pack or Maggi noodles in a single pack
illustrate this pricing methods. By selling certain number of units of a
product as one package, the firm earns more than by selling unit wise.



 Commodity bundling: Commodity bundling refers to the practice of bundling

two or more different products together and selling them at a single ‘bundle

price’. For example: The package deals offered by the tourist companies,

airlines etc.

 Peak load Pricing: During seasonal period when demand is likely to be

higher, a firm may enhance profits by peak load pricing. The

firm’s philosophy is to charge a higher price during peak times than is charged

during off- peak times

 Cross subsidization: In cases where demand for two products produced by a
firm is interrelated through demand or costs, the firm may enhance the
profitability of its operation through cross subsidization. Using the profits
generated by established products, a firm may expand its activities by
financing new product development and diversification into new product
market. For example, A computer selling both hardware & Software..

 Transfer Pricing:Transfer pricing is an internal pricing technique. It refers to
a price at which inputs of one department are transferred to another, in
order to maximize the overall profits of the company.

Continue …..







• The break-even analysis lets you determine what you 
need to sell, monthly or annually, to cover your 
costs of doing business—your break-even point. 
The break-even analysis table calculates a break-even 
point based on fixed costs, variable costs per unit of 
sales, and revenue per unit of sales.



 Cost-volume-profit (CVP) analysis is used to determine how
changes in costs and volume affect a company's
operating income and net income. In performing this analysis,
there are several assumptions made, including: Sales price per unit
is constant. Variable costs per unit are constant. Total fixed costs
are constant.









 1. Effects on Importing Country:

 1. If a producer dumps his commodity abroad for a short period, 
then the industry of the importing country is affected for a short 
while. Due to the low price of the dumped commodity, the 
industry of that country has to incur a loss for some time because 
less quantity of its commodity is sold.

 2. Dumping is harmful for the importing country if it continues for 
a long period. This is because it takes time for changing 
production in the importing country and its domestic industry is 
not able to bear competition. But when cheap imports stop or 
dumping does not exist, it becomes difficult to change the 
production again.

 3. If the dumped commodity is a consumer good, the demand of 
the people in the importing country will change for the cheap 
goods. When dumping stops, this demand will reverse, thereby 
changing the tastes of the people which will be harmful for the 
economy.



 1. When domestic consumers have to buy the monopolistic 
commodity at a high price through dumping, there is loss in their 
consumers’ surplus. But if a monopolist produces more 
commodities in order to dump it in another country, consumers 
benefit. This is because with more production of the commodity, 
the marginal cost falls. As a result, the price of the commodity will 
be less than the monopoly price without dumping.

 But this lower price than the monopoly price depends upon the 
law of production under which the industry is operating. If the 
industry is producing under the law of diminishing returns, the 
price will not fall because costs will increase and so will the price 
increase.

 The consumers will be losers and the monopolist will profit. There 
will be no change in price under fixed costs. It is only when costs 
fall under the law of increasing returns that both the consumers 
and the monopolist will benefit from dumping



 a. Tariff Duty:

 To stop dumping, the importing country imposes tariff on the dumped commodity 
consequently, the price of the importing commodity increases and the fear of 
dumping ends. But it is necessary that the rate of duty on imports should be equal 
to the difference between the domestic price of the commodity and the price of the 
dumped commodity. Generally, the tariff duty is imposed more than this 
difference to end dumping, but it is likely to have harmful effects on other imports.

 b. Import Quota:

 Import quota is another measure to stop dumping under which a commodity of a 
specific volume or value is allowed to be imported into the country. For this 
purpose, it includes the imposition of a duty along with fixing quota, and 
providing a limited amount of foreign exchange to the importers.

 c. Import Embargo:

 Import embargo is an important retaliatory measure against dumping. According 
to this, the imports of certain or all types of goods from the dumping country are 
banned.

 d. Voluntary Export Restraint:

 To restrict dumping, developed countries enter into bilateral agreements with 
other countries from which they fear dumping of commodities. These agreements 
ban the export of specified commodities so that the exporting country may not 
dump its commodities in other country. Such bilateral VER agreements exist 
between India and EU countries in exporting Indian textiles.


