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1 Types of Market (Perfect and Imperfect)

* Perfect Markets:

* Perfect Competition: In a perfectly competitive market, there are
many buyers and sellers who are price takers, meaning they have no
influence over the market price. The products sold are homogeneous
(identical), and there is free entry and exit of firms in the industry.
Additionally, there is perfect information available to all market
participants. Examples of industries that approximate perfect
competition include agricultural markets, certain financial markets,
and some online retail markets.



* Imperfect Markets:

e Monopoly: In a monopoly market, there is only one seller or
producer, and they have significant control over the market price.
Barriers to entry are high, and there are no close substitutes for the
product. Monopolies often arise due to exclusive ownership of
resources, patents, or government regulations. Utilities like water and
electricity distribution often exhibit monopolistic characteristics.

 Oligopoly: An oligopoly market is characterized by a small number of
large firms dominating the market. These firms have significant
market power and may engage in strategic behavior such as price
collusion or non-price competition. Entry barriers are usually high.
Examples include industries like automobile manufacturing, airline
services, and telecommunications.



* Monopolistic Competition: Monopolistic competition is a market structure
characterized by a large number of sellers producing differentiated
products. Each firm has some degree of market power due to product
differentiation, branding, or marketing efforts. However, there is still some
level of competition, and firms can enter and exit the industry relatively
easily. Examples include restaurants, clothing brands, and consumer
electronics.

* Monopsony: A monopsony market exists when there is only one buyer in a
market with many sellers. This situation gives the buyer significant power
to influence prices and terms of trade. Monopsonies can occur in labor
markets, where a single large employer dominates the hiring in a particular
industry or region.

* Oligopsony: An oligopsony market is similar to a monopsony but involves a
small number of buyers dominating the market. Oligopsonies can lead to
reduced competition among suppliers and potentially lower prices paid to
producers. Examples include agricultural markets where a few large food
processing companies dominate purchasing from farmers.



2 Kinked Demand Curve and Cartels

* A kinked demand curve takes place
when the demand curve is not a
straight line but has a different
elasticity for higher and lower prices.
One of the examples of a kinked
demand curve is the model for an
oligopoly, which suggests that prices
are inflexible.

* The segment above the
prevailing price level is highly elastic.

* The segment below the prevailing
price level is inelastic.

Fig. 1 : Kinked Demand Curve under oligopoly




Cartels

e Cartels are agreements between competing firms to coordinate their
actions, often to control prices, limit competition, and maximize
profits. They are considered illegal in many countries due to their
anti-competitive nature and negative impact on consumers. However,
despite being illegal, cartels can still form and operate covertly in
some industries. Here's a closer look at cartels in the economy,
particularly in pricing:



Characteristics of Cartels:

* Price Fixing: Cartels typically engage in price-fixing, where member firms
aﬁree to set prices at a certain level or to follow a common pricing strategy.
This eliminates price competition among cartel members, allowing them to
maintain higher prices and increase their profits.

* Market Allocation: Cartels may also allocate markets among their
members, dividing territories or customer segments to avoid direct
competition with each other. This allows cartel members to operate
without fear of losing customers to rivals.

e Output Restrictions: In addition to fixing prices, cartels often agree to limit
the quantity of goods or services they produce or sell. By restricting
output, cartel members can create artificial scarcity in the market, further
driving up prices and maximizing profits.

* Collusive Behavior: Cartels rely on collusive behavior among competing
firms, often facilitated through secret agreements, meetings, or
communications. These agreements may involve sharing sensitive
information about prices, production levels, or market strategies.
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3 Inflation: Types and Causes and Control Measure

Inflation refers to the sustained increase in the general price level of goods and
services in an economy over a period of time. It erodes the purchasing power of
money, leading to a decrease in the real value of currency. Inflation can have
various types, causes, and measures for control. Here's an overview:

Types of Inflation:

Demand-Pull Inflation: This type of inflation occurs when aggregate demand in
the economy exceeds aggregate supply, leading to upward pressure on prices. It
typically occurs during periods of strong economic growth, increased consumer
spending, or expansionary monetary policies.

Cost-Push Inflation: Cost-push inflation results from an increase in the cost of
production, such as rising wages, higher raw material prices, or increased taxes.
These cost increases are passed on to consumers in the form of higher prices,
leading to inflationary pressures.

Built-In Inflation (Wage-Price Spiral): Built-in inflation occurs when workers
demand higher wages to keep UE with rising prices, leading to increased
production costs for businesses. As businesses raise prices to cover higher labor
costs, workers demand further wage increases, perpetuating a cycle of inflation.



Causes of Inflation:

* Demand-Side Factors: These factors include strong consumer
demand, increased government spending, expansionary monetary
policies (such as lowering interest rates or increasing the money
supply), or expectations of future price increases.

e Supply-Side Factors: Supply-side factors, such as disruptions in
production, shortages of key inputs or raw materials, adverse weather
conditions affecting agricultural output, or geopolitical conflicts, can
lead to cost-push inflation by reducing aggregate supply.

e Structural Factors: Structural factors, such as changes in market
structure, globalization, technological advancements, or regulatory
policies, can also influence inflationary pressures over the long term.



Control Measures for Inflation:

Monetary Policy: Central banks use monetary policy tools, such as
adjusting interest rates, open market operations, or reserve requirements,
to influence the money supply and control inflationary pressures.

Fiscal Policy: Governments can implement fiscal measures, such as
reducing government spending, increasing taxes, or adopting
contractionary fiscal policies, to curb inflationary pressures by reducing
aggregate demand.

Supply-Side Policies: Supply-side measures, such as investing in
infrastructure, promoting technological innovation, improving productivity,
or removing supﬁly constraints, can help increase aggregate supply and
alleviate cost-push inflation.

Wage and Price Controls: Governments may implement wage and price
controls to directly limit the increase in wages and prices. However, these
measures are often temporary and can have unintended consequences,
such as distortions in market signals and reduced economic efficiency.



4 Circular flows in the economy

* The circular flow of income and expenditure is a fundamental concept
in economics that illustrates the flow of goods, services, and money
between households and firms in an economy. It demonstrates how
income is generated, spent, and redistributed within the economy.
The circular flow model typically involves two main sectors: the
household sector and the business sector.



 Components of the Circular Flow Model:

* Households: Households are the primary consumers of goods and services
in the economy. They own factors of production, such as labor, land, and
capital, which they supply to firms in exchange for income.

* Firms: Firms are businesses that produce goods and services using factors
of production obtained from households. They sell these goods and
services to households and other firms in exchange for revenue.

* Product Market: The product market is where goods and services are
bought and sold between households and firms. Households purchase
goods and services from firms, while firms sell their output to households.

e Factor Market: The factor market is where factors of production (such as
labor, land, and capital) are bought and sold between households and
firms. Firms purchase factors of production from households, which they
use to produce goods and services.



* Leakages and Injections:

* Leakages: Leakages occur when income earned by households is not
immediately spent on goods and services in the product market.
Examples include saving, taxes, and imports.

* Injections: Injections occur when income is added to the circular flow
of income and expenditure. Examples include investment,
government spending, and exports.
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5 Various Methods of Measurement of
National Income

* National income is a measure of the total value of goods and services
produced within a country's borders over a specific period, usually a
year. Various methods are used to measure national income, each
providing insights into different aspects of economic activity. Here are
some of the key methods of measuring national income:
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6 Micro Economics and Macro Economics
and its Relevance in Business Decisions

* Scope of Analysis:

* Microeconomics: Microeconomics examines the behavior of individual economic
units, such as households, firms, and industries. It analyzes how these units make
decisions regardm_g the allocation of resources, production, pricing, and consumption
of goods and services.

* Macroeconomics: Macroeconomics looks at the economy as a whole. It focuses on

aggregate measures such as national income, unemployment rates, inflation, and
economic growth. Macroeconomics investigates the broader economic phenomena

that affect entire nations or regions.

* Units of Analysis:

* Microeconomics: Microeconomics deals with the actions and interactions of
individual economic agents, such as consumers, producers, and resource owners. It
examines how these agents respond to changes in prices, incomes, and incentives.

e Macroeconomics: I\/IacToecono ics . studies the overall He avior T e,conomic
aggregates, such as total output (GDP), total employment, and the overall price level.

It looks at the economy-wide phenomena and aggregates across different sectors.



* Focus of Analysis:

* Microeconomics: Microeconomics focuses on specific markets and industries,
analyzing factors such as supply and demand, market structures (e.g., perfect
competition, monopoly), pricing mechanisms, and resource allocation within these
markets.

* Macroeconomics: Macroeconomics concentrates on broader economic issues and
policies, including aggregate demand and supply, inflation, unemployment, fiscal
policy (government spending and taxation), monetary policy (central bank actions),
international trade, and economic growth.

* Policy Implications:
* Microeconomics: Microeconomic analysis informs policies aimed at improving
efficiency and equity within specific markets or industries. It provides insights into

how government interventions, such as regulations or taxes, can impact market
outcomes.

* Macroeconomics: Macroeconomic analysis guides policies designed to stabilize the
overall economy and promote sustainable growth. It informs decisions regarding
monetary policy, fiscal policy, and other macroeconomic interventions aimed at
achieving full employment, price stability, and economic stability.



 Relevance in Business Decisions

* Pricing strategies: Economics analysis informs optimal pricing decisions by
considering demand elasticity, production costs, and competitor pricing.

* Cost management: Businesses utilize economic principles to minimize costs
through strategies such as economies of scale, cost-benefit analysis, and
marginal analysis.

* Market forecasting: Economics analysis helps predict market trends and
demand fluctuations by analyzing macroeconomic indicators like GDP
growth and inflation rates.

* Investment decisions: Firms evaluate investment opportunities usin
economic tools like net present value analysis to assess profitability an
feasibility.

* Regulatory compliance: Economics analysis aids businesses in
understanding the economic implications of government regulations and
policies, enabling them to adapt strategies accordingly.



/ Cardinal Utility and Ordinal Utility

e Cardinal utility and ordinal utility are two different approaches in the
theory of consumer behavior within microeconomics:

e Cardinal Utility:

e Cardinal utility theory suggests that utility, or the satisfaction derived from
consuming a good or service, can be measured numerically and compared
across individuals or goods.

e According to this theory, consumers can assign precise numerical values to
the satisfaction they derive from consuming different goods or services.

* This approach implies that utility can be quantified and treated as a
meaningful and comparable metric, allowing for precise utility comparisons
and calculations.

* However, the concept of cardinal utility has faced criticism due to the
difficulty in accurately measuring and comparing subjective levels of
satisfaction among individuals.



* Ordinal Utility:
* Ordinal utility theory, in contrast, argues that while individuals can

rank their preferences for different goods and services, they
cannot assign precise numerical values to utility.

e According to this theory, utility can only be ranked in terms of
preferences - that is, consumers can indicate whether they prefer
one option over another, but they cannot quantify by how much.

* Ordinal utility theory focuses on the ordinal ranking of preferences
rather than on the cardinal measurement of utility.

e This approach is based on the assumption that while consumers
can make choices based on their preferences, they do not have the
ability to measure the absolute level of satisfaction or utility
derived from those choices.



8 Theory of demand analysis, Determinants of
Demand and types of Demand

* Demand is simply the quantity of a good or service that consumers
are willing and able to buy at a given price in a given time period.
People demand goods and services in an economy to satisfy their
wants, such as food, healthcare, clothing, entertainment, shelter, etc.

* The theory of demand is a fundamental concept in economics that
explains the relationship between the price of a good or service and
the quantity demanded by consumers. It is based on the law of
demand, which states that, all else being equal, as the price of a good
or service decreases, the quantity demanded increases, and vice
versa.



* Key components of the theory of demand include:

* Law of Demand: The law of demand describes the inverse relationship
between price and quantity demanded. When the price of a good or
service decreases, consumers are generally willing and able to purchase
more of it, and when the price increases, they tend to buy less.

* Demand Curve: The demand curve illustrates the relationship between
price and quantity demanded for a particular good or service. It slopes
downwards from left to right, indicating that as price decreases,
guantity demanded increases, and vice versa.



 Elasticity of Demand: Elasticity measures the responsiveness of

guantity demanded to changes in price. If demand is elastic, a small
change in price leads to a relatively large change in quantity
demanded. If demand is inelastic, quantity demanded changes
minimally in response to price changes.

* Demand Schedule: A demand schedule is a table that shows the
relationship between price and quantity demanded for a good or
service at different price levels. It is used to construct the demand
curve.



* Determinants of Demand: Factors other than price that influence
demand include:

* Income: Changes in consumer income affect purchasing power and therefore
demand for goods. Normal goods experience an increase in demand as
income rises, while inferior goods see a decrease.

* Prices of Related Goods: Substitutes and complements impact demand. A
decrease in the price of a substitute increases demand, while a decrease in
the price of a complement decreases demand.

e Tastes and Preferences: Changes in consumer preferences can lead to shifts in
demand for certain goods or services.

* Expectations: Future expectations about prices or income levels can influence
current demand.

* Number of Buyers: An increase or decrease in the number of consumers in
the market can affect overall demand.



Types of Demand

Price Demand: Price demand refers to the quantity of a good or service that
consumers are willing and able to purchase at different price levels. It follows the
law of demand, where as price decreases, quantity demanded increases, and vice
versa.

Income Demand: Income demand relates to changes in consumer purchasin

behavior in response to changes in income levels. For normal goods, deman

increases as income rises, while for inferior goods, demand decreases as income
increases.

Cross Demand: Cross demand, also known as cross-price elasticity of demand,
refers to the change in quantity demanded of one good in response to a change
in the price of another related good. If the price of a substitute increases,
demand for the original good may increase, while if the price of a complement
increases, demand for the original good may decrease.

Composite Demand: Composite demand occurs when a good has multiple uses
or serves more than one purpose. Changes in demand for one use of the good
can affect its availability or price for other uses. For example, corn can be used for
both animal feed and ethanol production, so changes in demand for ethanol can
impact the availability and price of corn for animal feed.



* Derived Demand: Derived demand refers to the demand for a good
or service that arises from the demand for another good or service.
For example, the demand for steel is derived from the demand for
automobiles and construction projects. Changes in the demand for
automobiles or construction can affect the demand for steel.

* Joint Demand: Joint demand occurs when two or more goods are
demanded together to satisfy a particular need or want. For example,
hot dogs and hot dog buns are often demanded together. An increase
in the demand for one may lead to an increase in demand for the
other.

* Seasonal Demand: Seasonal demand refers to fluctuations in demand
for goods or services due to seasonal factors such as weather,
holidays, or cultural events. For example, demand for winter clothing
increases during the colder months, and demand for gifts typically
rises during the holiday season.



9 Law of Demand and Expectation to the Law of Demand

* The Law of Demand is a fundamental principle in economics that describes the
inverse relationship between the price of a good or service and the quantity
demanded by consumers, all else being equal. It can be summarized as follows:

* "As the price of a good or service decreases, the quantity demanded increases,
gnd as the price of a good or service increases, the quantity demanded
ecreases."

e Key points about the Law of Demand include:

* Inverse Relationshics): The law states that there is a negative correlation between
Brlce and quantity demanded. When the price of a good falls, consumers tend to
uy more of it, and when the price rises, consumers tend to buy less of it.

e Ceteris Paribus Assumption: The Law of Demand assumes that all other factors
affecting demand, such as consumer income, preferences, prices of related
goods, and consumer expectations, remain constant. This allows economists to
isolate the effect of price changes on quantity demanded.

 Demand Curve: The Law of Demand is graphically represented by a downward-
sloping demand curve. This curve shows the relationship between the price of a
good and the quantity demanded by consumers at various price levels. It slopes
downwards from left to right, indicating that as price decreases, quantity
demanded increases, and vice versa.



* Expectation to the Law of Demand: While the Law of Demand
generally holds true under typical market conditions, there are
situations where expectations can lead to deviations from this law:

* Veblen Goods: These are luxury goods that have an upward sloping
demand curve due to their status-symbol nature. When the price of a
Veblen good increases, the demand may actually increase because
consumers perceive it as more desirable.

» Giffen Goods: Giffen goods are inferior goods for which demand
increases as the price rises. This is because the income effect
outweighs the substitution effect. For example, if the price of a staple
food like rice rises, lower-income consumers may buy more rice
because they can no longer afford more expensive alternatives.

* Anticipated Income Changes: If consumers expect their incomes to
increase in the future, they may increase their current consumption
of certain goods, even if prices remain constant or increase slightly.



10 Elasticity of Demand and its Measurement

* Elasticity of demand is a concept in economics that measures the
responsiveness of quantity demanded of a good or service to changes
in its price. It quantifies the degree to which consumers adjust their
purchasing behavior in response to changes in price.

* The price elasticity of demand is the response of the quantity
demanded to change in the price of a commodity. It is assumed that
the consumer’s income, tastes, and prices of all other goods are
steady. It is measured as a percentage change in the quantity
demanded divided by the percentage change in price. Therefore,



Measurement of Elasticity of Demand:

* Price Elasticity of Demand (PED):

Price elasticity of demand measures the percentage change in quantity
demanded of a good in response to a one percent change in its price. It is
calculated using the following formula:
=% Change in Quantity Demanded% Change in Price

PED=% Change in Price% Change in Quantity Demanded

If PED > 1, demand is elastic, indicating that a small change in price leads to a
relatively large change in quantity demanded.

If PED = 1, demand is unit elastic, meaning that the percentage change in
guantity demanded is equal to the percentage change in price.

If PED < 1, demand is inelastic, implying that quantity demanded changes
proportionately less than the change in price.
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Income Elasticity of Demand (YED):

* Income elasticity of demand measures the percentage change in
guantity demanded of a good in response to a one percent change in
consumer income. It is calculated wusing the formula:
=% Change in Quantity Demanded% Change in Income

* YED=% Change in Income% Change in Quantity Demanded

* If YED > 1, the good is considered a luxury good, indicating that
demand increases more than proportionately with an increase in
Income.

* If YED < 1, the good is considered a necessity, suggesting that demand
increases less than proportionately with an increase in income.



Income Elasticity of Demand

A measure of how demand for a product
changes when people’'s incomes change

Income Elasticity of Demand - 3 Types
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Cross-Price Elasticity of Demand (XED):

* Cross-price elasticity of demand measures the percentage change in quantity
demanded of one good in response to a one percent change in the price of
another related good. It is calculated wusing the formula:
=% Change in Quantity Demanded of Good A% Change in Price of Good B

* XED=% Change in Price of Good B% Change in Quantity Demanded of Good A

* |f XED > 0O, the goods are substitutes, indicating that an increase in the price
of one good leads to an increase in the quantity demanded of the other.

* |f XED < O, the goods are complements, suggesting that an increase in the
price of one good leads to a decrease in the quantity demanded of the other



11 Law of Supply and Supply Elasticity

* The law of supply says that a higher price will lead producers to
supply a higher quantity to the market. Because businesses seek to
increase revenue, when they expect to receive a higher price for
something, they will produce more of it.

* The law of supply is a fundamental principle in economics that
describes the relationship between the price of a good or service and
the quantity supplied by producers. It states that, all else being equal,
as the price of a good or service increases, the quantity supplied by
producers will also increase, and vice versa.

* In other words, when the price of a product rises, producers are
incentivized to supply more of that product to the market to
maximize their profits. Conversely, when the price falls, producers
may reduce the quantity supplied because it becomes less profitable
to produce.



Supply Elasticity

* The four basic laws of supply and demand are: If supply increases and
demand stays the same, prices will fall. If supply remains constant and
demand decreases, prices will fall. If supply decreases and demand
stays the same, prices will rise. If supply remains constant and
demand increases, prices will rise

» According to the law of supply, the higher
the price, the larger the quantity produced.

Price Supply ' Supply

Quantity

As price Quantity supplied falls

increases supplied
increases




12 Demand Forecasting: Significance and Methods

* Demand forecasting is a crucial aspect of business planning and
management, as it helps organizations predict future customer
demand for their products or services. By accurately forecasting
demand, businesses can make informed decisions regarding
production, inventory management, pricing strategies, and resource
allocation. Here's a breakdown of the significance of demand
forecasting and some commonly used methods:



Significance of Demand Forecasting:

 Optimized Production Planning: Demand forecasting enables
companies to plan their production schedules more efficiently. By
predicting future demand, they can adjust their production levels to
meet customer needs while minimizing excess inventory or stockouts.

* Inventory Management: Accurate demand forecasts help in
maintaining optimal inventory levels. This prevents overstocking,
which ties up capital and storage space, as well as stockouts, which
can lead to lost sales and dissatisfied customers.

* Resource Allocation: Businesses can allocate resources such as raw
materials, labor, and machinery more effectively based on demand
forecasts. This prevents resource wastage and ensures that resources
are utilized efficiently to meet customer demand.



* Budgeting and Financial Planning: Demand forecasting assists in
budgeting and financial planning by providing insights into expected
sales revenues and expenses. It helps organizations set realistic sales
targets and allocate budgets accordingly.

* Marketing and Sales Strategies: Understanding future demand allows
companies to develop targeted marketing and sales strategies. They
can focus their efforts on promoting products or services that are
expected to be in high demand, thereby maximizing sales and
profitability.

* Supply Chain Management: Demand forecasts play a vital role in
supply chain management by facilitating coordination between
suppliers, manufacturers, distributors, and retailers. This helps in
streamlining the supply chain and reducing lead times.



Methods of Demand Forecasting

* Qualitative Methods: These methods rely on expert judgment,
market research, surveys, and consumer feedback to forecast
demand. Examples include Delphi method, market research, expert
opinion, and consumer surveys.

* Time Series Analysis: Time series analysis involves analyzing historical
data to identify patterns and trends in demand over time. Techniques
such as moving averages, exponential smoothing, and trend analysis
are commonly used in this method.

* Causal Methods: Causal methods establish relationships between

demand and factors influencing it, such as price, income,
demographics, and marketing efforts. Regression analysis and
econometric modeling are typical techniques used in causal
forecasting.



* Simulation and Scenario Analysis: Simulation and scenario analysis
involve creating models that simulate different scenarios and their
potential impact on demand. This method helps businesses prepare
for various future possibilities and uncertainties.

* Machine Learning and Artificial Intelligence: With advancements in
technology, machine learning algorithms and artificial intelligence are
increasingly being used for demand forecasting. These techniques
analyze large datasets and identify complex patterns to make
accurate predictions.

 Composite Methods: Composite methods combine two or more
forecasting techniques to improve accuracy. For example, combining
gualitative and quantitative methods or using a combination of
statistical models and expert judgment.



13 Diminishing Marginal Return (Diminishing
marginal Return in Production)

* Diminishing marginal returns is a concept in economics that describes
the situation where the addition of one more unit of a variable input,
while holding all other inputs constant, leads to a decrease in the
marginal output or marginal product. In simpler terms, it means that
as you increase the quantity of one input (such as labor or capital) in
the production process, after a certain point, the increase in output
becomes smaller and smaller, and eventually may even start to
decline.
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* Law of Diminishing Marginal Returns: This principle is often referred
to as the "law" of diminishing marginal returns. It states that as more
units of a variable input are added to fixed inputs, the marginal
product of the variable input will eventually decline.

* Fixed and Variable Inputs: In the short run, some inputs are typically
fixed, such as factory space or specialized equipment, while others
are variable, such as labor or raw materials. The law of diminishing
marginal returns applies to changes in variable inputs while holding
fixed inputs constant.

 Example: For instance, consider a bakery with a fixed amount of oven
space (a fixed input) and varying amounts of labor (a variable input).
Initially, adding more bakers may increase the output of baked goods
significantly. However, there comes a point where adding more bakers
without increasing oven space could lead to less efficient use of the
available resources. Too many bakers might crowd the kitchen,
causing inefficiencies or delays, thus reducing the marginal product of
each additional baker.



14 Cost Concept and Analysis: Costs, Types
of costs

e Cost concepts and analysis are fundamental components of
economics and business management. Costs refer to the
expenditures incurred in the production of goods or services.
Understanding different types of costs is essential for decision-
making, pricing strategies, and overall financial management. Here's
an overview of cost concepts and types of costs:



* Explicit Costs: These are tangible, out-of-pocket expenses incurred by
a firm, such as wages, rent, raw materials, utilities, and advertising.

* Implicit Costs: Implicit costs represent the opportunity costs of using
resources owned by the firm rather than selling or renting them out.
It includes the foregone income or benefits from alternative uses of
resources, such as the owner's time, the interest on invested capital,
or the rental value of owned property.

* Fixed Costs: Fixed costs are expenses that do not vary with the level
of output or production in the short run. These costs remain constant
regardless of changes in production volume, such as rent, insurance
premiums, and salaries of permanent staff.

e Variable Costs: Variable costs are expenses that vary proportionally
with the level of output or production. Examples include raw
materials, direct labor, and utilities. Variable costs increase as
production levels rise and decrease as production levels fall.



e Total Costs: Total costs are the sum of fixed costs and variable costs
incurred by a firm in a given period.

* Average Costs: Average costs are calculated by dividing total costs by the
quantity of output produced. Average costs include average total cost
(ATC), average variable cost (AVC), and average fixed cost (AFC).

 Marginal Costs: Marginal costs represent the additional cost incurred by
producing one more unit of output. It is calculated as the change in total
costs divided by the change in quantity produced.

* Direct Costs: Direct costs are expenses directly attributable to a specific
product, project, or activity. These costs can be easily traced to the product
or activity and include materials, labor, and other resources directly used in
production.

* Indirect Costs (Overhead): Indirect costs are expenses that cannot be
directly traced to a specific product or activity but are incurred for the
overall operation of the business. Examples include rent, utilities,
depreciation, and administrative salaries.



e Sunk Costs: Sunk costs are expenses that have already been incurred and
cannot be recovered or changed by any current or future action. In
decision-making, sunk costs should be disregarded because they are
irrelevant to future choices.

* Opportunity Costs: Opportunity costs represent the value of the next best
alternative forgone when a decision is made. It reflects the benefits that
could have been gained from choosing an alternative course of action.

e Controllable Costs: Controllable costs are expenses that can be influenced
or controlled by management decisions and actions. These costs can be

managed or adjusted in response to changes in business operations or
external factors.

* Non-controllable Costs: Non-controllable costs are expenses that cannot
be influenced or controlled by the decisions and actions of a specific
manager or department. Examples include centrally determined corporate
overhead costs or uncontrollable external factors like inflation.



