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[Answer the following questions. All parts of a question must be sequentially. Figures in th
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Description of Questions

(a) What is Managerial Economics? State the nature and scope of
Managerial Economies regarding managerial decision-making.

(b) Distinguish between accounting Profit and Economics Profit.
Explain by giving a suitable example.

(a) Describe a demand curve and distinguish between individual
and market demand curves. Construct a market demand curve from
individual demand curves. -~

(b) The price elasticity for rice is estimated to be — 0.4 and the
income elasticity is 0.8. Ata price of $0.40 per pound and a per
capita income of $20000, the demand for rice is 50 million tons per
year.

(i)lIs rice an inferior good, a necessity,0r a luxury? Explain.

(i)If per capita income increases to $20500 and the price
remains constant, what will be the quantity demanded of rice?

(iii) If the price of rice increases to $0.41 per pound and
income remains constant, what will be the quantity demanded of
rice?

(a) What is Engel’s Law? What are the implications of Engel’s
Law?

(b) Given the demand equation for a managerial economics text is,
sl
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i)Write the expression of the point price elasticity of demand as a
function of P.

ii)In what range of prices is the demand elastic?

ii)If the book is initially priced at $20 and the objective is to
increase total revenue, should the price be increased or decreased?
Explain.
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OR

(a)Define the income elasticity and decision making in respect of
inferior goods, necessities and luxurious goods.

(b) The Mc Night Company is a major producer of steel.
Management estimates that the demand for the companys steel is
given by the equation
Qs = 5000 — 10007, + 0.1/ + 110F,

Where Q; is steel demand in thousands of tons per year, F is the
price of steel in dollars per pound, 1 is income per capita and P, is
the price of aluminum in dollars per pound. Initially, the price of
steel is $1 per pound, income per capita is $20,000 and the price of
aluminum is $0.80 per pound.

i) How much steel will be demanded at the initial prices
and income?

if) Compute the point income elasticity at the initial
values.

iii) What is the point cross elasticity between steel and

aluminum? Are steel and aluminum substitutes or
complements?
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