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MANAGERIAL ECONOMICS
Subject Code : MBA-105
Paper ID : [C0105]
Time : 3 Hrs. Max. Marks : 60

INSTRUCTION TO CANDIDATES :

1. SECTION-A contains SIX questions carrying FIVE marks each and students has
to attempt any FOUR questions.

2. SECTIONS-B consists of FOUR Subsections : Units-l, IlI, Il & IV. Each
Subsection contains TWO questions each carrying EIGHT marks each and
student has to attempt any ONE question from each Subsection.

3. SECTION-C is COMPULSORY and consist of ONE Case Study carrying EIGHT
marks.
SECTION-A
QI) Explain the concept of opportunity cost and its linkage with PPC.
Q2) Show that price effect is a combination of income and substitution effect.
Q3) What is the relevance of demand forecasting for a business manager?
Q4) What is Snob effect?
Q5) What are economies of scale? Discuss different types of internal economies of scale.

Q6) Discuss the concept of Investment Multiplier.

SECTION-B
UNIT-I

Q7) What is managerial economics? How is it different from economics? Also discuss the
nature and scope of managerial economics.

Q8) Explain the law of diminishing marginal utility. Discuss the importance and limitations of
this law.
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UNIT-1I

Q9) Explain the concept of elasticity of demand. Critically examine the various methods
employed in measuring the elasticity of demand.

Q10) Explain the law of variable proportion with its various stages. What are the basic
assumptions behind the law?

UNIT-III
Q11) What is Prisoner’s Dilemma? Discuss in detail.

Q12) What is perfect competition? How price and output are determined under perfect
competition?

UNIT-1V

Q13) Real measure of national income is NNP and not GDP. Do you agree with this? Give
arguments in support of your point of view.

Q14) Is there any relation between inflation and business cycle? Explain with logic.

SECTION-C
Q15) Case Study :

India is the second largest producer of cement in the world, just behind China. Indian
cement industry comprises of 130.large cement plants and 365 mini cement plants with
installed capacity of 172 million‘tonnes per annum (mtpa); these plants are located in states
like Gujarat, Rajasthan and-Madhya Pradesh. The large cement plants account for over 94
percent of the total installed capacity. However two large groups, viz. the Aditya Birla
Group and the Holcim Group; together control more than 40 per cent of total capacity, this
apart, more than 25 per cent of total capacity is controlled by global majors. These include
Lafarge of. France, Holderbank of Switzerland and Cemex of Mexico. The Indian cement
industry is characterised by takeovers and acquisitions, 'which contributes to gaining
market power and thus enables companies to enjoy pricing power, Which is typically
oligopoly.

India accounts for 6.4% of global production of 2.22 billion tonnes of cement. Indian
cement industry has grown in terms of installed capacity and production. Cement
production increased by over 9 per cent in FY2007, reaching 154.74 mtpa, in comparison
to 12.40 per cent in FY2006, 7.07 in FY2005 and 5.19 per cent in FY2004. Decade-wise,
Indian cement production has increased at 8.2 per cent (CAGR) during FY1996-2006, as
compared to 6.9 per cent during 1986-1996.
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Cement consumption in India has increased by more than 10.53% during FY 2007 to
148.41 mtpa compared to 134.27 in FY 2006. During the decade 1997-2007, the cement
consumption has increased by 8% at 10 yearly compound annual growth rate (CAGR). The
changing face of Indian demography, growth of nuclear families, higher disposable
income, changing pattern of spending, easily available home loans, increased Urbanisation
and growth of metro and semi-metro cities are some of the vital factors behind a
tremendous Spurt in the housing sector. In order to keep pace with an optimistic rate of
economic growth, there is a rising demand for commercial and retail Space, IT Parks and
SEZs. Another recent trend has been initiated by the Government, with increase in
investment in infrastructure, like National Highway Development Projects. It is expected
that a construction opportunity of over Rs. 7.6 trillion will be created over next five years.

Apart from meeting the entire domestic demand, the industry is also exporting cement and
clinker. The export of cement during 2001-02 and 2003-04 was 5.14 million tonnes and
6.92 million tonnes respectively. Export during April-May, 2003 was 1.35 million tonnes.
Major exporters were Gujarat Ambuja Cements Ltd. and L&T Ltd.

Pricing

Cement industry has been decontrolled from price and distribution on 1st March 1989 and
de-licensed on 25th July 1991. During last four years (2003-2007) cement prices have
gradually increased from around Rs 150 per bag in 2003 to Rs. 230 per bag in 2007.
Cement manufacturers control over market can be gauged by the fact that even 20-25%
freight hike was straight passed on to consumers. Average industry ROCE has reached
more than 26% due to the recent burst in cement prices. Encouraged by such lucrative
returns cement manufacturers have decided to increase capacity by more than 97 million
tonnes over next three years of which 43.7 million tonnes is likely to complete in FY 2009.
Thus, the cement supply will increase’ by more than 11% in next three years.

Cement consumption growing ‘at around 10% and production at 11% would naturally
create a situation of over production. As per estimates, cement industry will face over
capacity of 17.7 mtpa in ‘2008 and 37.7 in 2009. Therefore it is expected that capacity
utilisation will fall significantly. Further new players are likely to join the industry with
huge production capacities.

Posers
Questions :

1. Do you think cement industry in India presents a good explanation of oligopoly? Which
characteristics of oligopoly do you find in the above case?

2. How has decontrolling of cement prices helped the growth of this industry?

3. Do you see possibilities of cartel or implicit collusion in the above case? How?
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