
UNIT- I ECONOMICS, COST AND 
PRICING CONCEPTS

Economic theories – Demand analysis –
Determinants of demand – Demand forecasting –
Supply – Actual cost and opportunity cost –
Incremental cost and sunk cost – Fixed and 
variable cost – Marginal costing – Total cost –
Elements of cost – Cost curves – Breakeven point 
and breakeven chart – Limitations of break even 
chart – Interpretation of break even chart –
Contribution – P/V-ratio, profit-volume ratio or 
relationship – Price fixation – Pricing policies –
Pricing methods.



1. Economic theories of development

• What development economists agree on:
Development economics: deals with the economic, 

social, political, and institutional mechanisms, both 
public and private, necessary to bring about 
improvements in wellbeing.

Structural change is an essential part of this process

BUT: does this mean a shift away from agriculture or 
increases in productivity throughout the economy? 
(see Timmer’s papers on Blackboard)



Back and forth: theories of economic development
See Hunt, D. (1989) Economic Theories of Development: An Analysis of Competing Paradigms H. Wheatsheaf. 338.9-HUN, ch3 

1945-mid1950s
Context: political independence of several developing countries, Worldwide 

policies to boost aggregate demand (Keynesian), setting up of the Bretton 
Woods institutions (World Bank, IMF, WTO),  state intervention and 
planning of the economy (Soviet Union)

Ideas underdevelopment as low-level equilibrium caused by low savings, high 
population growth, market failures due to scale economies and 
externalities (Rosenstein-Rodan, Nurkse), dual economy with backward 
sector (agriculture) and modern sector (industry) (Lewis), emphasis on 
intersectoral linkages and discussions about the benefits of balanced 
versus unbalanced economic growth (Lewis, Hirschman)

…mid1950s-late 1960s 
Context uneven international development (Myrdal) and import substitution 

policies to promote industrialisation
Ideas Marxist theorists (Baran): importance of political and social factors in 

development and inefficiency and corruption of capitalist state. 
Structuralism (Cardoso, and Prebisch at the UN ECLA, Chenery): 
recognition of structural rigidities typical of DCs : supply rigidities in 
agriculture and industry, terms of trade weighted against DCs exports 
(Singer and Prebisch)



…mid1960s-1980
Context emergence of the Newly Industrialised Countries –Taiwan, Singapore, 

South Korea, Hong Kong, debt problem in LA and SSA
Ideas revival of neoclassical economics, free market policies and export 

orientation (Lal, Little, Scitovsky); emergence of basic needs agenda, 
emphasising neglect of the poor; dependency school: criticism of 
structure of international relations and trade (and transnational 
corporations) which systematically hampers efforts of ISI countries

…1980s and 1990s: 
Context Debt crisis, IMF and WB first structural adjustment wave: recession 

and poverty increases. Revision of the NIC’s experiences showing the 
scope for state intervention and the synergies between states and 
markets, BUT continuing pressure to liberalise.

Ideas Raise of institutions: New growth theory emphasising role of income 
inequality, education and natural resources, New structuralist theory 
studying determinants of growth, income distribution, inflation, and fiscal 
and balance of payments problems. Micro: New neoclassical approaches 
(industrial organisation, game theory and information economics) applied 
to development (agrarian relations, income distribution, causes of 
poverty).

POST CRISIS: rediscovery of state intervention and regulation (back to the 
1940s???)



























Marginal cost 



Element of cost















Pricing 







UNIT –II                                                                 
CONCEPTS ON FIRMS AND 

MANUFACTURING PRACTICES

Firm – Industry – Market – Market structure –
Diversification – Vertical integration – Merger 
– Horizontal integration





market











GROWTH -- The desire to escape stagnant or declining industries 
a powerful motives for diversification (e.g. tobacco,
oil, newspapers).

-- But, growth satisfies managers not shareholders.
-- Growth strategies (esp. by acquisition), tend to

destroy shareholder value.

RISK -- Diversification reduces variance of profit flows
SPREADING   -- But, doesn’t create value for shareholders—they can

hold diversified portfolios of securities.
-- Capital Asset Pricing Model shows that diversification

lowers unsystematic risk not systematic risk.

PROFIT    -- For diversification to create shareholder value, then
bringing together of different businesses under 
common ownership and must somehow increase 
profitability.

Motives for Diversification



• Predatory pricing Evidence
• Reciprocal buying of these
• Mutual forbearance is sparse

MARKET
POWER

• Sharing tangible resources (research labs, distribution
systems) across multiple businesses

• Sharing intangible resources (brands, technology) across
multiple businesses

• Transferring functional capabilities (marketing, product 
development) across businesses

• Applying general management capabilities to multiple
businesses

• Economies of scope not a sufficient basis for diversification—
must be supported by transaction costs

• Diversification firm can avoid transaction costs by operating 
internal capital and labor markets

• Key advantage of diversified firm over external markets---
superior access to information

ECONOMIES 
OF

SCOPE

ECONOMIES
FROM 

INTERNALIZING
TRANSACTIONS

Competitive Advantage from Diversification



When to Diversify

Strong competitive 
position, rapid market 
growth -- Not a good 

time to diversify

Strong competitive 
position, slow market 

growth -- Diversification 
is top priority
consideration

Weak competitive 
position, rapid market 
growth -- Not a good 

time to diversify

Weak competitive 
position, slow market 

growth -- Diversification 
merits consideration

Competitive Position
Strong Weak
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Related Diversification
• Competitive advantage can result  from related 

diversification if opportunities exist to:
– Transfer expertise/capabilities/technology
– Combine related activities into a single operation and reduce 

costs
– Leverage use of firm’s brand name reputation
– Conduct related value chain activities in a collaborative 

fashion to create valuable competitive capabilities
• Approaches:

– Sharing of sales force, advertising, or distribution activities
– Exploiting closely related technologies
– Transferring know-how / expertise from one business to 

another
– Transferring brand name and reputation to a new 

product/service
– Acquiring new businesses to uniquely help firm’s position in 

existing businesses





















UNIT -III                                                                                                       
NATIONAL INCOME, MONEY AND 

BANKING, ECONOMIC ENVIRONMENT

• National income concepts – GNP – NNP –
Methods of measuring national income –
Inflation – Deflation – Kinds of money – Value 
of money – Functions of bank – Types of bank 
– Economic liberalization – Privatization –
Globalization



























































































UNIT- IV                                                                                                       
CONCEPTS OF FINANCIAL 

MANAGEMENT

Financial management – Scope – Objectives –
Time value of money – Methods of appraising 
project profitability – Sources of finance –
Working capital and management of working 
capital























































UNIT- V                                                                                                          
ACCOUNTING SYSTEM, STATEMENT 

AND FINANCIAL ANALYSIS

Accounting system – Systems of book-
keeping – Journal – Ledger – Trail balance –
Financial statements – Ratio analysis – Types 
of ratios – Significance – Limitations .



















The Journal 

• All business transactions are first recorded in a 
journal.  The journal is a chronological record 
of the business’s business transactions.

• The process of recording transactions in a 
journal (making journal entries) is called
journalizing.



The Journal
• Page 110 of your text shows you a sample 

general journal.
• Notice:

– how the date is set up
– how the debit is listed first and is flush with the left-hand margin
– how the credit it listed second and is indented several spaces 
– the explanation following the entry - don’t leave anything up to 

your memory
– how we skip a space between journal entries: this lends itself to 

readability
– the reference column.  We will refer to this later.



Ledger 




















































