BUSINESS ECONOMICS- 1
New Syllabus - 2070

Course No.: MGT203 Full Marks: 100
Nature of the Course: Compulsory Pass Marks: 35

‘ Lecture hours: 150
Course Objectives

This course of Business Economicsl aims to enhance understanding of the
microeconomic theories and develop skills of students in using these theories in
business decision making.

Course Description

This course of Business Economics-l consists of the introduction to
microeconomics, theory of demand, supply end eguilibrium price, elasticity of
demand and supply, theory of consumers behavior, theory of production, cost and
revenue curves, theory of product pricing and factor pricing.

Contents

Unit 1: Introduction LH5

» Concept of business (managerial) econcmics,  Relation of business economics
with tradiional economics e -~ Meaning, scope, use and limitations of
microeconomics

Unit 2: Theory of Demand and Supply and Equilibrium Price LH 20

e Demand function, determinants of demand, movement and shift in demand
curve = Supply function, determinants of supply, movement and shift in supply
curve » Market equilibrium » Change in equilibrium due to shift in demand curve
and supply curve (Numerical exercise)

Unit 3: Elasticity of demand and supply . LH 20

e Concept and types of price, income and cross elasticity of demand
o Measurement of price, income and cross elasticity of demand: Total outlay, point
and arc method e Uses of price, income and cross elasticity « Concept of elasticity
of supply « Measurement of elasticity of supply (Numerical exercise)

Unit 4: Theory of Consumer Behavior "~ LH20

o Concept of cardinal and ordinal utility analysis e Cardinal approach:
Assumptions, consumer's equilibrium, criticisms and derivation of demand curve
(cardinal approach) » Ordinal approach: Indifference curve: Concept, properties,
marginal rate of substitution, price line and consumer's equilibrium e Price effect:
Derivation of PCC e Income effect: Derivation of ICC e Substifution effect:
Hicksian approach s Decomposition of price effect into income and substifution

effect: Hicksian approach e Derivation of demand curve: (ordmal approach)
(Numerical exercise)
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Unit 5: Theory of Production LH 186

= Production function: Meaning, long run and short run production function. and
concept of Cobb-Douglas production function e Concept of total product, average
and marginal product  Law of variable proportions e Isoquant: Meaning and
properties  Marginal rate of technical substitution e Iso-cost curve s Optimal
combination of inputs e Laws of return to scale (Numerical exercise)

Unit 6: Cost and Revenue Curves LH17

e Concept of cost: Actual cost and opportunity cost, implicit cost and expiicit cost,
accounting and economic cost, historical cost and replacement cost, separable
cost and common cost  Derivation of shorf run cost curves e Reason for the 'U'
shape of short run average cost curve e Derivation of long run cost curves
s Relationship between short run and long run AC and MC curve e Shape of the
long run average cost curve: Theoretical reason and empirical evidence
o Concept of economies of scale and economies of scope « Concept of revenue:
Total revenue, average revenue, and marginal revenue, Revenue curves under
perfect and imperfect competition e Relation between average and marginal
revenue curves e Relationship between price elasticity and marginal revenue and
total revenue '

(Numerical exercise)

Unit 7: Theory of Product Pricing LH 30

s Perfect competition: Meaning and characteristic of perfect competition;
Pricing under perfect competition: Equilibrium of firm and industry in short run
and long run (TR-TC approach and MC-MR approach); Derivation of short run
and long run supply curve of a firm and industry-

= . Monopoly: Meaning and characteristic of monopoly; Pricing under monopoly:
Equilibrium of firm in short run and fong run (TR-TC approach and MC-MR
approach); Price discrimination: Degree of price discrimination and price and
output determination under discrimination; Dumping

e Monopolistic competition: Meaning and characteristics of monapolistic
competition; Pricing under monopolistic competition: equilibrium of firm in
short run and long run; equilibrium of firm under product variation and selling
expenses

e Oligopoly: Meaning and characteristic of oligopoly; Pricing under cariel
(aiming at joint profit maximization)
{Numerical exercise)

Unit 8: Theory of Factor Pricing LH 22

« Pricing of inputs in perfect compefition and imperfect competition market  Rent:
Modern theory of rent » Wages: Marginal productivity theory of wages, Concept of
collective bargaining and minimum wages fixation, = Interest: Loanable fund
theory and Liquidity Preference Theory of interest e Profit: Economic and

Business Profit, Dynamic Theory and Innovation Theory of Profit (Numerical
exercise)
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New Model Questions- 2070

Candidates are required to give their answer in their own words as far as
practicable. The figures in the margin indicate full marks.

Attempt All Questions:

@ N ;oo

8.

Group'A'
Brief Answer Questions [2x 10 =20}
Define Micro Economics. ' '

What is the difference between movement along a demand curve and shirt in
demand curve?

As a result of 5% fall in price of food its demand rises by 12%. Find out price
elasticity of demand say whether demand is elastic or inelastic.

Ans: Eg= 2.4; relatively elastic demand
Why indifference curve is convex to the origin?
Why AR and MR curve is horizontal straight line in perfect competition market?
Draw the diagram of iso-cost line.
What is opportunity cost?
If Qa = 100-20p and Qs = 10 + 40p. Find the equilibrium level of price and output.

Ans: Rs. 1.5 and 70 units
Define transfer earning with an example.

10. What is oligopoly market?
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1.

12.
13.
14,

15,
16.

17.

18.
18.

.24 Question Bank- BBS First Year
Group 'B'
Descriptive Answer Questions (attempt any five) [5x10=150]

What is price effect? Describe how consumer equilibrium changes due to the
changes in the price of a commodity.

Explain the uses of microeconomics in making business decision.
Derive short-run supply curve of a firm and industry under perfect competition.
Complete the following table and answer the given question.

Qutput TFC TvC TC AFC AVC AC mc
200

50
90
120
140
175
230
310
400

From the given table, explain the relationship between average cost and marginal
cost.

o~ |esipa] =

Ans: | Output | TFC | TVC [ TC { AFC | AVC | AC | MC
200 0 2004 -
200 | 50 [ 250 | 200 | 50 250 | 50
200 90 290 | 100 45 145 40
200 | 120 | 320 | 666 | 40 | 106.6 | 30
200 ; “40 | 340 | 50 35 85 20
200 | 175 | 375 | 40 35 80 35
200 | 230 | 430 [ 333 [ 383 | 716 | 55
200 | 310 [ 510 | 285 | 442 | 727 | 80
200 | 400 | 800 | 25 50 75 90

Profit is reward for innovation. Explain.

You are given the following data of total product at different variable factors;

Units of Variable factors| 0 1 2 3 4 5 6 7 8
Total product 0 [ 20 | 50 | 90 [ 120 [ 140 [ 150 | 155 | 150

a. Calcutate marginal product and average product from the above information.

b. Draw a diagram and show the relationship between total product, average
product and marginal product.

Ans: (a) MP: -, 20, 30, 40, 30, 20, 10, 5, -5, AP:—, 20, 25, 30, 30, 28, 26, 22.14, 18.75

O~ |lw o

Group'C' ’
Analytical Answer Questions (attempt any two) [2x15 = 30]
What is monopoly? Explain how price and output are determined under monopoly
in the long run? [3+12]
What is iso-quant? Explain the various properties of iso-guant. [3+12]
What is price elasticity of demand? Explain and illustrate the measurement of
price elasticity of demand with the help of point method. [3+12]
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TU Exam Questions- 2071

Candidates are required to give their answer in their own words as far as
practicable. The figures in the margin indicate full marks.

Attempt All Questions:

Group ‘A’ '
Brief Answer Questions : [2x10=20]

Define Micro Economics.
What do you mean by cross elasticity of demand?

The following schedule shows the amount of sandwich bought by a househoid of
Nepal at different prices.

Period Price of Sandwich (Rs.) Demand of Sandwich

2068 50 80
2070 75 100

Does the behaviour of the household contradict the law of demand? Give reason

- for your answer.

10.

Why does a rational consumer choose higher indifference curve?
Derive price when ep = 0.5 and MR =20.

Ans: ~Rs. 20

State the behaviour of TP, AP and MP in 2 stage of production under Law of
Variable Proportion.

Fill up the following isoquant schedule.

Combination Labour Capital MRTS.r
A 14 =

mio|O|m
R B ) Y
(]

Ans: Capital: 14,10,7,54
The firm under perfect competition in long run always earns abnormal profit. Do
you agree with this statement?

Point out the determinants of supply. )

List the fiv.. changes as described by J.B Clark in his dynamic theory of profit.
Group 'B'

Descriptive Answer Questions

Attempt FIVE Questions. [5 % 10 =50]

1.
12,
13.
14,

Define microeconomics. Explain the uses of microeconomics.
Why the Hicksian utility analysis is superior to the Marshallian utility analysis?

Define average cost and marginal cost and show the relationship between them.
Consider the following table:

Price g Total Marginal Total Marginal

(Rs.) Quantily Cost Cost Revenue | Revenue Profi
11 0 10
10 1 12




86 Question Bank- BBS First Year

2 17
21
26
33
43
60
3 8 80

(a) Complete the above table.
(b) Derive the TR curve and TC curve according to table.
(c) Derive profit and identify the maximum profit.

lon|on| ~1| ool w
~|on|an| e

Ans: | Price : Total | Marginal Total Marginal

(a) | (Rs) Quantity Cost Cost Revenue Revrgnue Prof
1 0 10 - 0 - -10
10 . 12 2 10 10 -2
9 2 17 5 18 8 1
8 3 21 4 24 6 3
i 4 26 5 28 4 2
6 5 33 7 30 2 -3
5 6 43 10 30 0 =13
4 7 60 17 28 -2 -3
3 8 80 20 24 -4 - 5¢

(c) Max. Profit Rs. 3 at 3~ unit of output

15. Explain the law of variable proportion.
16. Suppose individual demand schedule for Suraj, Sunny and Sushila are given as:

Price Suraj's Demand Sunny's Demand Sushila's Demand
10 160 80 40
20 80 40 20
30 40 20 10
40 20 10 0
50 0 0 0
Find:

(a) Market demand schedule.
(b) Market demand curve.
(c) Elasticity of demand when price falls from Rs.30 to 20.

(d) Elasticity of demand when price rises from Rs.20 to 30.
Ans: (a) 280, 140,70, 30, 0 (c) 3 (d) 1

Group 'C'
Analytical Answer Questions
Attempt any TWO Questions. [2x15=30]
17. Define revenue. Explain the revenue curves in different markets. [3+12)
18 Define price discrimination. Explain the price and output determination with the
help of third degree price discrimination. < 0 B2
19. Critically examine the liquidity preference theory of interest. [15]
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TU Exam Questions- 2072

Candidatés are reguired to give their answer in their own words as far as
practicable. The figures in the margin indicate full marks.

Attempt All Questions:
Group 'A'
Brief Answer Questions ) [2x10=20]

Define micro economics in one sentence.

List out any five determinants of demand.

Why indifference curve is convex fo the origin?

Why AR and MR curves are horizontal straight line in perfect competition?
Derive PCC (Price Consumption Curve) for substitute goods.

Define economic cost.

Define dumping.

Write any two'examples of oligopoly market in Nepal.

What are the determinants of demand for loanable funds?

. As a result of 2% fall in price of food its demand rises by 8%. Find out price elasticity of
demand.

© o N e ;s W N

—
o

" Group 'B'
Descriptive Answer Questions

Attempt any FIVE Questions. [5 % 10 =50]
1. 'E.xpiain income effect with the help of diagram.

12. What is price elasticity of demand? How is it measured with the help of point
method?

13. Derive short-run supply curve of a firm and industry under perfect competition.
14. Complete the following teble and answer the given guestions.

Qutput | TFC TVC TC AFC AVC AC MC
0 5 | .
1 30
2 55
3 77
4 102
5 132
6 169
7 216
8 278
a) Define TFC and TVC. 2]
b) Explain the relationship between average cost and marginal cost. [4]
Ans:
; Tc AFC AVC  ACATC)= MG
mallalll A MG GG
0 50 = 50 = = - =
55 30 80 50 30 80 3.
2 50 55 105 25 215 52.5 25
3 50 77 127 1667 358 kK] 3

4 50 102 152 125 2567 38 25
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5 50 i3z 183 10 764 34 ED)
5 50 169 214 833 2817 35 a7
7 50 216 266 7.14 30.86 38 47
[ 55 378 328 675 3475 ] [

15. You are given the following data of total product at different variable factors.
Units of variable factors | 0 1 2 3 4 5 6 7
Total product 0 | 23 | 56 | 93 | 128 | 155 | 168 | 161

a) Calculate marginal product and average product from the above information.[4]

b) Show the relation of TP, AP and MP with the help of diagram. (6]

Ans: MP: -, 23, 33, 37, 35, 27, 13,-7; AP: -, 23, 28, 31,32, 31,28, 23

16. Explain the dynamic theory of profit. : [10]

Group'C

Analytical Answer Questions

Attempt any Two Questions [2x15=30]

17. What is consumer's equilibrium? Explain with the help of indifference curve
technique how a consumer attains equilibrium.

18. What is monopalistic competition market? Explain price and output determination
under monopolistic competition market in the long run.

19. Define interest. Explain the determination of rate of interest with the help of
liquidity preference theory.

TU Exam Questions- 2072 (ii) 7
Candidates are required to give their answer in their own words as far as
practicable. The figures in the margin indicate full marks.

Attempt All Questions:
Group 'A'

Brief Answer Questions [2x10=20]
1. Why microeconomics is also called price theory?
2. Lef, autonomous demand = 200, the slope of the demand curve = -5. Derive

linear demand function.

) Ans: Dx = 200 + 5Px

3. With the help of the information given below, find out the cross elasticity of

demand. -

Price of teaching (Rs.) Demand for Tea Demand for Coffee

20 2000 1800
25 - 1500 2000
Ans: Exy: 0.444

4. How do you measure returns to scale with the help of Cobb-Douglas production
function? .

Write any four characteristics of oligopoly market.
What is Income Consumption Curve (ICC)?
What conditions are necessary for the firms to be in equilibrium in all markets?

® N oo o

Why does Marginal revenue remain constant under perfect competitive market?
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9. Derive budget equation if a consumer hes total income of Rs.3,000 and price of X
and Y goods are Rs.50 and Rs.70 respectively.
Ans: 50Qx + 70Qy = 3000

10. For what purposes do people hold money in liquid form according to Keynes?
Group 'B'
Descriptive Answer Questions _
Attempt Five Questions [5x10=50]
11. Explain the importance of microeconomics.
12, How price elasticity of demand is measured with the help of point method?
13. How do you derive short run supply curve of a firm under perfect compefition?
14.. Consider the following table:

Quiput | TVC | TC | AFC | AVC | AC | MC
0 0 200 ;
1 180
2 540
3 160
4 200
5 148
B 180
7 1280
8 1300
9 260
10 188
a) Complete the above fable
b) Why does TVC increase when output increases?
15. Explain the modem theory of rent.
16. Consider the following production schedule:
Schedule | Schedule Il i Schedule lll
8 8 S
- - =
Slcijk| 2 |S|c|x|& |5 |L|x|E
£ o £ [} £ o
8 3 8
Al5115[1500] E |5 (20 {2000] I [ 5|25 )2500
B |6 |11 [1500 | F | 6 [16[200]| J | 6121|2500
C |7 |8 (1500 ¢ |7 [ 1312000 | K [ 7 |18 | 2500
D |86 [1500] H |8 {11 [2000| L | 8 |16 | 2500

If a producer has total ouflay of Rs.2,400, which he has to spend on two factors of
production: Labour and Capital. The price of labour and capital are Rs.50 and
Rs.100 respectively. _

a) Compute the totak cost for each combination containing in each production
preference schedule and identify least cost combination which maximizes
output at a given total cost outlay.

h) Sketch the iso-quant map from the above information.

Ans: 2) Schedule I: A: 1750, B: 1400, C: 1150, D: 1000; Schedule Ii: E: 2250, F: 1900, G: 1650, H:
1500; Schedule lil: I: 2750, J: 2400, K: 2150; L: 2000
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: Group 'C
Analytical Answer Questions
Attempt any Two Questions [2%15=30]
17. Define indifference curve. Explain how the consumer is in equilibrium under it?

18. Define monopolistic competition. Explain how the price and output is determined
under it in short run.

19. What do you mean by cost? Explain the derivation of Long run Average Cost
Curve (LAC).





