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UNIT-1 : INTRODUCTION 

Business Economics 

Business economics, also known as managerial economics, is a branch of economics that applies 

economic theory and quantitative methods to analyze business enterprises and the factors 

contributing to their decision-making processes. It focuses on issues such as cost analysis, demand 

forecasting, pricing strategies, production optimization, and resource allocation within the context of 

a business environment. 

 Meaning: 

Business economics deals with the application of economic theory and quantitative methods to 

analyze and solve business problems. 

 Nature: 

The nature of business economics is essentially interdisciplinary, drawing from economics, 

mathematics, statistics, and other fields. It's practical and applied, focusing on real-world business 

issues and decision-making processes. 

 Characteristics: 



1. Practical Orientation:** Business economics deals with real-world business situations and provides 

practical solutions. 

2. Microeconomic Foundation:** It's based on microeconomic principles, analyzing the behavior of 

individual firms, consumers, and markets. 

3. **Decision-Making Perspective:** Business economics focuses on aiding decision-making 

processes within firms, including pricing, production, investment, and resource allocation. 

4. **Applied Economics:** It applies economic theory and methods to analyze and solve specific 

business problems. 

 Importance and Role: 

Resource Allocation: Helps in efficient allocation of scarce resources within a firm. 

Profit Maximization: Provides tools and techniques for maximizing profits. 

Cost Minimization: Aids in minimizing production costs through optimal resource utilization. 

Demand Forecasting: Assists in predicting consumer demand for products and services. 

Price Determination: Helps in setting competitive prices based on market conditions and demand 

elasticity. 

Risk Management: Provides strategies for risk assessment and management within a business 

environment. 

 Micro & Macro Economics: 

Microeconomics: Focuses on the behavior of individual consumers, firms, and industries, analyzing 

how their decisions affect prices, quantities, and resource allocation in specific markets. 

Macroeconomics: Studies the aggregate behavior of an economy as a whole, including factors such 

as inflation, unemployment, national income, and economic growth. 

 Scope: 

The scope of business economics includes: 

- Demand Analysis 

- Production Analysis 

- Cost Analysis 

- Pricing Policies 

- Investment Analysis 

- Market Structure Analysis 

- Business Forecasting 



- Risk Analysis 

 Objectives: 

- Maximizing Profit 

- Minimizing Costs 

- Enhancing Efficiency 

- Ensuring Market Share 

- Long-term Sustainability 

 Law of Diminishing Marginal Utility: 

This law states that as a consumer consumes more units of a good or service, the additional 

satisfaction (utility) derived from each additional unit decreases. In other words, the more you 

consume of something, the less additional satisfaction you gain from each additional unit. 

 Law of Equimarginal Utility: 

This law states that a consumer will distribute their income among various goods and services in 

such a way that the marginal utility per dollar spent is equal for each good or service. In other words, 

consumers seek to maximize their total utility subject to their budget constraint by allocating their 

expenditure in a way that the ratio of marginal utility to price is the same for all goods and services 

consumed. 

These principles are foundational in understanding consumer behavior and are important concepts 

in both microeconomics and business economics. 

Certainly! Let's delve into Demand Analysis: 

UNIT-2 DEMAND ANALYSIS 

 Meaning: 

Demand analysis refers to the study of consumer behavior in relation to the quantity of goods and 

services they are willing and able to purchase at different price levels and time periods. 

 Function: 

The primary function of demand analysis is to understand and predict consumer behavior regarding 

the demand for goods and services. It helps businesses and policymakers make informed decisions 

about pricing, production, marketing, and resource allocation 

 Factors Influencing Demand:  

Several factors influence demand, including: 

- Price of the Product 



- Consumer Income 

- Price of Related Goods (Substitutes and Complements) 

- Tastes and Preferences 

- Population Size and Composition 

- Consumer Expectations 

- Distribution of Income 

Types of Demand: 

1. Individual Demand: The quantity of a good or service that an individual consumer is willing and 

able to buy at different price levels. 

2. Market Demand: The total quantity of a good or service demanded by all consumers in the market 

at various price levels. 

 Demand Curve: 

A demand curve is a graphical representation of the relationship between the price of a good and the 

quantity demanded by consumers. It slopes downwards from left to right, indicating that as the price 

decreases, the quantity demanded increases, and vice versa. 

 Law of Demand: 

The law of demand states that, all else being equal, there is an inverse relationship between the 

price of a good and the quantity demanded by consumers. 

 In other words, as the price of a good decreases, the quantity demanded increases, and as the price 

increases, the quantity demanded decreases. 

 Exceptions to the Law of Demand: 

While the law of demand generally holds true, there are exceptions, including: 

- Giffen Goods 

- Veblen Goods                                                                                          

- Necessary Goods during Crisis 

- Speculative Purchases 

 Elasticity of Demand: 

Elasticity of demand measures the responsiveness of quantity demanded to changes in price, 

income, or the prices of related goods. 

 Types of Elasticity of Demand: 



1. Price Elasticity of Demand (PED): Measures the responsiveness of 

quantity demanded to changes in price. 

2. Income Elasticity of Demand (YED): Measures the responsiveness of 

quantity demanded to changes in consumer income. 

3. Cross Elasticity of Demand (XED): Measures the responsiveness of 

quantity demanded of one good to changes in the price of another good. 

 Measurement of Elasticity: 

Elasticity can be measured using the arc method or the point method: 

Arc Elasticity: Calculates elasticity over a range of prices and quantities. 

Point Elasticity: Calculates elasticity at a specific point on the demand curve. Importance of Various 

Elasticities of Demand: 

Price Elasticity: Helps firms in pricing decisions and revenue maximization strategies. 

Income Elasticity: Indicates whether a good is a normal or inferior good, influencing marketing 

strategies. 

Cross Elasticity: Aids in understanding the relationship between substitute and complementary 

goods, guiding firms in competitive pricing and marketing strategies. 

Understanding demand analysis and elasticity is crucial for businesses to effectively respond to 

changes in market conditions, make informed pricing decisions, and maximize revenue and 

profitability. 

UNIT-3 LAW OF SUPPLY 

 Law of Supply: 

The law of supply states that, all else being equal, there is a direct relationship between the price of 

a good and the quantity of that good that producers are willing and able to supply. In other words, as 

the price of a good increases, the quantity supplied by producers increases, and as the price 

decreases, the quantity supplied decreases. 

 Factors Influencing Supply: 

Several factors influence supply, including: 

- Production Costs (e.g., labor, raw materials, technology)                                                 

- Technological Advances 

- Price of Inputs  

- Number of Suppliers 

 



- Expectations of Future Prices 

- Government Policies and Regulations 

- Natural Disasters and Weather Conditions 

 Market Equilibrium: 

Market equilibrium occurs when the quantity demanded by consumers equals the quantity supplied 

by producers at a specific price level. At equilibrium, there is no tendency for prices to change, as 

supply and demand are balanced. 

 Consumer Surplus: 

Consumer surplus refers to the difference between what consumers are willing to pay for a good or 

service and what they actually pay. It represents the additional benefit or 

value that consumers receive from purchasing a good at a price lower 

than their maximum willingness to pay. 

Theory of Consumer Behavior: 

The theory of consumer behavior focuses on how consumers make 

decisions regarding the allocation of their limited resources to satisfy 

their needs and wants. It includes concepts such as utility, indifference 

curves, and budget constraints. 

 Utility and Indifference Curve Analysis: 

Utility: Utility refers to the satisfaction or benefit that consumers derive from consuming a good or 

service. It is subjective and varies from person to person. 

Indifference Curve: An indifference curve represents all combinations of two goods that provide a 

consumer with the same level of satisfaction or utility. It slopes downwards from left to right, 

indicating that as the quantity of one good increases, the quantity of the other good decreases while 

maintaining the same level of satisfaction. 

Indifference curve analysis helps economists understand consumer preferences, budget constraints, 

and optimal consumption choices. By analyzing the shape and characteristics of indifference curves, 

economists can determine consumer preferences and predict their consumption behavior in 

response to changes in prices and income. 

Understanding supply analysis, market equilibrium, consumer surplus, and consumer behavior is 

essential for businesses and policymakers to make informed decisions regarding production, pricing, 

resource allocation, and market interventions. 

Let's dissect Production Analysis and Cost and Revenue Analysis: 

 

UNIT-4: Production Analysis: 



 Concept of Production: 

Production refers to the process of transforming inputs (such as labor, capital, and raw materials) 

into outputs (goods and services) that satisfy consumer needs and wants. 

 Production Function: 

The production function represents the relationship between inputs and outputs in the production 

process. It shows how much output can be produced with varying combinations of inputs. 

Total Production: 

Total production refers to the total quantity of output produced by a firm within a given period of 

time. 

 Marginal Production: 

Marginal production refers to the change in total output resulting from a one-unit increase in the 

quantity of a particular input, while keeping other inputs constant. 

 Average Production: 

Average production: is the total output produced divided by the quantity of the input used in the 

production process. 

 Returns to a Factor: 

Returns to a factor refer to the change in output resulting from an increase in the quantity of one 

input, while keeping other inputs constant. 

 Law of Variable Proportions: 

The law of variable proportions states that as the quantity of one input (e.g., labor) is increased while 

other inputs (e.g., capital) are held constant, the marginal product of that input will eventually 

decrease after a certain point, leading to diminishing returns. 

 Law of Returns to Scale: 

The law of returns to scale examines how changes in the scale of production (increasing all inputs 

proportionally) affect output. It states that if all inputs are increased by a certain proportion, output 

may increase at a higher proportion (increasing returns to scale), remain constant (constant returns 

to scale), or decrease (decreasing returns to scale). 

 Isocost and Isoquants: 

Isocost: Isocost lines represent all combinations of inputs that result in the same total cost for a firm. 

They show the various combinations of inputs that a firm can afford given its budget constraint. 

Isoquants:Isoquants represent all combinations of inputs that result in the same level of output. They 

depict the different combinations of inputs that can be used to produce a given level of output. 

 EcOnomies and Diseconomies of Scale: 



Economies of Scale Economies of scale occur when increasing the scale of production leads to a 

decrease in average cost per unit of output. This can result from factors such as specialization, 

efficient use of resources, and technological advancements. 

Diseconomies of Scale: Diseconomies of scale occur when increasing the scale of production leads to 

an increase in average cost per unit of output. This can occur due to factors such as coordination 

problems, communication issues, and diminishing managerial efficiency. 

UNIT-5: Cost and Revenue Analysis: 

 Theory of Cost: 

The theory of cost examines the relationship between the quantity of output produced and the costs 

incurred by a firm in the production process: 

CONCEPTS OF COSTS: 

-Fixed Costs: Costs that do not vary with the level of output in the short run. 

- Variable Costs: Costs that vary with the level of output. 

- Total Costs: The sum of fixed and variable costs. 

- Average Costs: Total costs divided by the quantity of output produced. 

- Marginal Costs: The additional cost incurred by producing one more unit of output. 

 Short Run and Long Run: 

Short Run: A period of time in which at least one input is fixed and cannot be changed. 

Long Run: A period of time in which all inputs can be varied and adjusted 

Understanding production analysis, cost structures, and revenue generation is essential for firms to 

optimize their production processes, minimize costs, and maximize profitability. 

Let's delve into Cost and Revenue Analysis: 

 Theory of Cost: 

 Concepts of Cost: 

Fixed Costs (FC): Costs that remain constant regardless of the level of output produced. Examples 

include rent, salaries of permanent staff, and insurance premiums. 

Variable Costs (VC): Costs that change with the level of output. Examples include raw materials, 

labor, and utilities. 

 Total Costs (TC): The sum of fixed and variable costs. 

Average Total Cost (ATC or AC): Total cost divided by the quantity of output produced. 

Average Fixed Cost (AFC): Fixed cost divided by the quantity of output produced. 



Average Variable Cost (AVC): Variable cost divided by the quantity of output produced. 

Marginal Cost (MC): The additional cost incurred by producing one more unit of output. 

 Short Run and Long Run Cost Curves: 

Short Run Cost Curves: In the short run, at least one input is fixed, so the firm faces both fixed and 

variable costs. The short-run cost curves include the average total cost (ATC), average variable cost 

(AVC), average fixed cost (AFC), and marginal cost (MC) curves. 

Long Run Cost Curves: In the long run, all inputs are variable, so the firm can adjust its scale of 

production. The long-run cost curves typically include the long-run average cost (LRAC) curve, which 

shows the lowest average cost at which the firm can produce each level of output when all inputs are 

variable. 

 Traditional and Modern Approaches: 

Traditional Approach: Focuses on cost concepts such as fixed and variable costs, total cost, average 

cost, and marginal cost. 

Modern Approach: Incorporates more sophisticated cost analysis techniques, such as activity-based 

costing (ABC), cost-volume-profit (CVP) analysis, and relevant costing, to provide a more accurate 

picture of cost behavior and decision-making. 

Revenue Curves: 

Relationship between Total, Marginal, and Average Revenues: 

Total Revenue (TR): The total income received from selling a given quantity of output. 

Marginal Revenue (MR): The additional revenue generated by selling one more unit of output. 

Average Revenue (AR): Total revenue divided by the quantity of output sold. 

In a perfectly competitive market, the demand curve facing the firm is also its average revenue curve. 

Therefore, the average revenue curve is downward sloping, and the marginal revenue curve lies 

below it, reflecting the fact that to sell more output, the firm must lower the price. 

 Break Even Analysis: 

 Meaning: 

Break-even analysis is a technique used to determine the level of output at which total revenue 

equals total costs, resulting in zero profit or loss. It identifies the point at which a firm covers all its 

costs and begins to make a profit. 

 Assumptions: 

- Costs and revenues are linear and constant. 

- There are no changes in fixed costs, variable costs, or selling price per unit. 



- All output is sold. 

- The selling price per unit remains constant regardless of the level of output. 

 Uses and Limitations: 

Uses: Helps firms determine the minimum level of output required to avoid losses, assists in pricing 

decisions, aids in evaluating investment proposals, and provides insights into cost and revenue 

relationships. 

-Limitations: Assumes linear relationships between costs and revenues, does not account for changes 

in demand or costs over time, ignores the impact of competition, and provides a static analysis of 

profitability. 

Understanding the theory of cost, revenue curves, and break-even analysis enables firms to make 

informed decisions regarding production levels, pricing strategies, and overall profitability. 

 

 

 

OU Business Economics Important Questions 

 

Unit 1 

(Short answers) 

1) define term business economics write any 8 objectives of business economics. 

2)write a note on micro economics and macro economics . 

3) what do you mean by opportunity cost? 

4 )what is incremental cost? 

5)what is marginal utility 

6) explain time perspectives 

 

(Essay questions) 



1) Explain role of business economics 

2) law of diminsing marginal utility 

3) The difference between macro and micro economics 

4) Explain law of equi marginal utility 

5 )law of demand and elasticity 

 

Unit 2 

(Short answers) 

1) what is price demand 

2) what is income demand 

3)what is the meaning of cross demand 

4)what is law of demand 

5) what is giffen goods/speculation/luxury goods/veblen goods 

6)what is term supply 

 

(Essay questions) 

1) explain the functions of demand and various types of demand with its analysis 

2) what is elasticity ; explain the price elasticity 

3)what is supply ; explain different factors affecting the supply 

 

Unit 3 

(Short questions) 

1) what is production function , explain it. 

2) Law of returns to scale 

3)what is total product, average product, marginal product 

4) explain ISOCOSt and ISOQUANT 

 

( Essay question ) 

1) explain production function 

2) attributes of production function 

3) explain law of variable proportion 

4) explain different properties of ISOQUANT 

 

Unit 4 : 

(Short questions) 

1. What is fixed cost and variable cost 

2. What is economies of scale and diseconomies of the scale 

3. Explain different types of the cost 

4. state the factors and nature of short run cost curve 



5. Explain the features and nature of long run cost curve( lAC,SAC) 

6. explain causes of diseconomies of scale 

7. what is Break even point ,explain with assumptions and limitations 


