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1. The Concept of Managerial Economics

L. Introduction : Managerial Economics is the most important branch of

| economics in modern times. The development of Managerial Economics started with

' managerial economics,

Joel Dean's book ‘Managerial Economics’ in 1951. The main function of managerial
economics is to co-ordinate abstract principles of economics with ménagerial
decisions. It provides information about how the principles of economics can be
useful in taking decisions in management of business and future planning. In
data regarding management of a firm are collected, analysed

' and guidance about appropriate decisions are provided. In managerial economics,

' such principles and methods are studied that help in solving practical problems of

business. How the tools of economics and techniques of economic analysis can help
in solving business problems is the essence of discussion in managerial economics.
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agerial-& ; is for Business Decisiong' 3
. managerial-éconoer;ume words like ‘Economics AnalYt‘S;:en i
Soni B haﬁi‘::' But there is a vast differencx?l 30 N e apects oFbisinesy
.this::esr‘* Esc: :t?onon;ics In Business Economics, all dyn bution are included, o
and busine -

s ion to distri .

‘4 in which all business activities from product! ss activity is studied. From thi,

Vans l?aIvEconomics the: mAGARENE ¢ i bus:::“ethan business economics. That is
Manageri ) . tcs Is wider - :

angle, the concept of managerial econ:;]:cono"ﬁcs is wider than business economicg

anageri : ise’ or ‘Economics g
the reason why the scope of ‘Economics of Enterpris ;
2 words ‘Econ :
Some people have useq;heecono ics. The use of the terms Econ(;a_nuc:s:: the
the Firm'‘in‘place of managerl ons : (1) The economics of the firm discusses th,

irm’ i i 0 reas : : s
FLN. 18 S ?I;féot!:rr;n\ilfl?lzt;anagerial economics discusses how th-ec ::tl'lfh 1: of iz
e be d in solving the business problems. (2) The ecoqon'u 4 ﬁIm. "
e ety it is unrealistic in practical wor .‘While in

mptions and therefore, . ! _ or
base:g::ilalazl;ngnﬂcs actual business behaviour is studied and therefore; fmj )
man : , ac

ealistic and more prevalent. . : inciples wi
reahstl;:nal;hon ma?nagerial economics co-ordinates the economics princip th

i id, “ ial Economics is a link
their implementation. In other words, it can be‘ said, l\gggfge“
between principles of economics and managerial prac 3 3 . e —
3. What is Managerial Economics ? : To ge '::;5 iy
Economics, it is necessary to get the true 1de:a of economi
(a) What is economics ? : Following are

economics. ) ) e
(1) “Economics is such a science which studies activiti
production and distribution by the peopijej. X
i i i It studies
2) Itis a science of choice preference. : S
B limited means of production (land, labor, capital and teclmlpal_ al tools) ang

make production and distribute among people of the society.

tire aCtIVltles Of econom SUC]I as ;
(3) ECOIIOHUCS aIla.lySeS the en ()

roduction and employment. These tren - He
5seful to the government in framing economic ;.,olxmeirh W
(4) According to Robbins, Economics is such a_scwﬂcf! : l(;: \é es how
means with limited use are distributed to szfusfy unhmlt‘e needs. :
(b) What is Managerial Economics ? : To exp!am the meaning of manageriy|
economics, various economists have given the following dfaﬁmtmns. o .
(1) According to Spencer and Siegelman “Managerla}l Econonqu, Is a science
that co-ordinates economist principles with business practice an order tq
take decisions for managernent and faclitate future planning”,

: > f Managerial A ‘
2. The Conc?l-"f; ‘bt the most appropnate term

s connected with

ow men choose scarce ang

the important definitions of

Unit-01_Nature and Significance of Managerial Economics 3

(2) According to Joel Dean, “The objective of managerial is to show how
economic principles can be used in framing business policies.” )

(3) According to Mac Nair and Meriam, “Managerial Economics is that which
uses various economic methods to analyse business situation.”

(4) According to D.C. Hague, “The science that attempts to understand th.e
problems of decision making regarding business and analyse them is
managerial economics.” :

(5) Brime and Papus define managerial economics “as a science that uses
economic methods and principles in business management.”

(6) Mansfield say that “Managerial Economics is connected with appropriate
managerial decisions,.économic'concepts and the use of economic
analysis.” '

(7?) According to Haynes, Mote and Paul, “Managerial Economics is such a
science which studies how available means can be distributed among
various activities of a firm or management.”

From the above mentioned definitions, five important points can be deduced

as follows :

(1) Managerial Economics studies the management of a firm. (2) A firm has
many activities to do. Therefore, many necessities arise. (3) To satisfy these
requirements, the firm has limited means. (4) The firm has limited means with
alternative uses. Therefore, it has to make distribute these limited means among
different requirements. (5) As the firm has to make the choice of the best alternative
managerial economics is concerned with the problem of choice.

Various definitions given above have not been successful in explaining the true
concept of managerial economics because managerial decision is connected with
many aspects. In taking managerial decisions, following factors are used : (1)Economic
Principles (2) Economic Analysis (3) Economic Policies (4) Economic Forecasting
(5) Human Behaviour and Human Psychology (6) Local and International Political
Condition (7) Power of decision making (8) Management abilities (9) Mathematics and
Statistics.

While taking decision regarding the production of a commodities and the place
of productions, it has to consider the preference of consumers, their future
expectations, present standards, number of substitutes available, the share of rival
producers in the market and local, political, religious and social factors.

In the process of taking managerial decisions following things are included.
(1) The proress of taking economic decisions. (2) Managerial economics is connected
with the decisions taken by the manager for the optimum benefit of the firm. (3) It is
a practical science. It is connected with analysis that helps in taking decisions. (4) It
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statistical and mathematical tools. (5) It implements economic and

uses economic,
business principles.

In a nut shell, ( o
connected with decisions taken at the level of the .ﬁrm. ‘lt 1-s conn‘ o T
economics. (2) Pure economics explains the econon‘u‘cs prmm;.)les, Cducon'c —
relationships while managerial economicsﬂi]s rei;lllt or;;r;tie;ig. I;Z :':Oziuses it

i causes of losses to firm rather than uses. '
:gcl)‘;igrgnilchs?macro economics and economic analysis are connect_ed with flafctsirI; ix:;s
only facts and knowledge about result. It leaves Fhe decisions Wahng to goalst:)i') usmess.
(4) Wanagerial economics is connected with ma'ny ob]ef:ts_ suc i
management, financial management, mathemaucs‘, lstat:stlc:, .econto ;
psychology, sociology, political science, physiology, .IIlEdJClIIES marketing e :.St e

Explaining the nature of managerial economics, W..F. Samuelson and Stephen
G. Mark have said, “Managerial Economics is an analysis madet through t{we use of
economic tools for majority of managerial decisions. In managerial gc.onon?ms: mc?ny
economics concepts such as demand and cost, monopoly 4nc'l co:npetman distribution
of means and economic trade etc. are used for decision making. '

4. How Does Managerial Economics Differ from Economxcs"s‘ E

(1) Managerial economics involves application of econon'}ics principles to the
problems of the firm, whercas Economics deals with the body of the
principles itself. _

(2) Managerial economic is micro-economic in c.haracter, whereas Economics
is both macro-economic and micro-economic. -

(3) Economics theory makes certain assupmtions wherfzas Managerial
economics introduces certain feedbacks such as objectives c:)f the firm,
enﬁronmental as pects, behavioural constraints, legal corfstramts etc._

(4) Economic theory hypothesizes economic relationships anc'l builds
economic models whereas Managerial economics adopts, modifies and
reformulates economic models to suit the specific conditions and serves
the specific problem solving process. .

(5) Micro-economics as a branch of economics deals with both economics .of
the firm as well as economics of the individuals where as Managerial
economics though micro character, deals only with the firm and has
nothing to do with an individual economic problems. o

(6) Micro- Economic as a branch of economics is dealt with distribution
theories like profit, wages and profit whereas Managerial economics main
used only profit, theory, other distribution theories have not much use in
managerial economics.

i ics i iness economics. As it ig
erial Economics is a bus ; .
s ected with micro

&
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Economics, business management and managerial economics have mainly
following differences, In economics, only principles of economics and methods of
€conomics are discussed while in business management, the problems related to
decision making are discussed. In managerial economics has business decisions can

be solved with the help of economics is discussed. It focuses on how business
problems can be solved in the best way possible.

2. Nature (Form) of Managerial Econimics

L. Introduction : The objective of managerial economics is to show how
pringiples of economics and methods of economie analysis can be useful in framing
the business policy. Its main function is to co-ordinate the principles of economics
with the process of decision making of the firm. Is managerial economics a science or
an art ? What is the relationship with micro economics and macro economics ? What
is its relationship with other branch ?

All these questions should be discussed and clarified,

2. The following chart will be useful in clarifying the form of Managerial
Economics :

Knowledge
{
v v
Science Art
J
¢ I

Natural Science Social Science

4

v Y R
Positive Science Normative Science

(1) Managerial Economics - an Idealistic Science : There are two branches of
knowledge : (1) Science and (2) Art.

(a) Natural Science : It includes physics, chemistry, astronomy, etc. Its subject
is inanimate things.

(b) Social Science : It includes Economics, Political Science, Sociology, etc. Its
subject is living human behaviour. Social Science has two kinds :

(1) Realistic Science : In realistic science, What is discussed 2 Its purpose is
attaining knowledge. Economics is a realistic science. It studies economic events and
deduces rules. It is not concerned with its relevance or appropriateness.

(2) dealistic Science : Managerial economics is an idealistic science. It gives
clear cut opinion about what decisionis must be taken from the given alternatives for
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economics is always concerned with

maximum benefit to a firm. Managerial
attainment of objectives. It is not neutra
managerial economics is not conne-zcted
economics, how principles of economics an
used in management of a firm is discusse .
idealistic though it is connect with realistic science.
(3) Managerial economics - an art . ;
of same goal. Managerial economics is an art in which best
of the goal for the firm is to be presen?ed. .
(4) Managerial Economics and Economics:
branch of economics. Its scope is limited to management 0

principles of economics can be applie
different methods of analysis can help in management of a firm. It shows the best way

to achieve its purpose. Managerial economics is mainly micro economics in 1ts. natlfl'al,

(5) Managerial Economics and Micro Economics fWhen an e-conomlc umt of
is studied separately from other units of £conomics, it 1s‘ called micro econon:ucs.
Managerial economics discusses the main problems like demand pror.iucnon,
structure of cost, cost determination, maximizing of profit and future planning from
the point of view of business firm only.

(6) Managerial Economics and Macro economics : 'I‘h_ou,-gh the na'ture f)f
managerial economics is basically micro econormics, it has an indirect relationship
with macro economics also. The knowledge of production, employment, gov.ernme_am
policies and such other macro economic concepts help the individual firms in takl.ng
decisions or future planning of the firms. The forecasting made by macrc? economics
in view of economics events helps individual firms in decision making process
regarding production and price etc.

(7) Deductive theory of logic for study : In deductive method, the process of
reasoning is to general deduce from the particular e.g. for the maximum marginal co§t
of a firm the principle of marginal cost = marginal income has been deduced on this
deductive method. Accepting this rule the individual firm acts or behaves. In the same
way, the concept of linear planning is also deduced on deductive method.

(8) Economic analysis and mistaken benefit : In managerial economics,
decisions are taken on the basis of economic analysis to deduce the conclusion and on
the basis of this conclusion, decisions are taken is managerial economics. Such
deductions may be faulty also. e.g. sample survey on smaller base and larger base
might result in different results. In the same way, all entrepreneurs do not get equal
success inspite of the similar circumstances.

with realistic science. In manageria]
d methods of economic analysis can be
d. In reality, managerial €conomics ig

way for the achievement

Managerial economics is a special

o

] about objectives. This means that :

« An art is connected with the achievement |

f a firm. It shows how the |
d to the management of a firm and how the |
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(9) Managerial economics and other science : In managerial economics, in
the process of decision making, mathematics, statistics, economics, accounting,
operating researches etc. become quite useful. To establish the relationship between,
interrelated economic factors for the process of decision making of a firm, statistics is
used.

The economic equations, models etc. presented in reference to economic
trends in economics principles are useful in framing the economic policy. Its
examination is the function of an operational researcher.

In modern time, economics, statistics and mathematics - three are used by
econometrics. Thus, econometric helps very much in taking decisions in managerial
economics. In the same way, the accounting provides the information to the
management regarding profit and loss in business.

3. Characteristics of Managerial Economics

(1) Micro Economics : Economics have two forms - micro economics and
macro economics. Managerial Economics is micro economics as the unit of its study
is a firm. Here, everything like demand, production, cost-structure, profit margin
based on price, investment etc. are considered firm the angle of a firm. Major concepts
of managerial economics and tools of analysis are taken from economics e.g. Elasticity
of demand, marginal income, marginal cost, market structure, models of price
determination etc. are used in the process of decision making in managerial
economics.

(2) A Branch of Economics : Economics has many branches. Managerial
economics is a special branch of economics. In managerial economics, how the
principles of economics and economic methods can be used is discussed. Economics
that studies, the different economic aspect of agriculture is called, ‘Agriculture
Economics’. In the same way, economics that studies different economic aspects of
industries can be called ‘Industrial Economics. Economics that studies the economic
aspects of management of a firm is called managerial economics.

(3) Applied Economics : Managerial Economics is an applied economics. Here,
how the principles of economics and economic analysis can be used in decision
making and future planning of a firm is discussed.

(4) Idealistic Science : Economics is a realistic science. It is concerned with
what is. Its purpose is merely the attainment of knowledge. While managerial
economics is an idealistic science. It aims at maximum advantage for the firm. It does
not merely give the idea of alternatives for solution of any economic problem but
shows which alternative is the best. In managerial economics, the objective of the firm
is determined and then, it suggests the best option that can provide the maximum



Kumar e Eco - se""‘lll

— Ty

.y ith attainment of objectives, ¢
advantage. Managerial economics is connected with ¢ opinion about the decjgj,
neutral about the objective. It has to give clear cu 'alpor — iebaimticial dec's-o
regarding the management of a firm and about beneficl Sig

i inion and guide about tg 1._ '
It cannot remain indifferent or aloof. It has to g',v‘?oipmaking and future planni.nb ;
alternative for the process of management in deCI_S' t knowledge but advanty
other words, managerial economics does not aim a 8

e or
: jective. D. C,
benefit for the firm. It is connected with attainment of ZI; :bjecu Hague h,
mightily said, “Managerial Economics is a micro-€c

mics of a firm whicy, i
ldenuﬁ(esc)l l?t::it;ll:fi‘; néhip with macro econoﬂﬁcfs : Though the naFun;l of H;anag :
economics is micro economics, it is connected with macro economics aiso. In macyy,

. . ; i t a unit. In macro economics, tr
economics, entire economy is considered and nota un rlis aratewic ade
cycle, national income, unemployment, economic policies 0 . €3  Ar€ studieq,
No individual firm can remain aloof from such char}ges. It is necessar){ to know the
trends of income, employment, trade cycle etc. while framing the policy for futyg,

lanning or decision making. ! )

’ (g) Limited scope Ef managerial economics : Managerial Economics jg a
branch of economics. It is concerned with the problems of management of a fin,
While economics is connected with every economic aspect_mdmdui.ﬂly as well g
collectively, e.g. In economics, profit, rent, wages, interest are included m_dlStHbution
while in managerial economics, the principle of profit l?as been .lﬂ(EIUdEd in
distribution, Thus, the scope of managerial economics is more limited thay
economics. . .

(7) Managerial Economics is an art too : Realistic science is connc_acted With
reality while idealistic science is connected with ideals. Art is concer_ned th certain
objectives. Managerial Economics is an art because it is conceme.d with attainment of
certain objectives e.g. managerial economics guides how maximum profit can be
obtained by choosing the most appropriate alternative for profit making.

(8) Useof deductive method : There are two methods of studying any science :
(1) Deductive and (2) Inductive. In deductive method, particular is deduced from the
general, In managerial economics, decisions are taken by using statistics,
mathematics, etc. e.g. it is a general rule of a firm that the aim of a firm is to make
maximum profit. When marginal income and marginal cost equal in production,
maximum profit can be achieved. This fact is used in managerial economics to
investigate practical conduct of a firm.

(9) More useful : The study of managerial economics is more useful in real life
than economics. In economics, only principles of economics and methods of
economic analysis are given. Managerial economics uses these economics principles

and methods of economic analysis to make maximum profit for the firm. Thus, it helps
in taking logical decisions for the managers.

I8
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4. Significance (Importance) of Managerial Economics

1. Introduction : In modern time, in the field of industries task of

Management is getting more and more difficult. Economics presents the principles of

economics and methods of analysis. Business economics discusses the problems

arising in business while in managerial economics how business problems can be
solved with the help of obstruct principles of economics and its analytical methods.
Thus, it focuses on solutions of such problem along with its possible options. In
managerial economics, guidance is provided regarding the problems of a firm related
to intemal workings as well as external problems. Managerial economics is a

connecting link between principles of economics and managerial dealings or tasks. ,
That is the reason why in modern time, the role of managerial economics has becomge

quite important. The importance of managerial economics can be explained in the!
following manner.

2. Importance of Managerial Economics :

(1) In the process of decision making : Managerial economics helps and
guides in decision making process. It provides alternative solutions to the managers on
taking decisions with the help of principles of economics and methods of analysis by
practical research. The manager can take proper business decisions and make
planning of the business for future. In short, managerial economics provides suitable
sources of guidance for decision making from traditional economics.

(2) The process of future planning : The purpose of a firm is not merely to set
up a business unit but to achieve remarkable development in future. Managerial
economics becomes very useful in making future planning. By studying the
interrelationship among various factors related to business, estimate of future demand
can be made. e.g. various determinants of demand, elasticity of demand etc. can be
studied in order to make demand forecasting. It provides guidance regarding which
solution can be adopted viz, price, selling cost etc. for the development of business.

(3) In managing business : In gigantic industrial units in modem time, many
departments in different areas are functioning. In big companies, there are various
departments such as - finance, marketing, personnel, production etc. To supervise
each division, a manager is appointed. Decisions of all these departments often affect
one another. Thus, managerial economics plays a role of co-ordination agent of all
these departments,

(4) To solve business problems : The firm faces two types of problems : (A)
Internal or functional problems. (B) External environmental / circumstantial
problems. Managerial economics provides guidance how business problem can be

solved with the help of the principles of economics and methods of analysis in
economics,
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f a firm : The firm faces the followiy,

lem o
A) Internal or Functional prob @ ; 2 et 5
intema(l [))roblems regarding production, pricing, marketing, capital distribution e,
are as follows : )
These E()1r)0 ‘.t:.};:tli:ommodities and what services to produce 2 (2) What mputfl and ‘_”hat
method of production to be adopted ? (3) How much tc:1 pmd:;ehalﬁgaﬁx ?: iISthlcebit
i i i it and at whiC A 0 be
is to be sold ?(4) What is the ideal size of a new uru ;4
established ? (5) When to change tools and eqm;{ments 2 (6) Hg‘n; )“;-1 g‘l’:ttr;bute the
available capital ? (7) How to face the competitors in the markets ? ( manage

i ?
profit and capital ? etc. des guidance regarding all these internal problemg

Managerial economics provi : .
with the help of principles of economics and methods of analysis through practica]

functional management techniques.
(B) External or Environmental

problems of the firm : Internal problems are

often under the control of the firm but the external problems are beyond the (_:ontm]
of the firm. External problems of a country aré related with economics, social and
political circumstances of a country. Such problems are called environmental or
circumstantial problems. If the firm takes decisions without taking them into
consideration, they can be quite harmful. _

Such factors are of three types : (i) Economic activities taking place in the entire
country. If the economic growth rate of a country is high, there is a possibility of
increase in demand in the entire market. In that context, the individual firm can take
decision regarding its production. (ii) Trade relations with other countries,
international demand, changes in prices, exchange rate changes etc. affect the process
of decision making of the firm. (ii) Government policies always affect economics
action of the country, They naturally affect the process of decision making in the firm,
The firm must always consider the present financial, industrial and trade policy of the
present government of the country.- -

(5) For forecasting : For successful management of the firm, successful
forecasting in very important. In managerial economics, the forecasting regarding the
income of the firm, cost, selling, profit, price etc. can be in the basis of knowledge of
business factors and their analysis. For this, the principles of economics and their
analytical methods can be used and practical, functional management can be useful in
it. The firm can make planning in advance on the basis of such forecasting.

(6) Others : Managerial economics performs the important function of co-
ordinating the firm and the society. Optimum social and economic welfare is possible
in this way. The firm has to consider social interest along with the interests of the
shareholders also. Therefore, business decisions are taken'in view of social welfare as
well as the optimum interest of the shareholders. Thus, managerial economics helps

Unit-01_Nature and Significance of Managerial Economics 11

in guiding in this respect also. In short, economic decisions of the firm can never be
taken neglecting the social decisions.

In managerial economics, to obtain useful ideas for the process of decision
making, the subjects take psychology, sociology etc. are consulted. For solving
business problems managerial economics provides group of alternative method of
solution to the managers. ’

5. Scope of Managerial Economics

1. Introduction : Munagerial economics is a developing science. In the
beginning, its emphasis was mainly on financial matters but now the importance of
econometry and operational research has increased to examine business conditions
and in the process of decision making. Thus, its scope has widened. The main
objective of managerial economics is to take decisions regarding management and to
use economic principles and economic analysis for future planning. All matters
included in this process are included in the scope of managerial economics.

2. The Scope of Managerial Economics : We know that the main scope of
managerial economics is to take decisions and plan for future. This is mainly
connected with following four things.

(1) Allocation of Resources : Limited resources are allocated to attain certain
fixed goals for the optimum result. These resources have alternative uses.

(2) Inventory control : The decision has to be made regarding the stock of raw
material and prepared goods according to demand and supply factors.

(3) Pricing problem : The firm has to take decision regarding the price of
goods. Prices are decided on the basis of demand or cost or both. For price
determination marginal pricing method or mark up method has to be adopted.

(4} Investment problem : For future planning the problem of investment is
also connected. How limited resources must be allocated, to decide the volume of
investment and its nature, to decide the sources of availability of finances, to decide
the programme of expansions, to continue the existing structure of production or
arrange a new structure of new production etc. have to be decided by the manager.

In managerial economics, following main things are also included : (1) Demand
analysis. (2) Elasticity of demand (3) Estimates of demand (4) Demand forecasting
(5) Determination of production and profit in the market (6) Price analysis (7) Capital
budgeting (8) Cost analysis (9) Marginal analysis (10) Business Environment (11)
Business finance (12) Measurement and analysis of national income (13) Domestic and
foreign trade (14) Study of labour cost (15) Public finance. .

3. Scope of managerial economics in the context of decision making : The
scope of managerial economics can be divided into two parts in the context of
decision making process. (a) opefitional issue (b) environmental issues.
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Do et
[} Operational Issues : The issues under the control of the

operational issues.

(1) Factor distribution : L
concerned with the optimum use 0
the production giving maximum profit

(2) Demand analysis and dem
what to produce and how much to produce,

forecasting become very useful. Producer can get t s
proportion of demand at different prices by studying demand elasticity. Demand

analysis, demand determiners, differences between different lfind.s of demanld,
forecasting are studied in managerial

elasticities, demand estimates and demand .
depends upon all these things. Demand

economics. The decision of total production :
o sustain market or to expand it.

forecasting guides the management t to : o
(3) Cost and production : In taking business decisions, price determination

and proper distribution of factors, the analysis of cost is useful to the producers. The
minimum cost and profit therefore, in

{irm wants to achieve maximum production at
cost analysis, cost production ratio, cost control etc. are

managerial economics is algg

ike economics propen
rnative uses . To determine

f scarce means with alte

, linear planning method is used.
and forecasting : To take decisions regarding

the demand analysis and demand
he information regarding the

managerial economics,
studied.

Every firm tries to m
of forecasting of demand. Therefore,

production, production function analysis, cost- .

(4) Cost determination and pricing policies :‘In managerial economics,
pricing policies and decisions regarding prices are Very important. The success of
failure of a firm depends mainly on the decisions regarding price. Therefore, price
determination in different markets, pricing policies, pricing methods, price
differences, relationship of prices among commodities of the same group, price

forecasting etc. are included in the scope of managerial economics.
(5) Planning of profit and measurement : The purpose of a firm is to make

maximum profit, profit is a measurement of efficiency. Risk and uncertainties are
connected with profit. So, the management must be aware of competition in
commodities, changes in prices of inputs, changes in technology, changes in
government policies etc. management should take decisions in which the element of
uncertainties are minimum. For this, the law of probability becomes the guiding
principle. In managerial economics, the principles of profit, nature and measurement
of profit, the methods of planning of profit such as break even analysis cost etc. are

ake maximum production with minimum cost on the basis
to decide the size of the plot of land, laws of
benefit analysis etc. aré studied.

studied. :
(6) Capital budget and decisions regarding investment : In managerial

economics, the decisions regarding investment are very important. Capital budget

Unit-01_Nature and Significance of Managerial Economics 13

::J:;ri)t:e.z ;r::’sy u;leful m;t. T.h.e estimate§ of capital for project, marginal productivity of
1 bu" s, e.-aval atlnhty of caPltal for certain field of business or project,
profitability of capital choice of a project, capital distribution among projects, etc. are
necessary to know for investment by the management. o
o (?) Strategic planning : For framing the future planning of a firm, the
principles of ma.nagerial economics and economic analysis methods are emplc.» ed
For sTlch operational planing, within certain period, for the implementation zf a;
c.ertam.strategy, necessary things are studied, Portfolio model and cor
simulation model are useful in this direction. pPorete
' (8) Project evaluation : It is necessary for the manager to know the
achlevement_s and limitations of different project which the firm has implemented for
future. planning decision. For this operational research, input-output analysis, line
planning rules f’f the games etc. need to be studied in irianagerial econon?ics.' N
affectsli]h Environment I'ss?ues : Tl!ere are certain issues regarding environment that
e process of decision making of a firm and future planning, Therefore, the
have to be studied in managerial economics. Such factors are as foll;)ws : o
(1) Trends regarding income, production, employment, investment etc. : At
macro level, the factors like income, production, employment or investment o} .the
country have to be studied as they affect the decisions of the firms. Therefore they -
have to be studied in managerial economics. . o
(-.'!) Trends in foreign trade : The changes in the nature, direction and
proportion of fo'reign trade affect the firm indirectly. The firm has to t;xke decisions to
make changes in the form or production of goods suited to these changes. The
manage‘r has to take managerial decisions keeping in touch with exchange-rate |
proportion of import-exports, government policies regarding defence etc Thesé
aspects have to be studied in managerial economics. .
-(3) G(fvemment policies : The Government policies pertaining to financial
fiscal, industrial and pricing matters affect the process of decision making and future;

planning of the firm. They have to be studied in managerial econormics.

(4) Business decisions : Short-term as well as long term business decisions of
the firm depend mainly.on-macro level decisions. The subsidy or tax relief provided by
the government affect the demand of goods. The manager has to consider how far
these changes will affect the demand of goods.

(5) Strategy of sales : The strategy of sales adopted by as a whole by others at
macro level affect individual strategies of sales also. The demand by the customers
depends on preference or choice of customers, priority, availability of goods prices of
substitute commodities, quality etc. -
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(6) Social factors : The ch
by social values, property rights, :
unions, consumer co-operative unions,
affect the decision making of the firm. T e b
changes in nature of demand for commodities.

; : ics.
therefore, necessary in managerial economics licy of the government affe
(7) Economic policies : The economic policy Cls

decisions of individual firms. e.g. Due to :?-hanges i ?O(l:l‘;l;:ngtolfnl\fatlsa}tiu |
liberalization and globalisation, there have major Fhanges mtions 't Oﬁ?ods ing,
country. The banks, insurance companies, ﬁnanc;a! corporha : er Polici,
affect the decisions of individual firm. The policies of the ggvern(rinen.t regarg,
agriculture, industries, trade affect the dem?md of goo'ds and pro u;t}ion cost
goods. Therefore, all these things are included in manzfg.enal economics. The Changin
political scenario of the country also influence the t;lec;smns of the ﬂrm.%en politie a
circumstances change in a country, the import-export tra{15fe.r of .capnal etc. g
affected. On the whole, the scope of managerial economics 1is wider than Othe,
sciences.

6. Role and Responsibilities of Managerial Economist

1. Introduction : The main function of managerial economist is to show hoy
the principles of economics and economic analysis- cal} be used in the. Process of
decision making and future planning. The main question in front-of a firm is t'o receiye
the maximum profit and to distribute the factors having altemauve. uses optimally, Ty
solve this problem, the role of managerial economist is very cr|:1c1al. For €)'(ample_if
there is a decrease in demand of product of a firm, then managerial economist trieg
find out the factors responsible for it with the help of analytical method. He tries ¢
know whethér people need multi-use product or due to high price, the demand hag

. reduced. On the basis of this information, he shows the way to tackle this problem by

changing the nature of the product or by reducing the cost of production. 4
managerial economist guides the entrepreneur to take the decision and to plan for
future to solve the difficult problem.

2. Role of Managerial Economist : The role or working of manageria
economist is as follows : (A) Specific Decisions, and (B) General Decisions.

The working (functions) of a managerial economist : The managerial
economists like Alexandar and Kemp showed the specific functions from the study of
British Industries.

(1) Production planning (2) Demand forecasting (3) Research in markel
(1) Economic analysis of a firm (5) Decision for price (6) Valuation of investment

Unit-01_Nature and Significance of Managerial Economics

(7) Advice on trade : ;
1gn exchange (9) Environment

$ (10) Advice on capital proi i
o analysis of under developed countries (12) L e

Managerial analysis of security.
per guidance to the entrepreneur after
ng which helps an entrepreneur to take

A managerial economist gives pro
studying all this points and after analysi
decision and to plan for future,

decision making and future planning,
3.. General Tasks (functions) of M
a managerial economist can be studied on the basis of below factors :

(A) External Factors (B) Internal Factors.

(A) External Factors (Business Environment) : The factors like sales, income

or profit which affect the business but remain outside the control of the firm are
known as external factors or also known as business environment. From this

information, the firm makes the process of decision making and future planning.
These are important factors which help the firm for taking decision. The following
factors are included in it,

(1) Economic policy of government : Th
affects the business noteworthy. For example,
capitalistic economy, reducing restrictions (
accepting liberalisation and globalisation poli
market. For example,

anagerial Economist : The general tasks of

e economic policy of government
leaving socialistic policy accepting
controls) on trade or production,
cy. then the firm can get the global
the companies like Reliance, Tata. etc. prepare the future
planning policy in India presently not an the basis of Indian market but on the basis
of world (global) market. How is the global market in this situation ? What kind of
changes can be possible in global market ? This information can be provided by the
managerial economist to an entrepreneur.

(2) Changes in level of competition : A managerial economist should provide
the information about the possible changes in forms of situation of country and
international situation for competition at national and international level. For
example, if the government puts the liberal trade policy in place of protectionist trade
policy, sometimes due to increase in imports, the competition also increases, .

(3) Regarding present and future market demand : A managerial economist
provides the information regarding the choice and invention so that what is the
probability of present and future market demand change can be known to a firm. A
firm can prepare profit policy on decision making and future planning based on it. For

.
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example, there is revolution in
company prepares the policy reg

(4) Regarding the overall p o i
should provide the information regarding o
economy in terms of monetary and fiscal poli yeulr i
picture of a country can be seen. An entrepren
and price on the basis of it. -

Monetary and Fiscal policy : A mana .
informgon rega:gir:g the effects of monetary and ﬁscalrepsféll_l;_t?_y It?ciiﬂﬁil?‘ ong
market and production cost of a firm. For example, in p - 1: Moy
policy is implemented and what will be the reducnox:jj (tJ tpcl‘ieaper = ;f _clue,l
providing loan at low rate of interest. If the ﬁm get:s Exci :methods interg
then, it is profitable for the firm to use the 'capltal mtenswthe inform.auon ;

(6) Others : A managerial economist should get i L, S, o rom
market about the present & future the price of raw material and allnlsl ed goods,
addition to it, in future what is the probability of getting raw material, this mel‘matjg

i an entrepreneur. _
ShOUld(:t; r;::::lr(ri:li ;thors (Bli)siness Operations) : Internal factors are also cajj,
business operations. The factors which are directly under cor}trol of management of
firm are called internal factors. In this the main factors like profit, Pnce, capit
investment, expansion-contraction of a firm etc. are included. A managerial econon;
studies the below internal factors and guides the entrepreneur.

(1) Regarding the objective of a firm : Generally, the objective of a ﬁl-m is|
earn maximum profit. A managerial economist helps the firm to ta}ce the decision f;
achieving the other objectives of a firm like sustaining .golod'wﬂl of a consum
disappointing the probable opponent, getting the 1eadersh1p- in industry or avoidj
the interference of government in addition to achieving maximum profit.

(2) Using the-basic economic concepts in process of decision making :
managerial economist should provide information to an entrepreneur regarding t

mobile market in India, SO the mobile produ%
ing future demand. .

ar(ilc'zgre of an economy : A managerial econg,.

onal income and production i,

f the government so that the gy,

repares the policy of Producg,

gerial economist should provide 4

decision making and future planning and methods of economic analysis. For examp}

incremental principle, discounting principle, opportunity cost or equi-margin
principle, etc. can be used in the process of decision making.

(3) Management of demand and sales : A managerial economist informs
entrepreneur about the changes in demand with the help of methods of econom
analysis after studying the factors affecting demand. For this, he have to find out t
price elasticity of demand, income elasticity of demand, cross elasticity of deman
elasticity of demand etc. and from thiz he finds out the effect of changes in demar
due to price changes. An entrepreneur can give guidance for preparing budget |
sales. -
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‘ (4) For production sector : A managerial economist should provide the
guidance regarding the optimum leve| of production in short run after studying the
production function and law of variable proportion.

(5? Regarding Expenditure : The object of a firm is to produce at least cost. A
managerial economist should show the way how to produce the goods at least cost
after analysing the cost function, short and long run expenditure production
relationship.

(6) Regarding price determination : A managerial economist should perform
t}}e task of giving guidance for price determination in different condition. Out of
dlfferent pricing methods, he has to choose which price method is profitable or which
price strategy is profitable.

(’{’) Other factors : A managerial economist makes the decision making easier
by providing guidance as follows : (a) Budget of sales and profit for next year (b)
Storage policy of goods and schedule for the next six months regarding production. (c)
Choice regarding the highest profitable goods of a firm (d) Changes in the policy of
present wages and price if needs. (e) How is the structure of cash and its investment
in next month ? (f) Forecasting regarding the general business activity (g) Product
design, production planning, etc.

So, a managerial economist plays a very cruciai and important role in
production structure of present corporate structure and plays a very important role in
the process of management. He does not give advice in internal factors but also study
the external factors and after analysing he makes an entrepreneur aware regarding the
business effects.

4. Responsibilities of a Managerial Economist : A managerial economist
guides an entrepreneur in the process of decision making and in preparing future
planning, This function should be performed seriously and with responsibility so that
the success can be achieved. In this situation, the managerial economist should be
aware with the below responsibilities and duties. '

(1) Regarding maximum return : The aim of a firm is to get maximum return
on investment and maximum profit. To achieve this aim a managerial econormist

 should use all his abilities and knowledge. He should guide the firm in such a way so

that the firm receives maximum profit by putting a side his own feelings or principles.
(2) Regarding doing perfect forecasting : A managerizl economist has to do
perfect forecasting. The factors like available data and information, external economic
environment, government policy etc. are considered. So, a managerial economic tries
to do perfect forecasting so that the uncertainties can be avoided.
(3) Regarding quick collection of information : The importance of managerial
economist is based on how quickly information he collects. For this, he has to keep in
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7. Limitations of M

The Jimitations of a science dep%ond mo:let? . t}}l]e user of
tion : can be used for t

L e itself, e.g. atomic enerey . ) € Welfqy, 9
science than the science . d if used as @ means of distraction. In the same

III:JIe used proﬁtably and in the context of its uger |

mankind but it can desiroy
Liconomics : Following limitations are fo1ig) iﬁ

i ics can
managerial economics € :
02 Limitations of Managerial

ageri ics: ' | |
Managerial Ec_onom bsolutely true science : Economics and. manageri il sl
(1) It is not abs f certain behaviour. Particularly, j X

tinuity 0

are social science. They da(ajpeng (:r; ;;]r; pm?;ct O o e 0 i
in the context of demand an ] . . of
:lsstd;upn'ons But it is not possible that all such assumptions, then into reality i 3

1d. Therefore, it is not necessary that all assumptions of managerial econop; u‘
worida. »

come true. . sl _ . 2
(2) It is not welfare science : The objective of any firm in managerj,
to make maximum profit. In this context,

iti i dern time is
competition structure in mo ; ! .
method implemented is not always welfare oriented because maximum profit s g,

primary objective while social welfare is a secondary objective. Very often, high pric
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are charged on certain goods due to the limitation of demand and supply even more
than the production cost. The prices charged at higher rates reduce the social welfare.
Sometimes, luxury goods are produced for the purpose of profit only. Sometimes even
harmful goods are produced for the purpose of profit only. They reduce the quality
and quantity of social good.

(3) Decision according to time and place : In managerial economics, decisions
are taken in the context of time and place according demand and supply. Such
decisions are not always true for all the time. e.g. If a firm takes certain decision
regarding time production of X does not hold true for all the time in future. If future
changes, the decision has to be changed. In the same way, the place factor also affects
the demand and supply and in the final analysis the decision.

(4) The effect of policies of macro economics : In macro economic level,
decisions regarding agriculture, industries, foreign trade and monetary and fiscal
policies take longer period of time. Such a delay makes the decision irrelevant as the
demand and supply factors also change. Identification of policy and its possible
impact at micro-economic leve] may take and that adversely affect the unit at the

micro level, .

»  Choose the correct option from the given options :

(1) Who is considered to have started the development of Managerial Economics
with a book published in 1951 ?
(A) John Maynard Keynes (B) Joel Dean
(C) Adam Smith (D) Milton Friedman
(2) Which of the following best describes the main function of managerial
economics ?
(A) To coordinate abstract principles of economics with managerial decisions
(B) To study the history of economic thought
(C) To analyze macroeconomic trends
(D) To develop new economic theories
(3) what is a major difference between Managerial Economics and Business
Economics ?
(A) Managerial Economics is narrower in scope than Business Economics.
(B) Managerial Economics focuses on management of business activity, while
Business Fconomics includes all business activities from production to
distribution.
(C) Business Economics is a subfield of Managerial Economics.
(D) There is no difference; the terms are interchangeable.
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Why is the term "Economics of the Firm" considered inappropriate for Manageﬂal
y is the

Economics ? .
(A) It does not discuss P
(B) Itis based on assump

inci firm.
rinciples of the g . .
tions and thus unrealistic in practical scenarigg

i ects.
(C) Itis too broad and irxc:ludes(,1 m;cra(;e:(?g:lr:?capsfoblems.
i individu 4 )
%)' 1;1 fgcgfiﬁc:;s:ﬁﬁ::ﬂcs emphasizes the Smence?c’f choice prefers
e o 2
stui:i():’ing how men choose scarce means ?})3; p}g(:)(]:lylll)(i::::'ndeﬁnition
an's definition _ 2 i '
Eé)) gzn[::r and Siegelman's definition (D) Me?c Nair md_:fzr‘e'“} s definitjg,,
Which of the following factors is not typically used in manageria- Cecision-making

{A) Economic Principles /
Human Psychology L

% Local and }’nteman'onal Political Conditions

(D) Astrology

Which aspect is not a key feature of M

(A) Process of taking economic decxslo.ns .

(B) Exclusive focus on government policy makn_'lg |

(C) Use of economic, statistical, and math_ematlca.l tqols

(D) Implementation of economic and bu.sme‘ss principles e

How does Managerial Economics primarily differ frlom .EC?DODJJCS ?

(A) Managerial Economics involves macroe.cmu_mu.c principles.

(B) Managerial Economics applies economic pnr_lmples to firm-level problems

(C) General Economics is practical and result-on-ented.

(D) Managerial Economics does not use economic models. .

Which of the following best describes the nature of Managerial Economicg

according to W.F. Samuelson and Stephen G. Mark ?

(A) It is purely theoretical with no practical application.

(B) It involves the use of economic tools for most managerial decisions.

(C) It excludes competition analysis.

(D) It is concerned only with macroeconomic issues.

l'l(:el

Managerial Economics ?

(10) How does Managerial Economics relate to Macroeconomics ?

(A) It solely focuses on microeconomic aspects and ignores macroeconomic
factors. ‘

(B) It studies trade cycles and national income in detail.

(C) It considers macroeconomic trends while making firm-level decisions.

(D) It is unrelated to Macroeconomics.

(11) The scope of Managerial Economics is

(A) Broader than general Economics
(B) Limited to the management of a firm
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(12)

(C) More comprehensive than Industrial Economics

(D) Focused on public policy analysis

Managerial Economics is an art because

(A) It involves scientific theories.

(B) It aims at the attainment of certain objectives like maximizing profit.
(C) It does not involve practical application.

(D) It is purely theoretical,

(13) Which method is commonly used in Managerial Economics for decision-making 2

(14)

(15)

(16)

(17)

(18)

(19)

(A) Inductive Method (B) Deductive Method
(C) Experimental Method (D) Comparative Method
The primary objective of managerial economics is to
(A) Understand consumer behaviour
(B) Apply economic principles to business policy and decision making
(C) Study the production of goods and services
(D) Analyze government policies .
Managerial economics is considered an idealistic science because
(A) It focuses solely on economic events without concern for objectives
(B) It gives clear-cut opinions on decisions for maximum benefit
(C) It studies human behavior in a realistic context
(D) It deals with inanimate things
Which sciences are particularly useful in the decision-making process in
managerial economics ?
(A) Physics and Chemistry (B) Biology and Medicine
(C) Mathematics, Statistics, and Accounting
(D) History and Geography
The term "positive science" in the context of managerial economics refers
to 4
(A) Making value-based judgments about economic policies
(B) Analyzing what is, without prescribing what should be
(C) Creating normative statements about economic decisions
(D) Focusing on future economic trends
Which of the following statements best describes econometrics in managerial
economics ?
(A) Itignores mathematical methods
(B) It combines economics, statistics, and mathematics for decision making
(C) Ttis unrelated to managerial decision processes
(D, It solely focuses on qualitative analysis
Which of the following is not included in.the scope of managerial economics ?
(A) Demand analysis (B) Inventory control
(C) Personal management (D) Cost analysis
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32)

(C) Managerial economics applies the principles and methods of traditional
economics to business decision-making
(D) Managerial economics opposes the methods of traditional economics

(29) What is the primary function of a managerial economist in a firm 2

(A) Maximizing sales revenue (B) Minimizing production costs
(C) Maximizing profit through economic analysis
(D) Maximizing market share

(30) Which of the following is not a specific function of a managerial economist ?

(B) Demand forecasting
(D) Economic analysis of a firm

(A) Production planning
(C) Employee training

(31) A managerial economist assists in decision-making related to

(A) Government policy analysis (B) Marketing strategies
(C) Stock market predictions (D) All of the above
Responsibilities of a managerial economist include

(A) Maximizing company expenses

(B) Making independent decisions without analysis

(C) Forecasting economic conditions

(D) Ignoring external economic factors

What s one of the roles of a managerial economist in relation to pricing decisions 2
(A) Increasing prices to maximize revenue

(B) Following competitors' pricing strategies

(C) Advising on profitable pricing methods

(D) Lowering prices to increase market share

— D —

(C) Howto managedprigwds of pr0ductiox.1 to ad0p_t s |
(D) What P 20 ol cconomics play in managing different depay, | (1B @ A @B wB 5B ©D MmB @ B © B
wina! doe?managalunm (100C (11)B (12) B (13) B (14) B (15)B (16) C (17) B (18) B
e mdust:i ating agent among different departments (19) C (20) B (21) A (22) B (23) C (24)C (25) B (26) A (27) B
@A) It 3:15 ?S:ugg:ron“ﬂnwcial management G @ o oo o) o DE Gue -

t only fo .
% it profrides solutions f)nly for the prggl:l(;t;cglsl department L
(D) It ignores the marketing departmen

Which disciplines, aside from economics, are consulted in managerial econgp

to solve business problems ? .
(X) History and geography (B) Psychology and SOFIOIOgy
(C) Literature and arts (D) Sports and entertainment

What is the relationship between managerial economics and tradition

economics ? N -
(A) Managerial economics is entirely separate from traditional economics

(B) Managerial economics ignores the principles of traditional economics

-

@™

Define Managerial Economics, Discuss its relation with economic theory.
Define Managerial Economics and discuss its scope.

"Managerial Economics is the study of allocation of resources available to a firm
or other unit of management among activity of that unit." Examine and evaluate
this statement, '

Explain clearly the nature of Managerial Economics.

Explain the importance of Managerial Economics.
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