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1. The Incremental Concept 

) 

In Managerial Economics, on the basis of project, the concept of incremental 
principle becomes useful whether the order for production of a particular goods 
should be accepted or not. This principle is also called the principle of excess or 
surplus also. There are two foundations of this principle. 

(1) The increase in income and (2) the increase in cost. Usually, while accepting 
a project it must be seen that total cost must not exceed the total income. The 
entrepreneur must consider the total cost and the total income of firm rather than 
cotal cost and income of the project while accepting or refusing a project. Very often 
in the initial period of production, due to accident reason or due to recession, the unit 
is not full utilized but if growth income is more than growth cost, the project should 
be accepted and profit can be earned in the final analysis. ln these circumstances, 
there is project-wise loss but there is profit in the final analysis. Thus, if the manager 
takes favourable decision of accepting the project, the firm can earn profit. 
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I • re 1s u• by ' 1 lllconi . Og, 
. . if we . reases e lh \ \ . . f ooo is decision, ral cost 111c . , h 0 f t 7,500, there 1s profit of~ 9,000. If the order is not accepted, there 1s a loss o ~ 9, • 

(I) In th 
I 

e g 'fhC 
10 

. corne decrease, it becon1es ~ Thus prima facie loss becomes profi1. 
rofitab c . . l)IC, wan JO • 60 000 ti Pron ' · · · · d. becomes P . . 1,rofita ·s more d creases by' , , 1e tot l ltabL This does not mean that the firm should keep their pnces accor ing to 
ro1ect ,s fcost I cost e a p ' al . . l Th' . . ·1· d Jakh, t11e P decrease O 

00 bUI the ton1 Increment prmc1p e. 1s pnnc1ple becomes useful in short term and unull 1ze 
(2) irlhe ases by~ so,O . d crease more than other ~ production capacity but in long-term the total cost must be considered. 

e.g. Income decre ·ned- ·r certain costs e Costs, t ► Practical implementalion of incremental principle : A survey has been n be ga, • ·on 1 . rease. 01. • . • , ~ 10,000 ca this decisi fit 111aY inc decreases it become , made regarding to what extent, this concept 1s used by the managers. fhcre has been 
(3) oue to nd pro tal cost ' s Pro" . . . h · 1 

ses more 3 
, es and to d reases but other in ''labi mixed rcacuon. In big corporation, this principle is used more. However, w I e ' decrea ·ncreas . orne ec coill.e . e . f' . . . . . d . cost ma) t I income I ertain JJJC • incr · considering long term e 1ccts, this pnnc1ple 1s not accepted. Once 1f the or er 1s 

(4) If to a d cision, c bl e~ . 
d e 10 this e b profita e. . ng many . accepted at lower rates, at perfect production capacity, if the production cost 

(5) If u . •ould e k cho1ce amo Options h d . . f . . . . I . . d'ffi I 
I aJysis, it "' to rna e . 'd' ak.i and ¾ increases, t e ec1swn o mcreasmg pnce becomes difficult. T 1US, 1t 1s 1 1cu t to In fina an er 11as . in d1V1 mg m ng. . . 

more. the rnanag lpful 10 h1rn b all d deduce a universal rule accepted by all. In short, rnes he . ·pie can e c e appro . . . . 
1 . rernent beco . mental pnnci . Priate ► Incremental prmc,ple and the marginal concept : In managena 

. 'pie of me r(fng Jllcre s more than mcorne " ~ . • . . . . . · 1 pnnc, d •sion acco I ost decrease . · economics, there 1s close reiat1onsh1p between mcremental prmc1ple and the margma 
·~y e~~s rnore th~ co

st 
orbce explained with the hel_p of follo~g ex concept. In principle of increment, the total cost and total income increase arc 

income Ulcreale . This priJ1c1ple can •. has unutilized p:oduction capacity. Machi~~ considered while in marginal concept, marginal cost and marginal income of a unit is &amp · •x• built ne~ . 
mpanyproduces . . d ·1 taken into account. Due to changes in unitwise incomt and cost, the changes m total 

Suppose~~g etc. are under-utillZe hlch can fetch it t 25,000 but tile costs income and cost can be known. 
labour!e company gets an ocder w are- The marginal concept is necessary to explain the curved relationships in 

follows: 
(1) 

(2) 

(3) 

(4) 

t 10,000 production sector. Incremental principle can be used to explain changes in linear 
Labour Cost t 8,000 relationship. When there are two technique~ making production at the same rate, it is 

ailin. g Resources o 000 h f th hn f · al · · I Th Cost of Av % f the cost) f 1 , not easy to c oose one o ese tee iques with the help o margm pnnc,p e. en 
Constant cost (100 ° ' the incremental principle becomes useful. 
Administrative and Sal~s.coSf urces) t 4,500 Conclusion: In managerial economics, concepts of marginal and incremental 
(25% of labour and availing reso f 32,500 principle are very n~sjmt presentation of both principles is different due to their 

akin because it incurs tile lo f features. Incremental principle is guiding for to accept theorder of production and 
At first sight, the project looks Joss-m g twill be f 4 000 ss 

O ~ 7~ which method is used for production. It is mostly used in big industrial and business 
h tiiized and therefore, the Jabour cos ' as pennaneii corporation. 

but the~ 
85 

un~. d C tant cost will also be f 4,000 as the machinery h~ · 
workers will b~ _utilizedmini .. ~ntrs alive and sales cost do not increase at all. 2. The concept of Time Perspective 
remained unutilized. A s 

Thus, the cost of the order will be as follows : 
(1) Labour cost 
(2) Resources 
(3) Constant cost 
(4) Administrative and Sales cost 

I. Introduction: Managerial decisions are always taken in the context of time. 
-f 4,000 Such decisions are of two types : (1) Short-term decisions (2) Long-term decisions. 
f 8,000 However, in practice, it is difficult to draw demarcation line between the two. 
t 4,000 2. Short-term decisions : The meaning of short-term decisions : Usually, 
t 0,000 without changing fixed factors and if only variable factors are changed and the 
t 16,000 production is either increased or decreased, such decisions are called Short-term 

In these circumstances, the total costs goes up to f 16,000 but total income goa decisions. In other words, if some factors of production remain fixed and if some 
up to f 25,000. There is increase off 9,000 in profit of the firm. Thus, instead ofthelO! change, such decisions can be turned as short-term decision. 
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the raw-material or nulttb 
•sion to chaOfg~and or machinery to in er llf 

aJ(eS dec• ion o Ctea. 
. If a fii:n1 t 1e proport decision. . . ~ 

Eti'mple . banging ti d short•te(lll fit such dec1s1ons may or Ill 
rers without c ision is calle cted with pro l . ay l\llt 

JaboU ch a deC conne .. 
roduction, su decisions are . f long-ternt decision : The decis· 

P Short•t~J1ll e 10ng-fUO· . 'J'l!e rneanifl8 ° in all factors are called long. 'lllls 
be profitable in th rin decisions· involve change d and variables should be ch tet'tli 

3, LOnS·:on or sale wat es offactors,.~e are called long-term decis~nge~ 
_ .. Hno prodUC b th l)'P dec1s1ons · 01'1 

reg111""-o therwards, 0 ·on, such . . new plantto mcrease produ ,' · 
de~isiof\S. = ;r decrease prod~ of estabhsh;;dalong term decision because ~011 
to mcreas pie: If a l'.llan~erd •sion can be ca terial, variable factors hire Pl ere 

F,tOm . this ee• d raw-rna ill'lt 
ChiJletY, r an , 

or buy new ma e in (aboU . 
both along with chang e increased· selection of place, the chmce of thin i 

cbinetY etc. have to b_ . ns related to the A" n in the context of long-term. Lo Rs, 
ma call the dec1s10 tc are t""e b'l' f b . llg. Gene Y, t warkers e · and profita 1 1ty o usmess. 

eJ1llanen . f workers . 
fixed invesonent, P th productiVllY o . can be useful but m the long-run 

. . s affect e . e reducnon . . to 
terrn dec1s1on olicy of pnc ·ng quality or mcreasmg selling c 

h rt terrn, the P · of enhanci . . 0st 
In s o · . it the opnon . ten· or quality raw matenal and try 

d to sustam , r uses JJ11' • to 
get market an ful g If the produce t instead of usmg good material 
becomes more use llin~ ·g bis goods at loW cos nn he will be loser. In fact, he by 

profit by se . the long-te ' can 
get. mo~. ality of bis product, lII • d his reputation will be sustained in th 
mamtammg qu . . the quality an t 1 e 

fit by maintaUUl18 dwill in the market 1or a onger period, 
earn more pro . · his goo 

k t 
d he will be able mamt~ . h rt-lived. While long-term effect can be 

mar e an . ducnon 1s s o . . . 
Generally, the effect of pnce ~ . . aliihl of p,rogw:t o..r mcreasmg selling cost 

b mamwnmg qu ~- - --~ · · · 
created oru:ustome~- -L ~:...-----fast, product differentiation, improvement of 
ThereforCm l~ng-temfllecis1ons selling 
quality etc. are more profitable steps. . the context of long-term taking in to 

• • · are taken Ill · 
Business dec1s1ons Decisions regarding production, size of 

. . th fl ts of the short-term. 
cons1derauon e e ec 'al h ·ce of place etc. are should be taken in the 

vail bili·ty f raw maten ' c o1 the plant a a O d and and requirement should also be 
context of long-tenn. However, short-term em · . 

considered. d d · · 
In short, while taking long term decisions, short term ~eman an ~Stllllates ol 

possible demand in futures in the long-tenn should be considered. In this way,_ fix~d 
cost of short-tenn becaus.e minimum in the long-term and the firm can mamtam 
maximum profit:While taking decisions probable effects of short-term and long-tenn 
should be taken into consid.eration because-in the long•term, all costs became 
variable. In the beginning decisions should be taken keeping short-term in mind bul 
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hould be taken keeping 

the decision like size of the unit or the choice of the place s 

Jong-term into consideration. . . d while long 
Short-term decisions can be taken keeping incremental coSt 

in mm 

term decision are taken keeping total cost in mind. . . are not always 
4 Short and Long-Term Decisions: In short term, decisions fi h · s ppose a 1rm as 

rolitable in the long run. It may harm the firm in the long-run e.g. u d t Its 
p utilized production capacity and the producer is ready to pay f 5 for a p~o uc · f 
un . ·t y earn total mcome o 
ost per unit is f 4.50. If it accepts order for 1,000 umts, 1 ma fit .9 

~1000 x 5) f 5,000. While the cost was (1,000 x 4.50) f 4,500.1:11us, short te~ pro 
1 1 

• 500 but effects that such decisions cause should be taken mto account · . 
, . ti]' d producnon 

(1) Firm accepts order and increases producuon but unu ize ~ 
capacity is utilized, constant cost increases and in the long term con~tan~ co;i b~r 
machines, building etc. becomes inconstant and the prices do not remam a or_ a e. 

(2) If the firm's reduction of price affects the customers permanently, it ~ay 
ause adverse effect and in the Jong run the market is lost. If the customers believe 

~hat prices have been reduced at the cost of quality, the firm may lose the market. 
If the company sells certain thing at t 4.50 for new customers and~. 5.00 ~or the 

old customers, the old customers will insist on t 4.50 and the production will ~ot 
remain profitable. If the customers think that prices have been reduced by lowering 
the quality of a product, then also the market will be lost by the producer. 

· In short, while taking decisions, the manager should consider both long-term 
and short-term effects on income and cost. If the time perspective is not considered, 
the deci~ions would adversely affect the firm. In short term but they can be beneficial 
in the long term sometimes. For example, when T.V.A. Tennessee Valley Authority was 
founded, it reduced the power price rate very much. In short, the consumption of 
electricity increased but per unit price was lowered and therefore, the firm suffered 
loss for the short period. But in the long run additional houses were covered under 
electrification without additional expenses of wiring and other equipments, the 
consumption of electricity increased remarkably and in the long term the decision 
turned out to be profitable. 

The managerial economist should keep balance between short-term and long­
term decisions. Hans, Mate and Paul have given the example of the printing press in 
this context. The company knew that as there was unutilized productivity in the 
company, incremental cost was lower than total cost but it did not frame its policy 
based on increment_al cost. It framed its policy on the basis of total cost only because 
the management knew that if incremental cost is lower than total cost in the long-run, 
it would be more unprofitable than in the short run. They believed that together 
custome(s who will not get benefit of the price reduction will be adversely affected and 
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will be jeopardised because the customers ~ 
1he prestige of the compa Y d •s favourable and it bargains b k 1hat 

the company exploits them when deman I Y reducin 

price when demand is not favourable. g 

3. The Concept of Opportunity Cost 

. . The scope of managerial economics is for achievin 
J. Introduction · . 'b · th ·i b g th 
. . . to take the decision for d1stn utmg e avai a le lirnitect e 

determ~ed obiect1ves, iin . At the time of decision makin anc1 

alternative resources and for future plaru g . . . g Process 

h fi d 
.d h' h option is best on the basis of time and situation O , 

t e irm ec1 es w 1c d d · Ut of 

available different options, some concepts are used to u~ erstan t~1e principles of 

·a1 . they are known as of managenal economics. Out of 
managen economics, so d such 

main concepts, the opportunity cost co~cept is highly ~ccepte . In management, the 

opportunity cost concept is very useful 111 future pl~nnmg. . 

2. Opportunity Cost Concept of Managenal Econom1cs : The concept 

1 . 'al . .. or 
opportunity cost occupies an important P ace Ill managen econ_om,cs. Unborn . 

the cost of born". "Opportunity cost is the cost of next best altei:nat1_ve sac1ificed." Fo~ 

example, if the firm wants to produce more of goods X, then it will produce less o 

goods Y. According to Handerson, "Opportunity cost of any goods means the decrea r 
. ,r I d " se 

in supply of one goods because of production o, otter goo s. 

When a manager accepts any one decision from many options, then he has to 

sacrifice all other options. So, he has to foregone the expected return for other options 

which is opportunity cost of this decision. 

A manager has to choose the best option, out of available different options in 

managerial economics. So, it is very essential to know about the opportunity cost while 

investing in goods, goods price or agents of production. For example, one 

entrepreneur (manager) wants to invest ? l crore, then first of all he inquires froni 

production of which commodities how much income is about to be received. Assume 

that the budgeted amount received from chemical industry is ? 2 crores, from pharma 

industry is ~ 2.5 crores and from computer sector is ? 3 crores, then the entrepreneur 

invests in computer. Due to this, he has to sacrifice the next best alternative of pharma 

industry. So he has to foregone the income of ? 2.5 crore. The opportunity cost of 

computer sector is ~ 2.5 crore in this situation. 

Other Examples: (I) When an entrepreneur invests capital in his business, then 

he can't invest in other company from which he can get dividend income nor he 

invests in financial institution from which he can get interest income. So, he has to 

foregone both of them. That's why the opportunity cost of this capital is the income of 

interest or dividend. 

· (2) When an entrepreneur gives his service in his business, then he can't give 

his service in another sector, so he has to sacrifice the income which he can earn from 

Unlt-02_Fundametal c oncepts 

another sector. Thus th 31 

f I ' e opportunity co t f . 
o wages Ost. s O serVJce of an entrepreneur is the income 

(3) When more tha 
b 

none goods 
then y producing the goods wh ' h . are produced with the help of one machine 

d b • ic gives h 'gh · • 
goo s can e sacrificed Whi h . I • est mcome, the production of other 

3 E 
c rs t le opportu . 

• . xplicit and Irn II . mty cost of the good product. 
. . P Cit Cost : To cl 'fy h 

necessai y to explain the ex 1· .• . an t e concept of oppon11ni1y cost ii is 

'd. 1· p IC1t and implicit U , 
pa1 111 rea tty, those which costs. sually, the expenses which -ire 

are recorded in , 
for raw material, fuel rent . t accounts are exploit cost e.g. The costs paid 

I . 
' 111 crest, wages etc a I' . 

those w 11ch are not paid b h . · re exp icrt costs. While implicit costs arc 
y t e firm Ill reality d h 

books. e.g. Interest on own . 
1 
. an I ey are not recording accoun1 

. capita invested by th t 
available to entrepreneurs as I b e en repreneur, the amount of wages 

•· · · a a ourer/worker th fh ' • • 
exphc1t costs. They are also 11 d . . , e rent o is own bu1ldmg etc. are 

ca e 1mphed costs 
In opportunity cost, both ex Ii . . . . . 

entrepreneur has to con 'd P cit and •mphclt costs are included. Any 
s1 er opportunity cost rath th 

time of taking busines d . . er an money paid in reality at the 
s ec1swns Some w 't . I d . 

opportunity but it is pro d · n ers me u e only implicit costs in 
per lo o so In oppo t . b 

included. · r uruty cost oth types of costs should be 

4. The Importance of Opportunity Cost : 

(1) Under the difference b tw 

f 
. e een account profit and economic profit : The 

concept o opportumty cost help • d . 
fi d . s 111 un erstandmg the difference between account 

pro ~ an eco~~~c profit. Account profit is shown through the difference between 

actu coS!S pai 111_ business and the income from the business. While the difference 

between opportumty cost ( t al · · • 
. ac u cost + 1mphc1t cost) ai1d the income from the 

busmes~ shows economic profit. Entrepreneurs should take his decisions not on 

accountmg profit but economic profit. 

(_2) In _tl~e proc~ss of decision making : The concept of opportunity cost is 

useful 111 dec1d111g wh1• ·h factors should be used 1·11 wh t · h · 
. a proportrnn at t e ttme 

different processes_of n a~agement e.g. if the entrepreneur knows the opportunity cost 

of a labourer, he will dx1de the right wages for the labourers. If he pays Jess than the 

opportunity cost of the labourers, he can not get the supply of labourers. In the same 

way, if he knows the opportunity cost of capital borrowed, he knows what interest 

should be paid on them. The concept of opportunity cost becomes useful in deciding 

whether any commodity should be purchased from the local market or from distant 

places. In short, the concept of opportunity cost becomes useful in deciding whether 

any commodity should be purchased from the local market or from distant places. In 

short, the concept of opportunity cost helps the management to make maximum use 

of factors at minimum cost. 
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32 t . To explain the incremental cone 
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(3) To explain the IJlcreme I ful While adopung a new proJect accordin 

I 
. £opportunity cost becomes he P kn. ow whether the plant operates With. 8 

the og1c c- • • •mportant to its 
to the incremental conc~pt, it is ~d roductive capacity. If the firm make_s production 

ti mum capacity or with unus P d variable expenses have to be mcurred. B 
op . b th constant an . b . lit 
with optimum capacity, o d apacity Production ecomes possible Wit~ 

d . with unuse c . . 1 d . ,, 
if the firm makes pro ucnon en if the income is ess, pro uction Will b 

. bl cost Therefore, ev th . e 
only increase in vana e . . ble factors become e opportumty cost. 

nJ the cost of vana 1 . h . . 
profitable. Here, o y . . I f discounting : To exp am t e pnnc1pJe of 

(4) To explain the pnncip_e 
O 

t becomes useful. Thus, principle explain 

discounting, the logic of opportunWhity cos person invests in one fields he has for gs 
· be deducted en a o 

why discount 1s to · t of discount is inevitable. 

alternative income. Ther~fore, dpaymen very entrepreneur continuously thinks abou, 

5 Others . In this mo em era, k F th' th 
. . . . d to become master in mar et. or is, ey uses the 

th rt icy cost to sustam an d 1 e oppo u~ . allocation models, replacement mo e s etc. when an 
concepts ofhnear programming, ·t he should think about what to produee 
entrepreneur produces more than one um ' . , 

d hould know the opporturuty cost e.g. one company 
how much to produce etc. an s . f . 

d otor bike then the opportumty cost o scooter 1s equa1 
wants co produce scooter an m • . . . . . 

. f . f bike and vice-versa. In this s1tuauon, which production is 
to sacnfice o mcome o . 
beneficial can be known with the help of opportumty c_ost. . . . 

It is necessary to know opportunity cost while takmg dec1s1on whether 

hydropower or steampower should be used to prod_uce el~c~i~ity. !he expenditure of 

roducing. electricity with steam can be known easily while 1t 1s difficult to know the 

~ost of hydropower. Once the dam is built, its cost is called dead cost. However, the 

cost of use of water of the dam is considered Opportunity cost. The water once used 

can not used again. Jn short, the internality of necessity of electricity and the 

opportunity cost of be.th method should be considered to take decisions. 

6. The limitr tions of the concepts of Opportunity Cost : 

(a) The cone !pt of opportunity cah not be explained in reference to the factor 

of production with ·1 single use. 
(b) An entrl!preneur takes decision based on other factors like the working 

condition, the stability of employment etc. rather than only opportunity cost e.g. if a 

worker gets more wage in other professions but his job is uncertain there, he will 

prefer to continue in the same job at lower wages. In the same way, whether the 

company should buy a computer or get the job work done outside, the decision is 

taken consideri~g ?ther factors instead of opportunity cost only. Even if getting job 

work done outside 1s cheaper, the business secrets can better be preserved in personal 
compulers. 
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4. Equi-Marginal Concept 

1. Introduction : This concept is very helpful to an entrepreneur (manager) 

for the implementation of the pro~ess of decision making and process of future 

planning. It guides an entrepreneur for taking the decision about what to produce, 

hoW much to produce, how to distribute the factors of production. e.g. the number of 

labourer remains same and the use of labour is for the production of these goods. i.e. 

A.B.C. In this situation, if more units of labour are used in production of one unit, then 

it is possible only by decreasing the production of another goods. · 
This principle helps an entrepreneur to how and how much to produce with the 

help of available resources. 
The principle is useful to know how much quantity of production should be 

made and how the different factors of production are to be distributed. Especially, 

when a firm produces more than one thing, he has decide which product to be 

produced and in how much quantity. This equi-marginal principle is useful to make 

decisions regarding them. 
2. Principle of Equi-Marginal Production : 
According to this principle at different levels of production when marginal 

production value of different products is equal, this method of production is the most 

profitable. 
Suppose if in any business, the number of labourers is static, the firm produces 

A, B and C commodities with the help of the labourers. In such circumstances, how 

many labourers should be employed, this decision has to be taken by finding out 

marginal value of production per commodity by a labourer. The labourers who are 

employed in producing goods with less marginal production value should be 

transferred to the goods with more marginal production value. This will give more 

profit in the long run e.g. If the marginal production value of commodity A is f 50 and 

. that of B is f 40. If the entrepreneur employs the labourer from B to A there will be 

profit off 10 and as a result, the production of A will increase in the long run and final 

analysis, the law of decreasing production will apply and labourer's marginal 

production value will increase. 
In short, maximum advantage can be obtained by certain allocation of labour 

as value of marginal production of labour of product A= Marginal production value of 

labour of product B = Marginal production value of product C. 

3. How marginal production value can be known ? : To know the marginal 

production value of a labourer, it is necessary to know the marginal income and 

marginal cost of the labourer. Suppose in the production of commodity A by 

employing one extra labourer, 100 units production increases and if the unitwise price 

of A is f 2, the marginal income of the labourer in production of A will be f 200. If the 

variable cost of this extra 100 units of A is t 150, the net production value of the 

l..1.oourP.r will be t 200 - t 150 = t 50. 
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In this principle, meaning of marginal production _means to cal~ 
. al b this analysis at the time of calculation of productio11 net 
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increment v ue. 1 . . Value 
. d' . • hing maruinal law is taken into cons1derat1on. It means that by k . or inputs, 1m1Ills .,. . eep1n 
other inputs of production fixed, by increasing proportion of labour, lllarg· g 
productivity is decreasing gradually. Due to different technological condition in •nat 
section, this Jaw is applicable_at different level. So, in context of each activity Illar::: 
production cycle would be different. 
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In above figure, 10 units of labour are engaged in three product A, B and C 

Where in A marginal production value of 10 th labourer is t 40. In B product, margin~ 
production value of 10th labourer is t 20. In these circumstances, if labourer or 
product C should be transferred to product A's production, it means that b 
decreasing production of C and increasing the production of A, it will be mor~ 
beneficial. But here diminishing return law is application more labourers are engaged 
in production of A product, its marginal productivity decreases. On other hand, Jess 
labourers are engaged in C product, marginal productivity increases. So by this 
method, keeping proportion of labour as equal to marginal productivity of labourer 
who engaged is production of three product, maximum advantage can be obtained, 
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In above figure, equal marginal d . 35 
I b • pro uct1on I . 

at 15th a our m product A prod . va ue is done where P d . • al ' UCllon val ., ro uction value f 30 
producuon v ue f 30 at 7th lab . ue , 30 at 8th labou in , . ourer m prod rer product B and 
production, m~um profit can be obtain uct C. By taking decision of this type of 
then parallel Im~ is obtained instead of n:d, ~ut when law of fixed return is applied, 
value. In these cucumstances, firm h gauve slope line of marginal production 

d t as to used high . pro uc · marginal production inputs in 
4. Discounting Marginal P d . 
al f d . ro uct1on Value• Wh"I from s e o pro uct1on of different th. . · 1 e comparing income availed 

should be considered e.g. if the rate of '.ngs, discounting marginal productivity value 
b . interest is So/c th one year can e considered 95.24. 0

• e present value oft 100 after 
5. Importance of this Pn'n . 1 • Clp e; 
(1} Useful tn allocation of resources . Thi . . . 

in deciding which resource should b all · s pnnc,ple is useful for the producer 
. e ocated and in wh . where Marginal Revenue and Mar<>inal . at proportion. Suppose 
. .,... cost ratto are equal all . f 

gives the maximum profit. In equation it can b . , ocatton o resources 
A, B and C ' e said as a firm produces three produce 

and MRA = MRs = MRc 
MCA MC8 MCc where, 

Marginal Revenue of Product A Mar . al R . = gm evenue of Product B 
Marginal Cost of Product A Marginal Cost of Product B -

Marginal Revenue of Product C 
Marginal Cost of Product C 

In this manner, maximum profit can be made b akin h h y m . g sue c anges. 
MRA MRB 

Suppose MC,. > MCe and if they are removed from the production of B to A 

the firm will have benefit. 
(2) For allocation of the factors of production : The equi-marginal utility 

principle guides the managers regarding the proportion oflabour, capital, land etc. To 
determine it, marginal revenue productivity and the ratio of marginal cost of factors 
have to be compared. When the ratio of both becomes equal, various factors of 
production must be employed . 

Suppose, there ar_e three factors of production viz. A B C and if the MRP. 
(Marginal Revenue Product) and marginal cost ratio is given. Distribution must be 
made in such a way that the ratio of all the three factors is equal. In the form of 
equation, it can be presented in the following manner. 
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P MRPc 
MRPA ~=-
MC = MCe MCc MRPA MRPn 

" . b r in these circumstance, MCA > Mc; and 
. ital B IS La OU 

Suppose A is Cap ' d less labour. 
Pita! more an d' 'b . ducer must use ca es useful in 1stn ut1on of facto ... therefore, the pro . . inciple becom . h h h ., 

ui-marginal uuhty pr d (production etc. wit t e elp ofth4 Thus, eq hoice ofmetho o 
or resources in optimum way: c be used in optimum way. 

. . 1 & ctors of production can . ful in framing budget also. The litllited prmc1p e ,,a . . •nciple 1s use . """ 
(3) Equi-marginal utihty pn I d when marginal revenue product is 

t must be emp oye 
resources of the coun ry . efficient use can be made. 

. um. Thus, their maximu~ d'ture on research also. The work that gives mruam . . allocanng expen I 
(4) It is useful m aken for research. . 

·mum return must be undert . of budget among vanous departn1en•• maxi 1 • the allocauon " (5) It becomes usefu m 
of the university. 

s. Risk and Uncertainty 

d . . s are actions of today which bear fruits . . M agerial ec1s1on . . 
1 Introduction · an . rt •n and involves nsk. The uncertamty ~ 

• • & n Future 1s unce ai 
in future which 1s un,oresee · . b . s cycle, structure of the economy and 
due to unpredictable changes m the usmes 

government policies. . t assume the risk of making decisions for 
th th management mus . 

This means at e . conditions in the future. Firms may be . d known economic 
their finn in uncertain an un . strateoies ofrivals, etc. Under uncertainfy, d ti n market pnces, b" • 
uncertain about pro uc o '. e not known immediately for certam. 
the consequences of an acnon ar that the firm has perfect knowledge of ib 

Economic theory generally asd sumf. es w· onment Uncertainty is not allowed to 
1 · ships an o its en · 

costs and demand re atJon . . b use producers simply cannot foresee tlli . . Uncertainty arISes eca . 
affect the decJSJons. d h cost and revenue data of theu firms witli 
dynamic changes in the economy an ence, 

reasonable accuracy. . . f R' k . In economics, "risk" refers to th, 
M . • and Defimtion o 1s • 

2: e~mng · t es of an economic decision or event. 11 . d'ng the future ou com . 
uncertamty regar 

I 
al I y differ from expected results, which Cilll 

involves the possibility that a_ctu l~e~u tsb ms~ness ventures, and individual financi~ 
affect investments, economic po 1c1es, u 

decisions. di t Knight risk is measurable uncertainty. He stated, "Risk means ir. 
Accor ng o , • · · h · 

.:cy susceptible o'measurement, while at other times it is somet mi some cases a quan.. l 

distinctly not of this character." 
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John Maynard Keyn ct· . . . 
. . es iscussed rrsk m terms of the unpredictability of future events and tts impact on investment d • • 

ec1s1ons. Milton Friedman deli d • k . 
. . . me rrs m terms of the variability of possible outcomes nd the md1V1duaJ's prefer d · 

a ences an attitudes towards these outcomes. 
Harry Markowitz stated, "Risk as measured by the variance (or standard 

deviation) of the return 011 a portfolio." 

Peter Be~stein described risk as "a measure of u11certainty about the ft1ture 
payoffs to ~

11 11111estme111, measured over a specific period a11d relative to some 
benchmark. 

3. Types of Risk : 

(I) SyStematic Risk: Also known as market risk, it affects the entire market or 
economy. Examples include interest rate changes. inflation, and economic recessions. 
It cannot be eliminated through diversification. 

(2) Unsystematic Risk : Also known as specific or idiosyncratic risk, it affects a 
particular company or industry. Examples include management decisions, product 
recalls, and competitive actions. It can be mitigated through diversification 

4. Meaning and Definition of Uncertainty : In economics, "uncertainty" 
refers to situations where the future outcomes of economic variables or events are 
unpredictable and cannot be quantified with probabilities. This concept differs from 
"risk," where the probabilities of different outcomes are known or can be estimated. 

According to Knight," Uncertainty involves situations where these probabilities 
are not known and cannot be measured." 

John Maynanl Keynes argued that , "Uncertainty pertains to situations where 
future events are unknow11 and not even the likelihood of various outcomes can be 
determined." 

George Shackle argued that ,• uncertainty is the lack of foreknow/edge about the 
potential su;prises that could affect outcomes.• 

5. Types of Uncertainties in Business : There uncertainties are as follows : 
(1) Uncertainties regarding the supply of factors : When an entrepreneur 

invests in business or plant, he has to face the uncertainties reganling the availability 
of factors of production, raw-material etc. If he starts a plant with the assumption that 
he will get all required factors of production and raw-material but if he fails to g~t 
them, he has to face losses. e.g. If an entrepreneur starts a plant thinking that he will 
get required supply of electricity but if it is not available as required, he will have to 
face losses. 

(2) Invention/discovery of a new substitute : If a raw new substitute for the 
product produced by the entrepreneur is invented or dis~ov~red, he has to face l~ss. 
e.g. An entrepreneur has invested a large amount of capital 10 cement plant but if a 
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. d d d for cement ---. According to Prof ;----, 39 
substitute for cement is invented or discovere ' eman goes down and capital labour etc 1i ,· night to face un::=:. -:--~-------~~ 

. does not cover such damages ' · 0 ace unc . certamty is a lei d f 
he faces losses. The insurance company . · such unhappy experience is ertamties is not a ha n . 

0 
factors like land, 

(3) Uncertainty of prices : Prices of products cha_ng~ accordm~ to time and profit, has presented this the~rofit. Prof. Knight in :i~yb::e~1ence. The reward for 
circumstances. The entrepreneur has to face uncertamttes regard mg price. N principles. ry of uncertainty. Ith b k Risk, Uncertainty and . . . o . as ecome acceptable l'k th 

insurance company insures agamst changes m pnce. 6. Different way i e o er 
bl Th f 

s to manage th 

(
4) Uncertainty in market : Markets are not sta e. ey o ten change. If four ways to manage the risk d e Risk and Uncert . . T . • I b 'f b an (I) I an uncena· amty. here are following 

entrepreneur has invested huge amount of capita ut I num er of producer nsurance (Business risks tnty. 
increases or there are restrictions on market, entrepreneur has to suffer losses. e.g I~ (2) Hedging is a mechanism :r~ transferred through Insurance Policies) 
there are many mills for polyster cloth, in future the demand for cloth would decli~ expected pro_fit fr?m another contrac; ereby the expected loss is to be offset by an 

I d 
r I e (3) D1vers1ficat· . · 

or each producer will get limited share of market. n mo ern ime, t 1e entrepreneu . . ion is a method r . . . . h k A k r various mvestments and th 
O managmg the risk h . . 

has to face the uncertainty regarding sellmg mt e mar et. s mar ets are uncertain (4) Ad' . . us the risk ism· . . w ere the nsk is spread to . k ' Justing risk is th tn1m12ed to each inv tm 
the insurance company does not cover such ns s. expected loss. e mechanism whereby th . . es_ ent. 

I
. · f" · d e proVJSion 1s made to offset the 

(5) Government policies : Government po 1c1es a iect pnces an production, 7. Decision U d 
• • ,.1 n er Uncertainty . 

e.g. If an entrepreneur starts scooter plant cons1dermg the present 11emand but if the (I) The maximax rul . •. 

d 
'f h d f h d · · e · Deals ¾1th I · 

g
overnment liberalises the policy an 1 t ere are many pro ucers o scooters th eac ec1S1on and choosing th d . . se ectrng the best possible 1 , . . . . • e e ecision 'th . ou come ,or 

market will be limited and nsky. If m a certam product, there 1s supernormal profit outcomes. WI the m,.ximum payoff for all the best 

due to monopoly but if the ~overnment naturalises this business or restricts prices (2) The Maximin rule : 0 1 . 
f 

' · stment d · · ea s With selecti 
the enm:preneur may suffer losses. The entrepreneur has to ace uncertaintie rnve ec1S1on and choosing th d . . . ng a worst outcome for each 

. . . . . . s (3) The M' . e ec1s1on wrth them . 
regarding government pohc1es. Natural1sat1on of mdusmes may create problems for . . irumax rule : Deals with d . . axunum worst payoff. 
entrepreneurs. Such policies create uncertainties that insurance companies do nor associ~ted Wi

th each, decision, then choosin e:~~ the_ wor
5t 

potential regret 

th h 

. potennal regret. g e decmon with the minimum worst 

cover roug insurance. 
(6) International trade : In international trade, when business is affected. e.g. 

If there are restrictions on import, there might be scarcity of goods wi:'.·Jin the country 
and higher prices are charges. When import ban is lifted, the prices go down and tje 
risks take place in business. e.g. in modern time, 1V and car imports have been levied 
with heavy duties and the producers can earn higher profits but when these duties are 

reduced, the producers may suffer losses. 
(7) . Other factors : In modern age, habits, fashions, incomes and number of 

population change resulting in certain risks for entrepreneurs. Such risks can not be 
calculated and therefore, insurance companies do not cover such risks. The 
entrepreneurs have to bear such risks. Profit is the reward for such uncertainties. It is 

an incentive for taking risks of this kind. 

According to Prof. Knight, "The business in which there is more uncertainties, 
the supply remains limited and entrepreneurs get supernormal profit. If there is no 
un~ertainty, the entre~re?eur gets only nonnal profit, not pure profit." It is not ea'sy 
to live among unce~ain~1es. To face uncertainties one must have spirit of enterprise, 
courage etc. And this brings about profit for the entrepreneurs. 

6. Discounting Concept 
[Note : In new syllabus t1i· , JS concept is · knowledge purpose only) mentioned. Here we have given for 

A person likes more present th fu 
is uncertain. Generally, when a pe ~ ~ure because present is certain while future 

' rson 1s given two · 
present and t 100 after 1 year the options as an offer like Rs. 100 in 
reasons. ' n a person accepts present offer oft l 00 due to two 

(1) It is uncertain when a person . 
person puts t 100 @ 8% rate of interest threc~1ve~ f 100 after a year, and (2) When a 
likes present t 100. In other words tl ' ;n it Will be f' 108 after a year. So, a person 
future. In this situation the uest' , ie_ v ue of present f 100 is more than f 100 of 
future f 100? When we•,·nvesqt th ton anshes, what is the value of present t 100 for the 

· , en we s ould know ab th 
rupee. For this the discounting principle is very he;pufult Whe pr_elsent valdue _o~ future 
·n t · ak · 1 e any ec1s1on for 
I ves ment is t en by an entrepreneur affecting the fut d . d' . • ure cost an mcome then the 
iscount is cut from that cost and income (revenue) considering the prese~t value. 
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A~-------:--:--:---::=:::;~;;;~;.~~~~yc~~~---~o . 'ving simple lending. For example one 
This principle is implemented :J;'1e 1 ~car. While lending this assume that 8% 

promissory note off 1,000 is matu:d f :;, only 920 is given_ in present. . 
rate of discount is cut so after cut ng trepreneur for getting knowledge ol future 

This principle is helpful to _an en t This analysis is important to know the 
h. sent mveStIDen · & al<' th d · · expected income from . is pre . iides the entrepreneur ior t mg e ec1s1on of 

future value of present mcome. This g\ ee is more than future rupee because the 
capital investment. The value of present rul p uld have knowledge how much discount 

ntrepreneur s 10 I . h 
future is uncertain. So, an e al to future price. To exp am t e value of 

th esent value equ . f' d he should cut to make e pr . When one person 1s o 1ere to get~ 10
0 

discount, the following example~:!: g:~::·ses present f 100 because this f 100 Will 
in present or ~ 100 after 1 year, . It ans that discount should cut to find out 

1 @ 5% interest. me h ,, h 
be given ~ 105 after year I ear. If rate of interest is 5%, t en ' 100 s ould be 
the present value of f lOO after Y 'th the help of a following formula. 
discounted @ 5%. This can be shown Wl 

105 ~ 100 
100 f (?) 

}00 X 100 = ~ 95.23 

105 . ,, 95 23 In other words 95.23 x 1.05 = 99.999 The value of future f 100 is' . . 
Value after 1 year (VI) 

Formula : Present Value of Capital = 1 + rate of interest (r) 

f · terest is 5%, then present value of f 100 after Example : Asswne that rate o m 

1 year. f . t . 5o/c the value off 100 after one year at present Suppose, the rate o mteres is o, 

would be- · 

v, _ ~ = ~ = ~ = f 95.24 0 
- 1 + r 1 + 0.05 1.05 

h t alue Of money in the context more than one year, the To find out t e presen v 
following equation should be used. 

Here, VO = Present value 
Vl = The value of capital at the end of one year. 
v2 = The value of capital at the end of second year 
V3 = The value of capital at the end of third year 
Vn = The value of the capital in final year 
Vn = Discount rate (interest rate) 

In the above example, suppose if we want to find out the value of f 100 after 
2 years. 
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The answer would be that th 

0 70 e present value of~ 100 after two years would be t 9 · 
► Importance : 
(1) This principle becomes f 

1 . t use u to the manager to take decisions regarding 1
fnves mhent. If the investment discount return is more than the interest 
rom ot er sources the 

(2) Th. . . 1 . ' entrepreneur might invest in an enterprise. is prmc1p e is useful to k h 
lace b . now- ow much difference in profit or loss takes 

p . ~ sh~ht change in the rate of interest by 1% or 2%. 
(3) This prmc1ple hecom f . . . 

. es use ul m present mvestment and m future plannmg. 

(4) It is useful in preparing budget about the capital. 

(5) In da~ to day, business, this principle of discount is useful e.g. if on the 
promissory note of one year the rate of interest is 6%, the present value 
would be f 940 (f 1,000 _ f 60). 

-----------"!11•1 ·WWMiittifr~•!,---------
choose the correct option from the given options : ► 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

In Managerial Economics, what is another name for the incremental principle? 
(Al Marginal Principle (BJ Principle of Excess or Surplus 
(C) Principle of Diminishing Returns (D) Cost-Benefit Analysis 
According to the incremental principle, when should a project be accepted ? 
(A) When the total cost exceeds the total income. 
(B) When the total income and total cost are equal. 
(C) When the total income exceeds the total cost. 
(D) When the total income is less than the total cost. 
The incremental principle is particularly useful in __ _ 
(A) Long-term planning 
(B) Conditi.ons of full production capacity 
(C) Short-term decisions with unutilized production capacity 
(DJ Situations where costs always exceed revenues 
Which principle is closely related to the incremental principle in managerial 
economics? 
(A) Principle of Opportunity Cost (B) Principle of Diminishing Returns 
(C) Marginal Concept (DJ Equimarginal Principle 
In which types of organizations is the incremental principle mostly used ? 
(A) Small startups (Bl Non-profit organizations 
(C) Big industrial and business corporations 
(D) Government agencies 
What is the primary focus of managerial economics ? 
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(7) 

(8) 

(9) 

(10) 

(11) 

(12) 

(A) Achieving personal g~als b. t'ves of the firm 
(B) Achieving the determined O iec 

I 
d 

(C) Maximizing the production of one goo 

(DJ Minimizing labor costs . t in managerial economics ? 
What is the concept of opportunity ~os 
(A) The cost of all available altemanves . d 
(B) The cost of the next best alternative sacrifice 
(C) The total cost of production 
(D) The profit gained from an investment . 

. f ortunity cost, if a firm decides to produce more Accordmg to the concept o opp 
of goods X, what happens to goods ~ ? 
(A) The production of good Y remains unchanged 
(B) The production of good Y decreases 
(C) The production of good Y increases 
(D) The production of good Y is irrelevant . . 

7 Which of the following is an example of explicit cost · 
(A) Interest on own capital 
(B) Rent of the entrepreneur's own building 
(CJ Wages paid to employees 
(D) The entrepreneur's potential earnings as a worker 
Which of the following best describes implicit costs ? 
(AJ Costs recorded in account books 
(B) Costs paid in reality 
(C) Costs not paid by the firm in reality and not recorded in account books 
(D) Costs associated with purchasing raw materials 
How does the concept of opportunity cost help in decision-making? 
(A) By ignoring implicit costs 
(B) By focusing solely on accounting profits 
(C) By helping management make maximum use of factors at minimum cost 
(D) By excluding all variable costs 
What is the difference between accounting profit and economic profit ? 
(A) Accounting profit includes both explicit and implicit costs, while economic 

profit does not 
(B) Economic profit includes both explicit and implicit costs, while accounting 

profit does not 
(C) There is no difference between accounting profit and economic profit 
(D) Accounting profit considers opportunity cos.t, while economic profit does 

not 
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(13) How does the oppon . 43 
(A) I I unity cost con 

t exp alns why additional cept relate to the principle of discounting 1 
(B) It justifies why d' costs are added · 

ISCOUnts a • d 
(C) It suggests ignorin I r~ educted 
(D) It implies that onl g a te~n.a11ve income 

4) Which of the followingy·exphcn ~o~ts should be considered 
(1 (A) I is not a hm1tat' f h t cannot be explained · f ion ° t e concept of opportunity cost ? 

(Bl Entrepreneurs only ct r_ederence to the factor of production with a single use 
(CJ D . . ns, er opportu . cc1s1on-making ma 

1 
• mty cost when making decisions 

conditions y a so involve factors like job stability and working 
(DJ Sometimes business se . 

'd crets can mlluen d .. cons1 erations ce ec1S1ons over purely cost-based 
(15) Which of the following de 'b 

(A) Decisions involving chscn es_ shon-term decisions ? 
D . . anges m all facto f d . (Bl ec1s1ons made witho h . rs o pro ucuon. 

(CJ Decisions related to 
1 ut c angmg fixed factors, only variable factors. 
ong-tenn profi bill' (DJ Decisions involving p ta ty and strategic planning. 
ennanent changes t I . 

(16) An example of a short-tenn d . . . 0 Pant and machinery. . . ec1s1on 1s 
(A) Estabhshmg a new plant. ---· . 
(CJ Changing the raw-mat ·a1 (B) Buying new machinery. 
(D) S 1 · en or number of labourers 

e ectmg a new location r th b . . ,or e usmess 
(17) Long-term decisions typically involve · 

(A) Changes only in variable factor 
(CJ Changes in both fix d d . s. (BJ No changes to fixed factors. 

. e an vanable factors 
(D) Mmor adjustments to existm· g p · . rocesses. 

(18) Which of the following statements is b . 
(A) They are focused sol 1 . true _a out the unpact of long-term decisions? 

e Y on nnmed1ate profit. 
(B) 1:11ey do not consider the quality of products. 

(
(~)- ~:ey dig~:ierally aim to enhance market reputation and goodwill. 

ey sregard short-tcnn market conditions. 
(19) In the context of managerial · · · . econorrucs, short-term decisions are primarily concerned with __ _ 

(A) Incremental cost. (B) Total cost. 
(C) . Capital inve~trnent. (D) Long-term profitability. 

(20) Which example illustrates a situation where a short-term decision may not be 
beneficial in the long run ? 
(A) Increasing production by hiring temporary labor. 
(B) Reducing prices to utilize unutilized production capacity. 
(C) Implementing new technology to enhance production efficiency. 
(D) Investing in a new marketing strategy to increase brand awareness. 
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(21) The primary focus of long-term decisions is on ___ . ---.: 

(A) Immediate cost savings. (B) Short-term profit margins. 

(22) 

(23) 

(24) 

(25) 

(26) 

(C) Sustaining market reputation and achieving long-term profitability. 

(D) Temporary market trends. 
Why should managers consider both short-term and long-tenn effects \vhe 

akid .. ? n 
m ng ec1s1ons . 
(A) To maximize short-term profits without regard to the future. 

(B) To ensure that immediate actions do not harm long-term goals. 

(C) To focus solely on reducing incremental costs. 
(D) To avoid any changes in production processes. 
What is the potential risk of a firm reducing its product price to utilize unutilize 

d 
. . ? d 

pro uction capacity . 
(A) Increasing fixed costs permanently. 
(B) Losing market share in the long term due to perceived quality reductio 

(C) Gaining immediate profitability without any negative effects. n. 

(D) Maintaining consistent quality and customer satisfaction. 

The Equi-Marginal Principle is particularly useful for __ _ 

(A) Decision making and future planning 
(B) Understanding the past production 
(C) Predicting market trends 
(D) Setting prices for goods 
According to the Equi-Marginal Principle, what should be equal for maximum 

advantage? 
(A) Total production value of all products 
(B) Marginal production cost of each product 

(C) Marginal production value of labour across all products 

(D) Number of laborers employed in each product 

To determine the marginal production value of a labourer, one needs to know 

(A) Marginal income and marginal cost 

(B) Total income and total cost 
(C) Average production value and average cost 

(D) Production capacity and labor cost 

(27) The Equi-Marginal Principle considers the law of diminishing marginal returns. 

This means __ _ 

(A) Increasing labor indefinitely will keep increasing production 

(B) Keeping other inputs constant, increasing labour will decrease marginal 

productivity gradually 

(C) Production remains constant regardless of the number of laborers 

(D) Total production cost decreases as more labor is employed 
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(28) 

(29) 

(30) 

(31) 

(32) 

(33) 

(34) 

Why is the margin 1 
(A) Due to the sa: production cycle d'f' 45 

..,e tech I I ,erent in h 
(8) Because rnargi I no ogical condit' eac section ? 

na prod . ions 
(C) Because of va i uct1vity increase . 
(D) Since all labor~r~g technological condi~ unif?rmly 

In which scenario i hwork at the same effi .ons in each s~tion 
s t e Equ· M 1c1ency level -

(A) When a firrn r I· arginal Princi 
(B) When a fir p oduces only one p1 d pie most applicable ? 

rn ernploys va . o uct 
(C) When a firrn p d l')'Jng numbers r I b 
(D) When th r~ uces multiple pr d o a orers freque111ly 

e marginal c ,, ucts and rnust d 'd 1 
The concept of d' 0s1 0£ produ1 lion . kn eci e abor allocation 

1scounting rn . 1s un own 
(A) Comparing the current in arg1na] i:,roduction value involves 
(8) Adjusting futu . come wi1h future · . - --· 
(C) Comparin re ~ncome to its pr~sent val mc~me wt~hout adjustment 

. g rnargma] costs of , . ue usmg a discount rate 
(D) Ignormg the time value production directly 
According to the Equi-M ~r rnor,ey 

argmal 1-rinciple m . 
---· ' aximum profit is achieved when 

(A) Marginal cost of all produc , . .. . . 
(8) Marginal revenue d ~ .s m1rurn1zed 
C an marg11 ial co$t . 
( ) Total production is rnaxirnized , rauos of all products are equal 

(D) The number of labore . . . .' 
I h 

rs 1s rnaximIZed 
n t e context of resource all . 

h 
ocat1on · the Eq • M . 

resources s ould be allocat d ' . Ut· argmal Principle states that 
(A) M . e such that 

argmal Revenue Prod . ---· 
(B) Marginal Cost (MC) 1.s tt~t. (~P) is rnaxirnized 

nururnized 
(C) The ratio of MRP to MC . . 
(D) Total revenue is equally dt~ ett~~al across all factors 

. . ts tuuted 
The Eqm-Margmal Principle is us fu . . 
(A) Allocating resources to maxi~- Im budgetmg because it helps in ---· 
(B) M' . . . 12e revenue 

mun~mg costs across all departments 
(C) Employmg all available resources 

(D) Ensuring equal distribution of b d 
Which of the folio . . u get across all departments 

Principle in researc:~:gp::~;ti::~nbes the application of the Equi-Marginal 

(A) Distrib~ting funds equally to all research projects 

(B) Allocatmg funds to the pro1·ects with the maxun· un . I 
C 

. · 1 margma return 
( ) Rcducmg research expenditure to save costs 

(D) Funding only new research projects 



Kumar• Eco. 
S11'1i" 

oportion of labot1r anc1 ~ 
optimal pr Cq~I 

deterrnine pthi:ciple ? ~ ired to ..ainal r 
(35l What i~ requthe Equi-Ma,i,- - ·nal cost of both labour anc1 

according to duction cost ctvitY and margipital C,1~1t,, 
) Total pro roduc and ca i 

(A . al revenue p d bY labor d capital 

46 
unlt-02_Fundametal Concepts 

47 --;-What does the Maxi:;--r-:I-. -
1
-.---.----------

(4 A) s I t' h u e mvo ve m decision-making under uncertainty ? ( e ec mg t e decisio . h h 
(Bl Choosing th d : . n Wll t e maximum payoff for all best outcomes 
(C) Choosing the d ec'.s'.on ~th the maximum worst payoff (Bl Margin enue generate of labor~ the optimal proportion of I 

(C) Total rev d ction value regarding abo1i. 
(Dl Average pro u ·des rnanagers . 1 UtT 'I, (44) 
Which principle ~1 oduction? (Bl Equi-~argma _1 ity Principt 

(36) pita! and land t~ ~r Returns 1D) Marginal Cos~ Pnnc1ple e 

(Dl Selecting th: d ec_1s_1on w_ith the minimum worst potential regret 
. . ecision With the maximum potential profit Which economist defined r' k • . . 

hn M is m terms of the vanance of the return on a portfolio ? (A) Jo aynard Keynes (B) Milt F . d 
ca U: of Dirni111shing ·ve Advantage me about a firm's know1 cl 
(A) ~ ·pie of eomparau generally assu e &e i~ 
(Cl Pnnci ic tbeOIY . , 

(37l What does econom and demand relationships 
ki ? of co~ .s d l . h d cision-ma ng · . )<nowledge nd deman re at1ons ips e arttal f C()StS a . . 

(Al Firms have p rf t )<nowledge_ o_ make dec1s10ns 
(Bl Firms have pe ec nment pohc1es co . ty in decision-making 

1 on gover uni ertam (Cl Firms re y d to consider d ? 
(D) Firms do not nee . "risk" define . 

Kni. ht how is ·ed 
(38) According to g , t be meastO 

. that cann° 
(A) Uncertainty 'ble outcomes 

. b'lity of poss1 (Bl Vana 1 • 
hie uncertainty l 

(C) Measu~~ tability of future events . et·or economy and cannot be eliniinato.1 (D) Unpre ic the entire rnat .< 'II 

Which type of risk affects . . 
(
39

l di ification? •;•(Bl Unsystematic nsk through vers . . 
(Al Systematic ri~k J (D) Financial nsk 
(C) Operational nsk ematic ri,1<? . . 

(40l What is an example of unsyS
t 

: (Bl Economic recess10ns 
(A) Interest rate ch~g~s s , (Dl Inflation 
(C) Management dec1s1on describe uncertainty? 

(4ll How did John Maynard Ke)'.°es . 

(A) As measurable uncertainty s are unknown and the likelihood o! . h future event (B) As situations w ere . 
outcomes cannot be determmed ' 

th . bility of possible outcomes 
(C) As e vana led e about potential surprises 
(D) As the lack offorekno~ g. k involves spreading risk across variou1 (42) Which method of managing ns 
investments ? 
(A) Insurance 
(C) Diversification 

(B) Hedging 
(D) Adjusting risk 

on ne man (Cl Harry Markowitz (Dl p t B . 
. e er ernstem 

(45) What is 
th

~ focus oft~~ Minimax rule in decision-making under uncertainty ? 
(Al Select~g the dec1s1on with the maximum potential payoff 
(Bl Choos'.ng the decision with the minimum worst potential regret 
(C) Choos_mg the decision with the maximum worst payoff 
(D) Selectmg the decision with the highest potential loss 

- ✓-,,.- ... "l'1'l:.la.: 

(1) B (2) C (3) C (4) C (5) C (6) B (7) B (8) B (9) C (10) C (11) C (12) B 
(13) B (14) B (15) B (16) C (17) C (18) C (19) A (20) B (21) C 
(22) B (23) B (24) A (25) C (26) A (27) B (28) C (29) C (30) B 
(31) B (32) C (33) A (34) B (35) B (36) B (37) B (38) C (39) A 
(40) C (41) B (42) C (43l B (44) C (45) B -

Write a notes on : 
Cfflili@-~---------

1. 

2. 
3. 
4. 
5. 
6. 

(1) The Incremental Concept. 
(2) The Concept of Opportunity Cost. 
Write notes on : Equi-marginal economics 
Write short notes : The Concept of Time Perspective 
Discuss the incremental principle of managerial economics. 
Discuss th~ tools used for economic analysis in managerial economics. 
Explain Various techniques of analysis in Managerial Economics. 

••• 
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