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Sales and Marketing Management

31.1. INTRODUCTION
— Business functions can be broadly divied into three areas, namely
() Finance,
(#) Production, and
(iii) Sales.
— Sales function is a very vital phase of the business.

— Actually, themajor probleri of today's business is not thatof production but it is that of sale. With
the immense competition at every step of marketing, the problem of sales has outstripped the
problem of production.

31.2. SALES MANAGEMENT

— Sales Management is the term applied to the process of distributing goods from the producer to
the vltimate user. It consists of advertising and selling, storing, ransporting and handling and
financing or ri ng.

— The threebi blems which seem to be attached with Sales Management are,

() Mana

(c) Training of sales force.

31.3. SALES (MARKETING) ORG
— The actual organization of the®gles orfles department is largely determined
(1) by function;

(2) by area,
(3) by product group;
(4) by customer category and end-user category.
1. Functional Organization
— The functional orgauization ( Fig, 31.1) is usual for the s
limited range of related products.

- Functional organization has various functional (marketing)
ing to a sales or a marketing director.

- Functional organization has the advantage of administrative simplicity.
—  Functional organization suffers from certain disadvantages such as
(a) Inadequatedetailed planning for specific products and markets, since no body is assigned full
responsibilty for any product or market.
(b) Products that are not favourites with various functional specialists tend to get neglected.

| or me@ium sized company with a

rtments or specialists report-
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Advertising and Sales Sales Marketing Research Export
Promotion Manager Manager Manager Manager

Fig. 31.1. Functional Organization.
2. Arca Based Organization
The area based organization (Fig. 31.2) is one of the more common Ones in use for concerns with

arelatively limited range of products requiringselling and distribution to be ona moreor less nationwide
scaie through many outlets.

Markctix} g Director
i I | i
Marketing Services  Sales Manager Sales l\|/lanager‘ Sales Manager!  Sales Manager!
Manager (North) (South) (East) (West)

| I |
Advertisingand  Information, Market
Sales Promotion etc. Research

Sales Office Manager
Distribution Manager
— Field Sales Manager
Depot Manager

Fig. 31.2. Area Based Organization.

ization
organization (Fig. 31.3) is employed when there is a wide range of relatively

groups which require different selling methods and the company sales forces
‘ ‘3 cular market and technical knowledge.

Marketi|ng Director
I [ b
Marketing Services SajCs Man Sales Manager Sales Manager
Manager Prod Product-Y Product-Z
Agent Salesmen Sales Representatives

Fig. 31.3. roduct Group Qrganization.

4. End Use and Customer Class Sales Organization

— Ifan enterprise is selling a substantial range ofproduc
different uses, the selling operations are split up by

— Separate sales forces are necessary.

— However, marketing services mayeither be kept centra
division of the selling operations.

~  Fig.31.4shows the end use sales organizationand Fig. 31.5 the customer class sales organization.

issimilar types of customers or for
tomer or end use.

ragainsplitupas per the particular

1. Sales Managers, South, East and West have similar sub-organizations as that of Sales Manager (North).
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Marketing Director
I
Marketiné Services Manager General Sales hlrlana ger
[ [
Sales Manager Sales Manager

(Mechanical) Engineering (Civil Engineering)

Sales Manager Sales Manager .
(Electrical Engineering)  (Chemical Engineering)

Fig. 31.4. End use sales organization.

Marketing Director
| | i
Marketing Services Manager General Sales l\Jlanager
| l
Sales Manager Sales N{anagcr Sales Manager
(Oil Companies) (Chemical Companies) (Metal Working Companies)

Fig. 31.5. Customer class sales organisation.

— Fig. 31.6 shows a general organization of the sales department of an engineering company.

314. FUNCTIONS OF SALES DEPARTMENT
(?) Analysing markets thoroughly.
(#) Studying consumer’s psychology and demand.
(¢2i) Studying th itions existing in competitive firms.
(iv) Studyingithe tharket fluctuations.
(v) Preparing &
(vi) Assisting in thed marketing plan.
(vii) Preparing the salés:bidgets the marketing plan.
(viit) Deciding on the distribugfon poligh, methods and network.
(ix) Planning of the advertising
(x) Ensuring suitable packing of
(xi) Creating communications network for thediepartment.
(i) Develo'ping systems for sales reporting and statisti
(wit) Providing technical advisory and other services to t

(xiv) Determining sales staff requirements and handli
tion of sales staff.

(xv) To explore newer markets for selling the company predu

(xvi) Ensuring effective coordination with production and | departments.

(xvii) Striving continuously to lower selling costs, to expand sales and to improve the product for its
wider acceptability.
31.5. DUTIES OF SALES MANAGER

A good idea of the duties of Sales Manager can be had from the section 31.4.
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31.6. DUTIES OF SALESMAN (SALES ENGINEER)

— The distinction between a salesman and a manager of a market area is important ; it is the
difference between viewing salesmen as employees or as members of management.

— Asalesman’s job may be seen as that of managing a market area or the salesman may be looked
upon as an order taker.

— In general, a salesman may perform as many as five different activities such as :

Sales (or Marketing)
Department
l ‘ I |
Marketing Research Sa#es Service __ Packin g Warehouse
—Intelligence ‘ ‘ [
—Forecasting |Home Sales  Foreign Sales
—Statistics | Sales Correspondence
—Contracts
—Representatives | |
Servicing Spare parts
Advertising 1 ] Consultancy
—Exhibition  Contracts Representatives
—Press
—Radio & T.V.

—House Publications

Fig. 31.6. Sales Organisation of a Company.

4.
expediting delivery,
5. Collecting Information, i.
findings to the company.
31.7. THE SELLING CONCEPT VERSU. G CONCEPT
— The Selling Concept
Theselling concept is a managementorientation thagassuities that consumers will normally not buy
enough of the company’s products unless they are appfoache substantial selling and promotion
effort.
— The Marketing Concept

The marketing concept is a management orientation that’holds that the key task of the organ-
isation is to determine the needs, wants, and values of a target market and to adopt the organ-
isation to deliver the desired satisfaction more effectively and efficiently than its competitors.

- Theselling concept and the marketing concept are generally confused by many businessmen and
by the public. The two orientations distinctly differ from each other (Fig. 31.7) for example :
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(i) - Selling focuses on the needs of the seller whereas marketing focuses on the needs of the buyer.

Prod ' e .
1 ucts Selling and Profits through The selling
. promotion sales volume concept
FOCUS MEANS END
I
] Customer Inregrat.ed Profits through The marketing
needs marketing customer satisfactions concept

Fig. 31.7. Contrast between the sales concept and marketing concept.

(if) Selling is preoccupied with the seller’s need to convert his products into cash, whereas

marketing lays emphasis on satisfying the needs of the customer by means of the product.

Marketing tries to know and understand the customer as well as the product or service that
fits him and sells itself; marketing results in a customer who is ready to buy himself.

(i) Actually, Marketing is another name for selling, with the inference that it is a rather long-

haired method.

(iv) Marketing is a more expensive way of selling.

31.8. MARKETING, DEFINITION, PRINCIPLE AND FUNCTIONS
31.8.1. Introduction

There are need markets, produc
The size of the market depends upo

Marketing has its origins in the fact that man is a creature of needs and wants. Needs and wants

create a stat. mfort in persons and they tend to get objects (i.e., products) those satisfy
these needs and wiants. For example in the months of summer, if in an area, ice is not freely
available 0gwhen ea nd to getdistasted in summer, persons feel discomfortand theysatisfy

their needs refrigerator.

The word marketing ived from Market which may be looked upon as an arena for
potential exchanges, Le. ¢ products can be exchanged by money or anythingelse, e.g.,
a political candidate offe ood government to a voter marker in exchange for their
votes,

aphic markets, geographic markets, etc.
e num rsons who have both
(/) aninterestin the product; and

(if) are willing to offer something (say money) in exchangiof the product.

31.8.2. Definition

The concept of markets leads to the concept of marketin

Marketing means working with markets, i.e., trying to Jctuali tential exchanges for the
purpose of satisfying human needs and wants.

Marketing, therefore, may be defined as human activity directed at satisfying needs and wants
through exchange processes ; examples of human needs and wants are food, watgr, clothing,
education and other services.

Marketingin its broad meaningincludes the policy, techniques and methods necessary for selling
and distribution. Without marketing function, goods and services cannot be sold.
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= Marketing is the total commercial and support activities of any enterprise to effect sales of
company end products or services.

— Marketinginvolves planning and execution of all aspects and activities pf aproduct sg astoexert
optimum influence on the consumer to result in maximum consumption at the optimum price
and therefore producing the maximum long term profit.

31.83. Principles
The five basic principles of sound marketing are described below :

1. Marketing must provide a means of classifying, assessing and integrating information relevant to
a business.

2. It must provide a sound base for thinking about and studying business problems and provide
‘methods to draw correct conclusions which form basis for action.

3. Marketing must be able to explain, predict and control the process it employs.

4. Marketing must use analytical methods such as O.R., Statistics, Computer Technology, etc., to
solve its problems.

5. Marketing should allow the derivation of a number of its principles adaptable to any particular
business.

31.8.4. Functions/Objectives
The functions, aims and objectives of marketing are :

(1) To give direction and purpose to the marketing division as a whole as well as to its various de-
partments.

(if) To place present activities in perspective.
(11f) To discipline various future activities.

jsation and the methods which will be required.

AND ITS FUNCTIONS

31.9.1. Concept
— The marketing management ¢

— Marketing management involves the integration o
gramme into a co-ordinated marketing mix. [t dem¢

establishment of a communications

activities necessary for the accom-
plishment of marketing missions.

— Marketing management concerns itself with the flo tion and resources through a
firm to the market place. Even the implementation arketing concept requires the
grouping of marketing activities and the designation of a top-level executive to integrate both
authority and responsibility.

— Marketing management is historically identified with the specialised job of dealing with the
customer mabdket for the end products or services of the company.
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31.9.2. Definition
— Marketing Management is the analysis, planning,

8.

O R A e

: - implementation and control of programmes
designed to bring about desired exchanges with target markets for the purpose of achieving
objectives of the organisation, Marketing Management relies heavily on designing the organiza-

tion's offering in terms of the target market's needs and desires and using effective pricing, com-

munication, and distribution to inform, motivate and service the market.

31.9.3. Functions

The broad functions of marketing management consist of the following :

Marketing Research,

Sales Forecasting,

Advertising,

Sales promotion,

Selling,

Handling of inquiries and orders from customers,
Packing, and

Servicing.

31.10. MARKETING RESEARCH
31.10.1. Concept and Definition

— Anindustrial enterprise, if, develops products for direct market application without having any

idea in advance of consumer acceptance of that product, takes quite a risk (if the product is
unaccepted).

onducted and used on a regular basis is just as valuable to the
cal Rgscarch and ensures the continued vitality of a business.

Market research may be de norganised approach which includes all research activities
involved in marketing prglems :

(i) gathering, recording and a thEwtility and marketability of the product;

(i) the natue of demand;

(i) the nature of competition;

(iv) the methods of marketing; and

(v) other aspects of movement of products from the st roduction to the point where they

get consumed.

Market research provides an effective sales forecast.
Market research promotes soundness of marketing decisions:
Marketing or Market rescarch gathers records and analysis affacts about problems relating to
the transfer and sale of goods and services from producer to consumer. Essentially it is designed
to discover not only how much the company can hope to sell, but where, to whom and how.

Some part of the research can be done right in the company’s own office through the use of its
recorded data, a form of market research known as sales analysis. This should provide

information on which products are selling best, in what markets, and to what type of customer.
It is very important that sales records be set up 10 yield this type of data in usable form.,
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(_)lhcrwmes ofinformation on marketsare the published statistics that giveanindication of |,
Size of the potential market in various localities. Government and consultants are valuapy,
Sources of this type of information.

31.102. Objectives of Marketing Research

=~ Market rescarch determines who and where the customer is; W
will he buy; where and how he will buy; and how much he will pay. _

~ Market research tells the future of existing products and the products yet to be introduced iy,
the market.

~  Market research measures sale trends and sales potential.

— Market research analysis distribution, econom ic trends, and pro

~ Market research determines advertising effectiveness, consumer rea

— Market research studies market potential and market share.

— Market research conducts demand and price studies.

—  Market research popularises the company products and makes them acceptable to the consum.
ers.

—  Market research keeps a business in touch with its markets.

— Market research explores new markets and helps developing new products.

— Market research safeguards the interests of the company against unforeseen changes in the
market.

—  Market research guides sales promotion efforts.

— Market research analysis user characteristics, attitudes, and opinions with particular eémphasis
on any shift in market composition or persona) preferences.

31.1 of Marketing Research

ajonymaiketing research activities are :

arket potential,

ket characteristics,

hat are his needs and wants; wh,,

fitability.
ction and dealer reactiop

Short and long range ing,
Studies of business tren
Establishment of sales quotas andderritories,
Testing of existing products,
Product mix studies,
. Acquisition studies,
Studies of advertisement effectiveness,
Media research,
Pricing studies,
Plant and warehouse location studies,
Packaging research, and
17. Distribution channel studies, etc.
31.104. Market Research Procedure _
1. Define the problem clearly. 1

D OO0 =1 ON thh B W R e
g
=
=
=
px
-]
=
E

P e e ek ek e e
RTINS
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2. Develop a clear set of research objectives.

3. Supervise or subcontract the task of

etc. collecting the data from existing and would be consumers,

4. Extract meaningful information from the collected data.
5. Prepare a report presenting the maj
31.10.5. Market Research Techniques
Some of the techniques used by i i
persons engaged in market resea

of Mixket Research Pr ] a1 sl :g g rch for collecting the data [refer(3)

1. Desk research

The data is collected from the information
government agencies, trade associations, etc, Desk

(a) Sales analysis, i.e. past sales,
order size, etc.

(b) Correlation studies, concerned with finding the relationship between two or more variables, e.g,
number of new cars produced and number of car batteries sold.

(¢) Ratios, such as stock-
(earnings/capital) etc.

2. Postal Questionnaire

Carefully prepared questionnaires, consisting of questions —short, specific and statistical or open-
minded are posted to a selected sample of respondents for collecting specific data from them.

3. Telephone interviews

Telephone interviews are conducted ata personal level with a selected sample of people for collect-
ing their views.

4. Personal Interylews

Personal intgrvicyys ale conducted on a simple question and answer basis. Such interviews give best
results with greatey reliabilitys

5. Observationai Mgtiod

The marketing rescarch personiigl silently observe others and collect the desired information, e.g.,
by standing outside or in a wilie shopgine brands more frequently purchased can be found out.

6. Statistical Methods

— Statistical methods make use £t large\precollected data and logically conclude the market
investigations.

— Bar chart, histogram, frequency\polygongiréguency distribution curve and the concepts of
average, median, and standard deviatios'nelp serve the purpose.

(Refer Chapter number 8 for details).

31.11. SALES FORECASTING
31.11.1. Introduction and Importance

— Forecasting is essentially the art of anticipating what puyers ar¢ likely to do under a given set of
conditions.

— Themarket research conducted bya firm plus the analyses Sicurrent sales experienceand trends,
form the basis for the construction of a sales forecast, _

— Thesales forecast is acommitement on the part of thesales department and each of its divisions
of the expected sales likely to be achieved in a given period at stated prices.

— Sales forecasting shoyld be very accurate because production afid stock holding plans and the
whole train of events following from these are based on them.

or findings and recommendations coming from the study.

published by the company or outside sources, e.g.
research is done on :

fluctuations sales and promotional expenditures, economics of

turn (the relationship between sales and stocks), profit per rupee invested
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27.1. INTRODUCTION

(a) Cost \

Cost may be defined as th
10, a given thing.

The word cost is rarely used independently;
goods produced, etc.

¢ amount of expenditure (actual or notional) incurred on, or attributap)e

it is always reiated to a particular thing, e.g. number of

(b) Accounting

Accounting may be defi
manner so as to show

— the true state of affairs of a business at @ particular instant of time, ana

—  the deficiency or surplus which has accrued during a specific time period.

Accounting uses words and figures 10 communicate the transactions which have been entered ingq,

ned as the art and science of recording business transactions in a methodicy)

(c) Cost Accounting (or Costing) and Need for it
uently looked upon as the operation of calculating the cost of an article (for sale)
its selling price.

techniques and processes of ascertaining costs of given things or items

— Costin

— Costing i

(i) classifying, gan ropriateallocar .of expenditure for the determination of the cosg
of products or services;

(if) the relation of thesScosts |

s values; and

—  Costing or cost accountin internal affairs of a business. [t attempts to show the
results of the operations carried ou hasises throughout the measurement and achieve-
ment of efficiency.

— Through costing, the costs are ascertained by

(i) predetermined standdrds, combined with subgcquent
dards and the actual cost incurred; or

(if) historically, that is, after they have been incurre

(iif) the use of marginal methods of presentation for el
between variable and fixed costs. :

alysis of variances between those stan-

1) or (i), involving the differentiation

Cqsl acFounling may also be defined as the process of accounting for cost from the point at which
f:xpendlturg is incurred to the establishment of its ultimate relationship with cost centres (e.g., a location,
item of equipment, person, elc.) and cost units (e.g, a unit or quantity of product service, etc.).

—  The cost accounting becomes the basis of cost control systems and budgerry control plans (refer
chapter No. 28).
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Cost control and budgetary control are both essential because they permit management to plan
ahcad and to know when to make changes in order to fulfill the planrelated to the operation of a modern
industrial unit.

—  Cost accounting is necessary because it provides information for,
(i) Determining, classifying and analysing the cost and income of a business enterpr ise.
(i) Determining the prices 1o be quoted to customers.
(1ir) Forming basis for managerial decisions that have to do with,
(@) Make or Buy (decision).
(b) To introduce a new product or to drop an existing onc.
(c) To sell products in some more territories or to drop some prescnt ones.
(iv) Cost control through accumulation and utilisation of cost data.
(v) Profitability of products.
(vi) Budgeting (Planning, co-ordination and control through budgets).
(vif) Standard costing,
(viif) Continuation of business.
(x) Proper matching of costs with revenues.
(x) Control of materials and supplies.
(xi) Wages and overheads costs.
(xii) Establishing standards for measuring efficiency.
(xiir) Curtailment of losses due to seasonal conditions.
(xiv) Determining expansion and contraction policies (refer (iii) above).
(d) Cost Control, N ana importance

— Cost accquntiiig helps,control of expenditure or cost.

— Cost contr giency in use of material, machinery and labour.
— The profit makifig business is guided by the efficiency with which various costs are
controlled.

— Costs and accounts are classifi clear the nature of expenditure or cost. Cost control
works through a comparison ainst predetermined standards as regards material.
labour, etc.

— Cost control and hence cost reduction igfiiccessary in order 1o
(1) stand in competition in a specific product line;
(2) reduce the selling price of a product to broade rket.

27.2. ELEMENTS OF COST
— The costs of an industrial enterprise may be divided iflo three firinciple elements, namely :
1. Material.
2. Labour.
3. Expense.

1. Material cost
— Itis the cost of commodities supplied to an undertaking.
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= Itisof two types :

(a) Direct material cost.

(b) Indirect material cost.

(@) Direct matenal cost

_ e use is directly essential for the
—  Adirect material is onc which goes into a salable product orits USb'Irle)lrrTalth‘ rapeniuging
completion of that product, e.g.,a H.S.S. bit for making a turning t0OHIC i .

10 make alloy steels, _ _
ot materials is known as Direct material cost.

—  The amount paid for or the money spent on dirc
oduct and its cost becomes part of the

—  Since, direct material used can be traced to a specific pr 4 )
prime cost, the dircct material cost can be controlled ina positive way.
(b) Indirect material cost

— Anindirect material is onc which is necessary in the p
in the product itself, e.g., it does not become an integral part o
greascs, oils, sandpaper, elc.
—  The costs associated with indirect materials is called Indirect material cosL. . )
. indi ial for another,
The same material may be a direct material for onc producer and an indirect mater -
' P -while to identify a
Some direct materials are in certain cases, used so little that itis not worth wrl:] m:es e :ysu:ﬁ
charge them as direct materials. Nails, glue and sometimes paints, are 4 fev;'] cxss pies.
conditions, these materials are generally charged as indirect matcrials, or overneads.

roduction process but is not dircctly used
f the product, e.g., cotton waste,

2. Labour cost
. . - i . - » Ove
Itis the cost of remuneration (Wages, salaries, commissions, bonuses, €1C.) of the employees of a
concern oOr enterp, ike material cost , labour cost is also classified as

(a@) Direcglabaur cast.
(b) Indirecylab,
(@) Direct labor

’ st of labour that can be identified directly with the manufacture
of the product and allo  cost centres! or cost units’.

of such employees consti Ur Cosl.

— Direct labour cost may be apportion the'unit of cost or job either on the basis of time spent
byaworkeron thejob orasa price fi

(b) Indirect labour cost

— Itis that labour cost which cannot be allocate which can be apportioned to, or absorbed by,

COSt centres or cosl units,

— This is the cost of the labour that does not alter the

condition of the direct material but is necessary for ressive movement and handling of

the product to the point of despatch. Examples of Indirece or non-productive workers are :

maintenance men, helpers (in a machine shop or foundry), machine setters, supervisors and
foremen, etc,

1. Cost Centres : A person, location or an equipment (or i group ol these) for which costs may be ascertained and used for
the purposes of cost control.

2. Cost Unir : A unit or quantity of product. service or tme (or a combination of these) in relation 1o which costs may be
aseertained.
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3. Expense
— Itis a collective title which refers to all charges other than those incurred as direct result of em-
ploying workers or obtaining material.

— Expenses include the cost of services provided to an undertaking and the notional cost of the use
of owned assets.

— Expenses may be of two types :

(a) Direct expenses.

(b) Indirect expenses.

(a) Direct expenses

— Theseare the expenses which can be identified with, and allocated 10, cost centres or cost units.
— The following examples of direct expenses will clarify the idea :

(1) Couts ol specialiayats, designs of drawings produced for a specific job are the direct nses
of such a job, provided, pecific j expe

— layouts, designs or drawings are totally consumed on the job, or
— though they can be used again but there are hardly any chances of their being used again.

(2) Hire of special or single purpose machine tools or other equipments for completing a particular
Production order.

(b) Indirect expenses

— These are the expenses which cannot be allocated but which can be apportioned to, or absorbed
by, Cost centres Or cost units.

— Examples of indirect expenses are
Rent of the buildi
Insurance prergiu
Telephone bill,
(i) Fixed expenses

— Fixed cxpe_uscs are COsts tend to remain relatively constant regarciess of the volume

of production.

— Examples of fixed expenseS are,
* Taxes on land and building.
* Depreciation arising from time. }

* Rent.

(ii) Variable expenses
— Variable expenses are those which tend to vary dir the volume of production.
— Examples of variable expenses are,

* Royalties paid on a volume basis (as in case of gramophgfie records),

* Depreciation arising from use.

273. PRIME COST
Prime cost = Direct material cost.
+ Direct labour cost,
+ (Variable) direct expenses.
— Prime cost is limited in its use 10 the manufacturing division of a business concern.
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274. OVERHEADS

Indirect costs, Overheads, Oncost and Birden are synonymous (erms.
Overheads are all expenses other than direct expenses.

Overhead is defined as the cost of indirect material, indirect 12 _
expenses, including services, as cannot coveniently be charged direct to speci

The main groups into which overhead may be subdivided are

t labour and such other indirect
fic cost units.

{a) Production or manufacturing overhead, including services.
(b) Administration overhead.

(c) Selling overhead. =

(d) Distribution overhead.

(¢) R & D overhead.

(@) Production or manufacturing overhead

6. Sundry expenses such as tho

Itincludes allindirect expenses incurred by the concern from the receipt of the production order
until its completion, ie., it being ready for despatch (o the customer.

Typical manufacturing overhead costs are :

—Rent

Building expenses ——Insurance

—Repairs

— Heating and lighting

— Depreciation, etc.

[ Supervisors and foremen
Machine setters

General workers
Maintenance men

Shop clerk

op inspectors, elc.

, electric, pneumatic, hydraulic).
te, grease, clc.

Indizectlabo

* employment office,

* security,

* all forms of welfare,

* recreation and rest rooms, €lc.

(b) Administration overhead

Administration overhead consists of expenses incurrediadie direction, control and administra-
tion of an enterprises.

Administration overhead is the expense of providing a general management and clerical service.
Examples of administration overhead :

Office rent.

Salaries and wages of clerks,

Director’s, general manager’s [ees.
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Insurance.

Legal costs.

Rates and Taxes.
Postage and telephones.
Audit fces.

Bank charges, etc.

(c) Selling overhead

— Selling overhead consists of expenses in order to maintain and increase the volume of sales.

— Selling overhead covers all expenses direct or indirect which are necessary to persuade consum-
ers 10 buy,

— Examples of selling overhead :
* Adverusing.
* Salaries and commission of sales managers, travellers and agents
* Rent of sales-rooms and offices.
*Consumer service and service after sales, etc,

()] Distribution Overhcad

Distribu}ion overhead covers all expenses connected with transporting products 1o cusiomers
and storing them when necessary.

— Examples of distribution overhead :
* Warehouse charges.
* Costof tra goods thereto.
* Loading &nd
* Upkeep a

(¢) Research and Development ead
— Much depends upon the natur u service being produced.
— R & D overhead is proportional % the sizci)% D department.
27.5. FACTORY COST
Factory cost = Prime cost + Factory overhead
= Direct material cost
+ Direct labour cost

+ (Variable ) direct expenses
+ Factory overhead.

27.6. TOTAL COST
Total cost = Factory cost + Selling overhead
+ Distribution overhead
+ Administration overhead.
27.7. SELLING PRICE
Selling price of a product
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— Total cost + Profitor loss y
I i i ucl.
Fig. 27.1 shows the development of selling price of @ pr

Direct material cost -
Direct labour cost Prime cost
(Variable) direct expenses Factory cost  ——

Factory or
Production
overhcad )
Selling
el Total cost —
Distribution ——— '
overhead ' _
-~ Selling Price
Administration |
overhead —
Profit
or
Loss _‘

Fig. 27.1. Development of selling price of a product.

27.8. NATURE OF COST

rges.
* Depreciation, etc.
(b) Variable Cost
—  Variable costs tend to varyiirectly withWhe volume of output.
—  Examples of variable costs
* Direct productive labour.
* Direct materials.
* Direct expenses.

(c) Semivariable Costs
—  These costs are partly fixed and partly variable.
— Semivariable costs vary with changes in output but the variation is irregular.
—  Examples of semivariable costs

* Indirect hourly labour which varies more less with outputbut not in direct proportion to it, for
example, wages of maintenance men.

* Grease and oil.
* Water and cleclriciiy, elc.
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~Ycar 2 1‘2 « 150,000 = Rs. 40,000
~Year 3 % % 150,000 =Rs. 30,000.
-Year 4 ]% % 1.50,000 =Rs. 20,000.
~Year s L 150000 =Rs 10,000.

27.14. BREAKEVEN ANALYSIS

27.14.1. Concept of Breakeven Analysis
— Revenue and cost can be studied by directing attention to total revenue' and total Cos1,

Breakeven analysis implies that at some point in the operations, total revenue equals total cosy,
Basically, breakeven analysis is concerned with finding the point at which revenues and cosys

agree exactly—hence the term BREAKEVEN (point).

— The breakeven point is, therefore, the volume of output at which neither a profit is made nor 5
loss is incurred (Fig. 27.3).

— The breakeven analysis can be carried out algebraically or graphically.

'I 27.14.2. Importance and Scope of Breakeven Analysis
“ — Breakeven analysis helps solving the following types of problems :
(a) What volume of sales will be necessary 10 cover
(i) a reasonable return on capital employed;

(ir) pr ce and ordinary dividents; and
(ifi) 1
(b) Computing d revenues for all possible volumes of output to fix budgeted sales.
(c) Tofind t n article to give the desired profit.
(d) To determ iable cdst per unil.
(e) To compare a num s enterprises by arranging their earnings in order of magnitude,

— The breakeven point ca

Breakeven point VP o (14)

where F is fixed cost
V is variable cost per unit or total variabl¢"costs.

and P isselling price of each unit (or totaf'sales v be substituted, symbol §).
Example 27.20. The fixed costs for the year 1975-1876 are RA 8,00,000. Variable cost per unit is
Rs. 40, The estimated sales for the period are valued at 0, . Each unit sells at Rs. 200.

() Find the breakeven point.

(b) If Rs. 16,00,000 will be the likely sales turnover for the nextbudget period, calculate the estimated
contribution and profit.

(c) If a profit target of Rs. 6,00,000 has been budgeted, compute the turnover required.

1. Revenue is determined by the demand factors that atfect the quantity ol products (ltems) that can be sold at vanous prices.
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Definition

- A b_reake_ven chart is a graphical representation of the relationship between costs and revenue ar
a given Uime,

= 1t1s a graphic device to determine the breakeven point and profit potential under varying
conditions of output and costs.
Construction

Fig. 27.3 portrays a Breakeven chart.

Rupees —

or, Percentof copacily

@ : Angle of incidence.
Fig. 27.3. A Breakeven chart.

evemchart consists of an ordinate (y-axis) and an abscissa (x-axis). The ordinate
pees against which fixed costs, variable costs, and rupees of revenue can be

= br

'
fneasur - issa can be dimensioned in terms of the production volume, Le., number of
units prod

— Three lines marked 4 and ¢ can be noticed on the breakeven chart.

— Line ‘a’ is a fixed ixed charges do not change as a function of increased volume
of production.

— Line ‘b’ is an increasing ligear, mo ic function that increases with increasing volume of
production. It represents to hich result from the summation of fixed and variable costs,
The variable costs assigned to tif¢ productio
the fixed cost line and total costs line, Le,a’a

— Line ¢’ is the sales revenue linc. A linear
indicates that the price at whichanyquant
with volume of production.

This line indicates income at varying levels of outptg.or uction volume.

Interpretations and analysis of a Breakeven Chart
1. The breakeven point marking no profit no loss situation occurs for a given volume of production.

2. The cross-haiched area between the total cost line and revenue line on the left-hand side of the
breakeven point marks loss to the concern whereas the area between the same lines on the right-hand side
of the breakeven point represents profit (o the enterprise or concern.

ationship is utilized to describe revenue; which
ofth nbesold is fixed and does not change
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3. Profit appears only when more tha ini
n ' '
gt o o dminimum volume of Outputis reached. Profit incr

4. Profit margin as %
-1— Variable cost
Sales
Where, sales = Fixed costs + (Variabje costs

: . a5 a % sales) sales.
5. Effect of an increase in fixed costs [Fig. 274 (a)

27-3

€ases at

SR
.NTC
NBEP -~
N
" /" $
% o a
{ . ,f h
3 o <
| - - gep
f_'_ _________________ NFC
[ }
I 4
aur
a
(a) |
‘f
Q \ ¥
Fa
/.
J' tc
BEP - Breakeven point
NBEP - New breakeven
FC - Fixed cost
NFC - New fixed cost
TC - Total costs
NTC - New total costs
SR - Sales revenue
NSR - New sales revenue

Fig. 27.4. Effect of changing different parameters on breakeven chart.
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5. Effect of an increase in variable cost [Fig. 27.4 (b)).

—  Anincrease in - ariable cost and therefore in total costs, possibly owing to an increasc in labour
cost, would shift the BEP towards the right-hand side. This involves a decreasc in profit for the
same units of output. Therefore the management may think of going for some new labour saving
equipment to maintain its profits as before.

7. Effect of an increase in sales price [Fig. 27.4 (c)]. If the price of anarticle rises, a new sales revenue
will be drawn with a greater slope. This shifts the BEP towards the left-hand side and thus increases the
company profits for the same volume of output.

8. Effects of a decrease, in fixed cost, variable cost and sales price can be visualised in the same
manner as above by drawing separate brea keven charts as in Fig. 27.4.

— Margin of safety
(i) Margin of safety can be presented on the breakeven chart as the distance between BEP and the

output being produced (Fig. 27.3).
(if) 1f this d.stance is large, it indicates that profits will be there cven if there is a serious drop in

production.

(iii) If this distance is relatively small, it hints that profits will be reduced considerably even if there
is a small drop in productive capacity or sales.

(iv) Margin of safety may be expressed in monetary lerms orasa percenlage —— the margin of safety
in relation to total sales.

— Angle of incidence

(¥) This is the angle (8) at which sales revenue line cuts the total costs line (refer Fig. 27.3).

(ii) A large angle indicates that profits are being made at a high rate.

position.
Limitations o

1. Thebreake cult to determine in many instances because of the difficulty in properly
classifying costs as ei able and because market conditions may not remain constant over
the range of projected capaci

2. The breakeven char rt run analysis; it cannot be used for 8 or 10year projections
because of the difficulty of indi iables in each of the costs line on the chart.

3. The total cost line, repres le costs added to fixed costs, need not be straight line,

in actual fact, costs do not usually va
4. The straight line which representsgles revenue may also misrepresent the true facts.
5, The breakeven chart represents a static picture

6. Analysis of breakeven chart presents additiona
produces a variety of products.

Example27.21. The fixed costs for theyear 1975-76arfRs.
are valued at Rs. 200,000. The variable cost per unit for thesi
at Rs. 20, and the number of units involved coincides with t
Breakeven Chart.

(f) Determine the breakeven point.
(if) Above how many units, the company should produce in order (0 se¢k profit.
(¢i) Determine the profit earned at a turnover of Rs. 160,000.

roduct made is Rs. 4. [feach unitsells
ected volume of output, construct the
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51. INTRODUCTION TO PRODUCT DESIGN

— Itisessential to design a product before starting its manufacture.

- Theidea for new or improved products comes from many sources, such as
(a) Customer’s suggestions and complaints,
(b) R & D department.
(c) Other competitor products in the market.

— Whena new iflea has been conceived and then developed to the point at which it shows itself to
be both technically and commerciallyviable, it is considered as how the product should be made.

— Making of a new or modified product will require the services of the following departments of
a company.

(¢) Marketing,

(i) R&D,

(i) Design,

(iv) Manufactufe,

(v) Accoulits, a

(vi) Personn
Marketing gives advi t thends.
R&D devciops new pro

Design department modifics afid exte
consists of designers, engineers an

appcarance whereas functional design deals

Persons working in design department generaljffinvite repr
sales divisions 10 view the preliminary design and collect their ide
modification if any.

— Design personnels today make use of Work Study (refér Cha
Chapter 12) to systematically question the provisional desi
5.2 EFFECT OF DESIGN ON COST
= Product design decidedly influences the product cost.
= Acomplicated product design will associate high cost and vice versa.
= Product cost is made up of
(1) Direct labour cost,
(if) Direct material cost,
(iif) Direct expenses, and

ntatives from the manufacruring and
and comments for further design

d Value Engineering (refer
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(v) Indirect expenses.
(refer Chapter No. 27). ) )
— Product cost can be reduced if better mutual understanding g:;llsts betw;en the design depar,
ment and the manufacturing division. If lhcy mutually da.:lle 3 ;nda € use of the Exisung
equipment with a little additional tooling €tc it may be possible to reduce cost of the proq

2 uct,
— Product maybe redesigned to lower the productcostin order tocompete the market;; SOMetifeg
it may be at the cost of product quality.

~  Adcsignershould know the technology ofindustry S0
materials whether they are in use in the concern or not. '
—  Product cost can be reduced by applying the concept of Value Analysis (refer Chapter N, o,

—  Product cost can also be reduced by considering the following aspects at the design stage.

1. Materials :
(i) A product should be designed of a material which is Cheaper,

Correct, and
Easily workable and machinable, etc.
(i) A product should be designed witha minimumo
and original material costs.
(iii) Alternate cheap materials should be considered. F(?r example, an aluminium alloy may be
used for making a casting instead of costly magnesium alloy.
(iv) Dependingupon the functional requirement a product may be made out of metals or oy,
metals (ie., plastics, etc.)
2. Affrodyctshould bedesigned outofas manystandard (and inter-changeable) parts as possipe

in order 1 cutyown the product cost.
3. d dbe designed with parts asfeweras possible. Lesser the number of componen

that he can select the best methog andy
£

fmaterial to reduce both machining cogs

parts, lesser is t
4. A pro ould ¢ given tolerances unnECessary tight ; this will increase rejection ang

in turn will add to the cost gf'the product.
i ly to add to sale appeal will entail high product cost.

ponent parts of the product which cannot be economically
ould be purchased from outside suppliers (Make or Buy

and easily manufactured in the
decision).
7. If feasible, the product may ¥¢ redesigned
This will help reducing cost of the product.
8. The product designshould be such that imum number of operations (machining, etc.)are
required to convert raw material into the finished produgt. will decrease product cost.

9. Design should be simple so that the producgcanbe nufactured without much complica-

make use of existing equipment and machinery.

tions.

53. REQUIREMENTS (OR CONSIDERATIONS) OF AGOOD PRODUCT DESIGN

It is not possible to specify exactly what constitutes a good design, but the essential requirements
are that it should bring :

(@) Customer satisfaction, and

(b) An adequate profit.

(a) Inorder to achicve customer satisfaction,
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The product should function correctly.
[tshould possess desired degree of acey racy.
It should have required standarg of reliability,
Productshould be easy to operate €.g, anumber
Product design should be such that it is eas
Product design should obtain good Space utilization,
Product should be sufficicntly ry 88¢d to withstand
Product should have pleasant appearance, Colours
Product should be of reasonable priée 1o compete
(b) Making adequate profit means that

It should be easy 10 manufacture the product within the available resources.

Manufacturing process should be decided on the bas
tured. Small parts on mass scale may be produced by

A well designed product will consist of minimum number of parts.
Good product design will call for minimum number of operations.
Good product design should not extend the through-put time.
A well designed product should be easy to pack and distribute.

54. FACTORS AFFECTING PRODUCT DESIGN

The design of"any product involves due attention to the following factors :

—_

conomic factors.

1. Operating conditions
Kind of workers which Wo of the product.
Conditions of noise, vibratiods and » .

2. Performance
Accuracy. }

Speed, feed, etc.

Length of time.

Type of materials used.

Maintenance

How often maintenance and repair will be required.

Whether planned or breakdown (maintenance) policy will Bgaddpted.
. Company experience

Has the product been designed by the company before ?
Has the company experience or expertise to design the product ?

(b) Industrial Design Factors

1.

Function

Will the product function at minimum cost ?

all but exceptionally rough handling.
play an important role in product design.
other products in the consumer market.

of controls may be operated from one position.
¥ 10 achieve accessibility for servicing.

is of the product quantity to be manufac-
Die casting rather than the sand casting.
The use of standard component parts wherever possible can lead to great saving.
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Appearance
Docs (he product has a pleasing appearance ?
Does it create esteem ?

. Ergonomics

Is the product suitable for human use ?
Doces the use of product cause excessive fatigue to the workers ?

. . & - - 2 " r’
Docs the product fulfils the principles of ‘Fitting the job t0 the workers’ ?

(¢) Designing for Production—Economic Factors
1. Materials

DESIGN BY IMITATION

¢

Material specifications : Is the cheapest material,consistent with technical design requirepye,
being used. '

Yield : Is the waste during production being minimized ?

Content : Is the minimum amount of material being used in making each componen; part »
Methods ‘
Equipment : For the production quantity required, can the most productive €quipment b,
employed ?

Layout: Does the product design make best use of factory layout ?

Labour: Can the product be manufactured with the available (direct and indirect) laboy,
Tolerance : Does the product design allow the maximum possible tolerance ?

Tooling : Does the product design permit the use of existing or otherwise simple €Conomjgy)

types and varieties of parts t0 a minimum ?
standard parts ?

. Finish

Finish may include pai olishing, electroplating, €tc.
Is the right finish being Ubgd consistemjwith cost, endurance and appearance requirements ?

New designs come from innovation.

New conceived ideas are developed and turngdint&new products. But, this procedure involves
a lot of moncy and risk of failure or unsuggess in t nsumer market.

For this reason, the greatest [low of new design. innovation but by imirarion.
Design byimitationsavesalotof R &Dmoneya therisk ofbeing unsuccessful jbecause
only those designs are imitated which have prove r success in the market.

Imitators start late but move faster than the innovators since they can easily get the new product
and its design.

For example, in 1950's, Sperry Rand had the first computer but IBM soon captured the market
and is very well known today for its computers.

DESIGN SPECIFICATIONS AND DRAWINGS

A designer communicates his ideas to the manufacturing section through the medium of
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vings and specifications.
dray

preparation of drawings and specifications is the last step in product design.
1. Drawings . ,
5.6. _ Drawings show the exact size and shape of the product, its different parts and subasscml:.:llcs.
_  Rough sketches made during the process of product designing are drafted into exact engineer-
ing drawings.

— Drawings show, how the finished parts, subassemblies and the final product look like when
completed.

_ Drawingsare generallymade onstandard-sized drawingsheets in order to facilitate theirstorage,
filing and reproduction.

~  Adrawing shouldbe kept as simple as possible and be clearly drawn.
. Anambiguity on a drawing can lead to mistakes,
— Anenginecring drawing should include the foilowing information.
(i) Component part number (for identification) and part description,
(if) Dimensions from a common datum face to facilitate setting and gauging,
(iif) Tolerances and limits,
(iv) Material details including specification, size and cond ition,
(v) Finish description,
(vi) Title block,
(vii) Scale and projection, and
(viii) Details of any

_ Beforereleasin
persons con nd pi

5,62 Specifications (Bill o
— Product design feat er
described in writing in the fro

ection requirements.

awings to the manufacturing section, theyshould be checked, approved by the
the date of issue.

— Specifications providea written statement of requiremen
A typical specification is shown in Fig. 5.1.

tstates the function of the product.

Sheet of sheets Assembly descriptio nbly part No. H 347
Item Part No. Description | Material teri Material Quantity
No. of part speci- ) condition per
fication assembly
1 H, Body Al alloy Permanent 1
mold
casting
2. H, Cover | Alalloy -do- 1

Fig. 5.1, Design specification,
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4.1. CONCEPT AND FACTORS GOVERNING PLANT LOCATION
A plant is a place, where men, materials, money, equipment, machincry, etc. are brought together

for manufacturing products.

The problem of plant location arises when starting a new concern or during the expansion of the
cxisting plant. Plant location means deciding a suitable location, arca, place, etc., where the plant of
factory will start functioning, Plant location involves two major activities. First, 1o select a propey
geographic region and second, selecting aspecific site within the region. Plant location plays a major role
in the design of a production system as it determines the cost of

(a) getting suitable raw material ;

(b) processing raw material to finished goods ; and

(c) finished products distribution to customers.
Hardly any location can be ideal or perfect. One has to strike a balance between various facrors

affecting plant location, which are discussed below :
(1) Nearn, w Matcrial. It will reduce the cost of transporting raw material from the
lar. Especially those plants, which consume raw material in bulk, or raw material

vendor’s end 1Q th
is hcavy, is chedp bulloses ggood amount of its weight during processing (trees and saw mills), musi be

locatkd closc 1o aw material.

fn (2) Transport % of money is spent both in transporting the raw material and the
linished goods. Dependin ize of raw material and finished goods, a suitable method of
transportation like roads, rail, ir is selected and accordingly the plant location is decided. One
pointmustbe keptinmind th rtation should remain fairlysmall in proportion to the total

COSL.

{ransportationas well as the chances of the linished
poeially perishable products). Morcovera plantbeing
market and can render quick service 10 the customers.
kind, of adequate size (number), and at
(&% factors which govern plant location to
ess boyeatts, strikes or lockouts and to achieve

(3) Nearness to Markets. [t re
products getting damaged and spoiledi
near, 10 the market can catch a big sharc of

(4) Availability of Labour. Stable labour force, of ri
rcasonable rates with its proper attitude towards work ¢
a major extent. The purpose of the management is to
Jower labour cost per unit of production.

(5) Availability of Fucl and Powcr. Because of the wid@spr
fucl (coal, oil, etc.) has not remained a deciding fuctor for pla
located near source of fuel (coal) to cut down the fuel tra nsportation costs.
lectric power should remainavailable continuously, in proper quantity

use of electric power, in most cases
tion. Even then steel industries are

Itis of course essential thate
and al reasonable rates.

(6) Availability of Water. Walcr is used for processing,
also requifed for drinking and sanitary purposcs. Depending
availuble in adequate quantity and should be of proper qualily (clean and pure).
should not be set upAt a location which is [umous for water shortage.

as in paper and chemical industrics, and is
upon the nature of plant, water should be
A chemical industry
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7 Qima}ic Conditions.lWilh the developments in the field of heating, ventilaung and air-
conditioning, climate of the region does not present much problem. Of course, control of climate needs

moncy.
(8) Financial and Other Aids. Certain states give aids as loans, feed money, machinery, built up
sheds, etc. 1o attract industrialists.

(9) Land. Topography, area, the shape of the site, cost, drainage and other facilities, the probabil-
ity of floods, carthquakes (from the past history) etc. influence the selection of plant location.

(10) Community Attitude.  Success of an industry depends very much on the attitude of the local
pcoplc and whether they want work or not.

(11) Presence of related industries.

(12) Existence of hospitals, marketing centres, schools, banks, post offices, clubs, ctc.
(13) Local bye-laws, taxes, building ordnances, elc.

(14) Housing facilities.

(15) Sccurity.

(16) Facilities for expansion.

4.2. LOCATIONAL ECONOMICS

Anideal plant location is one which results in lowest production cost and least distribution cost per
unit. These costs are influenced by a number of factors as discussed under section 4.1. The various costs
which decide the locational economy are those of

(a) Land. (f) Freight

(b) Building/Rent. () In-coming.
(¢) Equipment and machinery. (i) Out-going.
(d) Labour. (g) Raw material.
(e) Water, power 4nd fliel. (h) Taxes, etc.

Besides these cqsts, ¢hm attitude, community facilities and housing facilities are also worth

considering.
The economic aspec ations e considered or an economic survey or €conomic analysis is
carried out to decide as to whiclOf the pgfsiBle two or more preliminary selected locations, is the overall
best location.
The following examples will clarify
Example 4.1. Various costs and oth
1and 2. It is required to determince the over

have been listed below as regards to locations

Factors L Location-2
Cost of (Rs.) (Rs.)
(a) Land 100,000 90,000
(b) Building 1,200,000 1,300,000
(c) Water 5,000 6,000
(d) Power 15,000 (17,000
(e) Labour 140,000 120,000

(/) Freight /
(1) In-coming 120,000 110,000
(ft) Out-going 160,000 150,000

(g) Fuel ' 40,000 35,600
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- The disturbance - handler role.
1 ~ ~
- The resource allocator role. )

PHILOSOPHY OF MANAGEMENT
Exccutives (Managers) in a specific firm ope

of whether they have studied their philosophical heritage. _
road structure of ideas that influenc,

Furthermore, they may not consider consciously the b : :
of this philosophy to others. [f they

their decisions, let alone make explicit the clements
attempt 1o write down the basic elements, their statements tend 0 appear vague ang
alize these basic ideas. the attempr

general. Even though it may be difficult to verb 125 .
understand the moral issues involved in managerial activities prowifes e framewerk

that gives meaning to day-to-day actions. -
Philosophies difier among firms. One philosophy might be good for Firm A but not usefy)
(o Firm B. In this connection philosophy of management refgrs to those genery]
concepts and integrated attitudes that arc fundamental to the cgmpcrqlmn of a social group.
These concepts and attitudes evolve into the particular way in which the firm perceives

itselfl.
Generally, the philosophy of a given

rate with some type of philosophy, regardleg

firm can be learned only through close ang

continuous association with it. It is uniquely determined for the individual firm and 5
affected by a group of factors that, together may be called the concept of the firm. The
concept of the firm is the total of how the firm got where it is, the place it occupies in
the industry, its strengths and weakness. the view points of its managers. and s
relationship tdfso®al and political institutions.

FEASIBI Y
Development™ofa involves following steps :
(1) Feasibility s

(2) Analysis

(3) Design

(4) Programming and testin
(5) Implementation

(6) Post implementation support
These are the major sub-divisions of &ny project each must be formally acknowledged

by the client (or user) before starting out on the develgPgent. Authorization will be required

at cach stage prior to moving on to the next.
— Feasibility study is carried out in order (0 assess

“ s the envisaged system worth developing ?

* Wil the system improve efficiency ”

* Will the system improve productivity?

* Will the system facilitate a reduction in staff ?

* Will the system provide faster, betler management information (o enable better
business decisions to be taken”

* Wil the system ultimately save the enterprise money or make it more profitable?
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L nm'llm(ik?ov;rrlmlggym‘ll;:zt '\iill be used to secure their implementation.
the detailed tec

in terms of hardware ang

client to plan the use of

at it will increase the profit
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reater importance noW lh?”‘ cjf:i.t‘r. This
'S due o the inroads that new systems are making on the work pract::(ilcsutll nt:go“;fgs;en\:j
the £rowing realization among employee nrganizalions of the nc

technology agreements with employers. ion of the feasibility study
The culmination of the feasibility study stage 1S the producll;’" :' ical report is shnerJ
report, which is presented to the client or user. The structure of @ -y,é; leader will secure
n Table A-1, together with an outline of the co‘n_lcnts. The }Jrct;)rjtﬂ e g ol })r e
commitment to the proposal set out in the feasibility study ﬂ-lI]’ il b dechoeited,
client, and this commitment and the general agfecmf‘f"F rea cd stage truly concludes
Assuming, then, that the project is to go ahead, the feasibility study stag

' — investigation and
with the preparation of the terms of reference for the next stage

analysis. . .
From the project leader’s point of view. the feasibility study 1S pm:)atl:[]i)sr[:h:ndm?cs)tmo::i(t:;:
to manage as quantitative measures of progress are (!lfﬁcull to €s ad e e
The data on which conclusions and recommcndan’ons are base L:» rt:n o vgiline
speculative. The task of identifying and quantif){mg bcneﬁFs in [;"s[a nlonce-s
management can readily understand and accept is difficult. Costing ;lco:;e ergnbcdded £
be considered budgetary and there is always the danger that they edgcd cenis (hese

management's minds so that subsequent phascs of the pleJect zm:h Ju B A
carly estimates rather than the more accurate costing derived as the proj

: including suitabl
The project leader should protect himself from such constraints by '"c::g'r:f suitabie
caveats in his feasibility report and getting the necessary authorizing s1gn '
ABLE A-1 Feasibility Study Report Structure

Management
Introduction
Existing System Outlj

Definition of Management iremgents
Review of Alternative Solgtions
Proposed Solution

Development and Implementation
Back-up Resources

Action Plan

Conclusion

CONTENTS
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*  the project title
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* .the date ol issuc

*  the authorizing signatory (ics)
*  the distribution of the report
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Management Summary

This should be a concise summary of the major recommendations of the report In no
more than six pages so that it can quickly be understood by senior executives. It is usually
placed at the beginning of the report. On very large projects it will not be possible to

include sufficient detail on six pages and in these cases a separate document may have
to be produced.

Introduction

This scction should state the objective of the report and of the project; it should refer to

the terms of reference of the feasibility study and the constraints within which it has been
conducted.

Existing System Outline

A succinct and precise definition should be given of the existing system using system
flowcharts, tables and charts that show:

*  the organization

the scope of the system

the main procedures

the current staffing levels

the operating costs of the system

performance statistics of the current system, manual or automated

a critique of the problems

Definition of Management Requirements

This section should describe the user requirements of a new system, addressing the key

areas identified e. Attention should be given particularly to operational deadlines.
staffing levels aid oflerating costs.

Review of Alter
The major possib vg solutions should be discussed and compared using clearly

*

w

*

*

*

*

but if this is done it 1s imp use the results from such weightings as guidelines
only and qualitative criter

Proposed Solution

requirements. This should concentrate opfthe effect on business operations, departmental
organization changes, development andrunning costs and benefits to the user department.
Wherever possible, benefits should be quantified a ngible benefits included as well.
Development and Implementation

A broad plan for the development and implementatigfof th§proposed system should be
given which identifies major activities, time-scale§l regpurfe requirements and costs.
However, it must be stressed that this is an initial “high¥tevel estimate and that facts
presented must not be held as binding because subsequent phases of the development will
refine them.

Back-up Resources

To give the user department confidence in the new system, it will be necessary to state
what procedures will be followed if, for any reason, the new statement is unavailable
through failure or breakdown. Alternative computer solutions should be given and,
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wherever possible, an ultimate manual standby. The restrictions of such standby facilities
should be clearly specified.

Action Plan

This section states in detail the next development steps to be taken assuming that the
feasibility report is approved. It should concentrate on the next Phasc - investigation and
analysis - but highlight major actions in all phases until completion. These actions should
include those which are the responsibility of the user department as well as those of the
systems development team.

A-6 PROJECT APPRAISAL

Introduction
Once the stream of costs and benefits of an investment project is defined, the next logical
question to ask is: Is the project worthwhile? A wide varicty of criteria have been
suggested to judge the worthwhileness of investment projects. The important investment
appraisal criteria, classified into two broad categories—non-discounting criteria and
discounting criteria.
Appraisal Criteria

1. Non-Discounting Criteria

*  Urgency
*  Payback Period
" Accounting Rate of Return
*  Debt Service Coverage Ratio (DSCR)

2. Discounti iteria
* Nl Pr
¥ Be
*  Internal B
*  Annual
— As mentioned above th ) broad categories of appraisal criteria: non discounting

he important non-discounting criteria are: urgency,

urn, and debt service coverage ratio. The important
discounting criteria are: n Mt vie. benefit cost ratio, internal rate of return, and
annual capital charge.

— According 1o the urgency criterigff projects which are deemed to be more urgent get
priority over projects which are regarded as lesSurgent. The problem with this critenon
is: How can the degree of urgency be determi

— The payback period is the length of time cover the initial cash outlay on
the project. According to this criterion, a project iffaccepible if its payback period is less
than a certain specified payback period. Thalighethe” payback period has serious
shortcomings, it is widely used because it seems 103 as a proxy for certain types of
information which are useful in investment decision-making.

— The accounting rate of return, also referred to as the average rate of return, is a measure
of profitability which relates income to investment, both measured in accounting terms,
Since income and investment can be measured variously, there can be a very large number
of measures for accounting rate of return. A project is deemed acceptable if its accounting
rate of return exceeds a certain cut off rate of return.
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_ In the previous unit we have
discussed about production, cost and
revenue analyses. The goods produced
in an economy are to be exchanged
before they are consumed by the people.
The activity of selling and purchasing
goods and services is known as
exchange. These transactions of sales
and purchases take place in a market.
Therefore, market helps to determine
the prices of goods and services and
facilitates the sales and purchases. In
this unit, the meaning of market and
classification of markets are explained.
It also deals with markets under perfect
competition and imperfect competition
monopolistic

ie., monopoly,

compentlon ohgopoly and duopoly

Market, in ge
as a place where goods ¢
sold and purchased. It is
~ system of the economy. In modefn timeg,
the concept of market has unde

tremendous changes. Commonly “the
word ‘market’ is used to denote places
like vegetable market, fruit market,

bullion market, share market etc.
However, in modern days, a person does
not need to go to a market to purchase
or sell goods. Now it’s possible to sell or
purchase a good without going to market
due to communication facilities. We can
observe that people are conducting the
transactions of purchase and sale of

goods and services through telephones/

113

mobile phones and internet facilities

from distant places.

~According to J.C.

E_dl:)a rds

wechanism
cl eller

market is thal

‘.‘.-'l]i‘-']l

brought together J

I 11k

bhuyi

The essential constituents of a
market are as follows:

a. Market
particular area: The area is the

point of contact between buyers

is not related to 2

and sellers.

b. The contact between buyers and
sellers need not the physical
. presence.

c. There should be a commodity
which will be sold by the sellers
and purchased by the buyers.

d. Competition among sellers and

buyers is essennal in a market.

The main factors which determine
the structure of the market are:
Number of buyers and sellers: If the

selders and buyers are in large
bérs, a single buyer or seller can’t
nfluence4he price. If there is a single
seller he xercise great control over
the pri
2. Nature (of the commodity: [f the
ogeneous in nature
If it is
differentiated (ex. soaps, toothpastes
In the
absence of substitutes the seller may

charge higher price.

commodity
it is sold at the same price.

etc) different prices prevail.



3. Fr.eedom of entry and exist: Price
Temains stable if there is freedom of
!'fntry Or exit. Otherwise the firm can
Influence the price as there is no
Ccompetition,

4.

three factors. They are: (i) time Periog
to adjust the supply in the market, [i:
area covered by a commodity ang [iii]
competition among the producers, The
Knowledge of char’-c—S.ll helps to umdergtang the
ol Ifz of the market (lassification of markets.

: uyers and sellers have

perfect knowledge about the market 5.4.1 Time Based Markets

conditions there will b_e uniform price. Supply of a gOOd can be adjusted
Otherwise sellers charge different depending on time factor. On the bag;g
prices. of time, markets are divided into three

types i.e., very short period marke

S. Mobility of goods and factors of .
short period market and long Periog

production: Mobility ensures uniform
price whereas immobility of the goods
and factors of production give scope for &) Market Period or Very Short Periog,
different prices. This is a period where producer canng
make any changes in the production of

market.

e o ARG et e a good. Hence, the supply is fixeq
We have understood that market Supply can be changed by making
is a place (Wwheye selling and purchasing changes in inputs. Inputs cannot be
of goods or)seryices take place. The changed in the very short period.

. classificatio kets is based on Perishable goods will have this kind of
market.

Time Ares Competition
. 1— |
Véry Short Long Period Local Natiol \ternational  Perfect [mperfect
Short Period Market Market Market Market Competition Gompetition
Period/ Market _ ; |
Market | |
Period Monopoly Monopolistic Oligopoly

Competition Duopoly



p) Short Period: It is g Period in which
supply can be changed tg 5 little extent.
It is possible by changing certain
variable inputs like laboyr.

c) Long Period: The market in which
the supply can be changed to meet the
increased demand, producer can make
changes in all inputs depending upon
the demand in the long period, It is
possible to make required adjustments
in supply in the long period.

5.4.2 Area Based Markets

On the basis of area, markets are
classified into local, national and
international markets. These markets
tell us the size or extent of the market
sales for a commodity. The size of the
market for a good depends upon demand
for the good, transportation facilities

alled as
like
c. m e

vegetables, flowers, fruits

produced and marketed in t m
area.

b) National Market: When a commodi
is demanded and supplied throughout
the country it is called national market.
Examples are wheat, rice, cotton etc.

c) International Market: When buying
and selling of commodities takes place
all over the world, then it is called
international market. Ex. gold, silver,
petrol etc.

5.4.3 Competition Based Markets

Based on the nature of the
competition, markets are classified as
perfect competition and imperfect

competition.

a) Perfect Competition: A perfectly
competitive market is one in which the
number of buyers and sellers is very
large, all engaged in buying and selling
a homogeneous product without any
artificial restrictions. Hence, there is
absence of rivalry among the individual
firms in perfect competition.

b) Imperfect Competition: It is a
market situation where competition is
not perfect either amongst the buyers
or amongst the sellers. Hence, there
will be different prices for the same
product. These markets are divided into
monopoly, monopolistic competition,

ohgopoly and duopoly

.5.1 Meaning of Perfect Competition

Perfect competition is a market
structur, characterized by a complete
valry among the individual
firmgf Perf petition in economic
theory h#s a meaning diametrically

opposite he

absenc

everyday use,
Businessmen use the word competition
as synonymous to rivalry. In theory,
perfect competition implies no rivalry
among firms. Perfect competition may
be defined as that market situation, in



which there is large number of firms
producing homogeneous product, firms
are free to enter or leave the industry,
buyers and sellers possess perfect
knowledge, perfect mobility of goods and
factors of production and absence of
transportation costs. A firm is a price
taker. It cannot influence the price in
the market.

5.5.2 Characteristics of Perfect

Competition

The following are the main

characteristics of perfect competition:

1. Large number of buyers and sellers:
There must be large number of buyers
and large number of sellers, so that the
behaviour of any seller or any buyer will
not influence the quantity of the

1 demand and

ual seller and
product

total supply. T
the buyer must t
Thus u

competition, ‘the sellers and

ice of

er rfect

as given.
price takers and not price
2. Homogeneity of the comm diti

In this market, the product of any firm
is identical with the products of all
other firms. Hence, all the firms in an
industry produce perfectly identical or
homogeneous products. They are perfect
substitutes for one another. The cross
elasticity of demand between the
products of the firms is infinite. As a
result, single price will rule in the
market. Hence, the average revenue and

marginal revenue of the firm will be the
same.

3. Absence of artificial restrictions:
Sellers are free to sell their goods to
any buyers, and the buyers are free to
buy the goods from any sellers. The
producers, the government or any other
agencies will not control the supply,
demand and price of the products.

4. Free entry and free exit: Any firm
can enter the industry and it can leave
from the industry at any time as per its
desire. This helps new firms to enter
business when conditions are
favourable. It keeps competition at a
higher level. As long as a firm earns
supernormal or normal profits, it
usually stays in competition. But when
a firm ends up with losses, it would

leave the industry.
Normal Profite and Abnormal Profits

* Normal profits: It refers to
minimum profits, which are
needed to carry out the business.
The total production costs of a firm
include the normal profits.
» Abnormal profits: It refers to
ex of earnings over the total
oduction costs, It occurs when

the #frm's Yotal revenue exceeds
totah c@sts (including normal
profits :

5. Perfect mobility of factors of
production and goods: Factors of
production are free to move from one

firm to another one. This is also useful



for free entry and free exit of firms.
Factors (land, labour, capital and
entrepreneurship)  move ¢y 4y,
production activities where they get
higher incomes. Similarly, perfect
mobility exists in the goods and services
market. Firm sells its product in the
market where it can fetch the highest
price.

6. Absence of transport costs: Since
there are no transport costs, price of
the commodity will be the same
throughout the market.

7. Perfect knowledge of the market:
It is assumed that perfect knowledge
exists for both buyers and sellers about
the market. Every buyer or seller knows
the price of the product. In the absence
of perfect knowle it is possible that
some buyers may buy/the commodity at
higher prices‘whel th
is available at lowe

e product

8. Absence of selli osts:

costs refer to the co

ing
due

advertisement and publicity e
product. As all firms sell the
product there is no need for selling

me

costs. Buyers are supposed to have
perfect knowledge about the market
conditions.

9. Average revenue (AR) and marginal
revenue (MR): AR and MR curves of the
firms are perfectly elastic. They are
parallel to the ‘OX’ axis.

5.5.3 Price and Output Determination

under Perfect Competition

Under perfect competition, sellers
or buyers cannot decide the price.
Industry decides the price of the good.
Industry is the sum of all the firms.

Market brings about a balance
between the commodities that come for
sale and those demanded by consumers.
It means, the forces of supply and
demand determine the price of the good
in the industry. The Table - 5.1 and Fig.-
5.1 help us to understand changes in
supply and demand and equilibrium
price determination.

Table- 5.1: Demand and Supply

Schedule
Price Quantity | Quantity
(in Rupees) | Supplied |Demanded
(in KGs) (in KGs)
10 20 60
20 30 50
30 40 40
50 30
0 60 20
The a table shows the demand
and su of a good. Changes in price
always lead ge in supply and
demand. As increases, there is a

demanded. It means,
price and quantity demanded have an
inverse relationship. At the same, if
price of a commodity increases there is
an increase in the quantity supplied.
Therefore, the relation between price



and supply of goods is direct. It can be
observed that when the price is Rs.10/
-, market demand is 60 kgs and supply
is 20 kgs. When the price increases t0
Rs.20/-, the supply increases to 30 kgs
and demand falls to 50 kgs. If the price
increases to Rs.50/-, the supply
increases to 60 kgs and demand is only
20 kgs. When the price is Rs.30/-, the
demand and supply are equal at 40 kgs.
This price is called equilibrium price
which is Rs. 30, and equilibrium supply
and demand is 40 kgs. This process is
explained with the help of Figure-5.1.

Ya

Price

Rs. 30 p* |

ination

Fig. 5.1 : Price Det

In Fgure-5.1, the demand
supply of a commodity are shown’on 0X
axis and the price of the commodity on
OY axis. In this figure, DD is demand
curve and SS is supply curve. As per
the diagram, the equilibrium price is
found at a point where both demand and
supply curves intersect each other at
point E. So, OP price is the equilibrium
the

price and OQ quantity is

equilibrium supply and demand.

mar

e Test yourself

1. In perfect competition, the firm is a
a) price maker
b) price taker

¢) price discriminator

d) collusive seller

2.The demand curve faced by an
individual firm under perfect
competition is

.a) Downward sloping
b) Vertical

¢) Perfectly elastic

d) Perfectly inelastic

5.5.4 Equilibrium of the Firm and
Industry under Perfect Competition

We learnt that the price of a
commodity is determined by the market
demand and market supply under
perfect competition. An increase in
price of a product acts as an incentive
to increase production. As a firm aims
at maximizing profit, it chooses that
output which maximizes its profit. When
the firm is in equilibrium, it has no

desie to change its output. Equilibrium

tput is explained with the help of cost
curves of a firm. In perfect

average cost (AC) and
cost (MC) curves are ‘U’

shaped and average revenue (AR) and

marginal revenue (MR) curves are
parallel to OX axis. Since AR = MR, both
these curves will merge into a single

line.



Market structure

8 Short Period Equilibrimn

Firms are in business tg maximize
profits' During short period, a firm
cannot change fixed factorg like
machinery and buildings etc. However,
it ptOduceS more output by increasing
variable factors. Equilibrium output is
produced in the short periog where
short period marginal cost (SMQ) is
equal to short period marginal revenye
(SMR). The firm will be in equilibrium,
when the marginal cost curve cuts the
marginal revenue curve from below.
During short period, a firm may get
supef normal or normal profits or losses.

_Two condltlons are necessary for
wﬁrﬁas equlllbrlum They are: (1)
M{J:MR and (u) MC curve should
gﬁ'fMR curve from below.

“The fi
equilibrium i§, shawn i

Taind s

short pefiod
igure-5.2.

Ya

A Industry

Price

Q X

Quantity
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In Figure-5.2(A), the quantity
demanded and supplied in the market
is shown on OX axis and price of the
commodity on OY axis and in Figure -
5.2(B), the quantity of output is
measured on OX axis and the cost and
revenue are measured on OY axis. The
diagram shows that the equilibrium
price OP is determined in the industry
at point E where the industry demand
is equal to industry supply. The price
so determined in the industry is passed
on to the firm. This is shown by the
horizontal demand curve of the firm.
This line is also known as the price line.
Since competition is perfect, the SAR
curve (demand curve) of the firm is also
the SMR curve of the firm. The firm’s
short run average cost (SAC) curve and
short run marginal cost (SMC) curve are
also shown. The profits of the firm are
maximum at the output where MC=MR,
that is, at output OQ, where SMC=SMR.

B Firm SMC

SAC
SAR

SMR =D

Quantity of Output

Fig. 5.2 : Perfect Competition - Equilibrium
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At any output less than OQ, SMR Figure-5.3 illustrates the long
exceeds SMC, which would mean that period equilibrium of the firm. The
if the production is increased its profits quantity of a good is depicted on OX axis
will increase. At any output more than and price, cost and revenue are on oY
00, the SMR becomes less than SMC, axis.
which would mean a loss to the firm.

Thus, 0Q is the output of maximum

profits. At the equilibrium point ‘E’, the Ya LMC

price is equal to OP or QA, while average z 1

cost per unit equals QB. Profit per unit fij LAC

is equal to BA. Total supernormal profits @

will be equal to PABC i.e. BAxOQ. = SLAR =

2. Long Period Equilibrium g (% LMR
We have seen that under the ’i :l

short period, a firm can adjust its output ¢ :

within the limits of variable factors, by 3 0 Q' »X

varying the factors of production. But Quantity of output
in the long period, the firm can adjust
its output to any extent because it can
vary all the factors of production. Thus,

it is certaif) thag the firm will not incur ) o

1 - Nio i The point of equilibrium will be
S 2eriod.

osse p . established at which the firm’s LMR

g ~ curve touches its :
of the new fifms ififo tig industry will LAC curve at its

fits of the

Fig. 5.3 : Long Period Equilibrium of the

Firm

minimum point (E). At this point LMC =
LAC. Thus, when a firm is in the long
period equilibrium, the following

conditions exist:

wipe out the supe
firms. Hence, in thefiong
firm will be at optimu

there is no profit, no loss. s geto
normal profits which are included ifthe * At point E, P = LAR = LMR = LMC =

long period average cost. In other words,
under perfect competition, the
individual firm at equilibrium earns
normal profits only.
Therefore,

Long run Average Revenue = Long

run Marginal Revenue = Long run

Average Cost = Long run Marginal

Cost (or)

LAR = LMR = LAC = LMC.
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gffering the same product. Large number 8,7  Monopely | Meaning,
of sellers and buyers, free entry and Characteristios and Price
free exit make the market highly Dctmnmtlon L) REEL

competitive. Prices of the goods in the

market are uniform and the sellers are -
to accept them. Prices in this market Monopoly is totally a different
are determined by total supply and = kind of market situation compared with
demand and individual sellers have no  perfect competition. The word ‘mono’

5.7.1 Meaning of Monopoly

say in the price determination. - means single and ‘poly’ means seller.
Questions : | Monopoly is said to exist when one firm
_ - is the sole producer of a product which
L What il caauctil U rectatle has no close substitutes.
market?
2, How is price determined in this In the words of Bilas, 'rrionopoly <
market? - represented by a market situation in
3 what forces determine price? f‘-:_jw’llCh there is a single seller ofa
4 What happens to the seller if he P roducffor which there arenodose‘,
B e e e substttutes this smgle seller ts’-'
unaﬁected by and does nqt aﬂ'ect the
prices and outputs of otherpmdum'-_:,_'

sold in the economy It is &n
extreme form of market stmcture,

only when all
in the real life

Reasons for the Emergence of
Monopoly:
a) Licensing / government control:

_ i The government may give license to a
i.e., imperfect competiti

competitive market situatio
there are sellers, who sell hetgt-
ogeneous goods as opposed to the
perfect competitive market scenario.

roducer exclusively to produce a
commodity. Sometimes the government
may trol the production of some
goo ervices through the

depart undertakings. Ex.
Depcndmg on the size of thg !

aellers in the market impeﬂ"f
competiuon can be classified into
4 types, They are: (i) momp% ﬁi'
f '*“onopqustic eompgtitlg 1, (i)

 railway§, elgctritity etc.

" b) Pate ts: Patent rights enable
a single producer to produce the goods
and where others are not allowed.

c) Mutual agreements: Sometimes,
different firms agree to work as a single
unit in the form of a ° Cartel’




Ex: ‘Organisation of Petroleum Exporting
Countries” (OPEC).
d) Control over the resources required
in the production enables a firm to
become a monopoly.

5.7.2 Features of Monopoly

(a)

(b)

(d)

(0

A single firm produces the goods in
the market. The firm may be owned
by a person or a few partners or a
joint stock company.

No close substitutes to this good. So
cross elasticity of demand is zero.
Strong barriers exist for the entry of
new firms into the market. There is
no threat of entry of other firms.
Industry and firm is one and the
same. A monopolist faces no
competition.

Producer can control price and
f the good. But the

quanti

predu nnot determine both
pri ity of the good
simultan cides one and
leaves the er t e market
forces.

The monopolist aims imising

profits with minimum gosts.

The chart - 5.2 : presents the feat

of monopoly at a glance

MN___A MONOPOLYL—= /

No close

Chart - 5.2 : Features of Monopoly

5.7.3 Price Determimation under

Monopoly

Price, output and profits under

monopoly are determined by the forces
of demand and supply of a good. The
monopolist will have complete control over
the supply of the product. He can also
set the price to attain maximum profit.
However, he cannot do both the things
simultaneously. Either he can fix the
price and leave the output to be
determined by the consumer demand at
this price or he can fix the output to be
produced and leave the price to be
determined by the consumer demand for
his product. The conditions for
equilibrium of the firm under monopoly
are also similar to perfect competition ie.,
(i) MC=MR and (i) MC curve should cut
MR curve from below. Second condition
is not applicable always for firm’s

equilibrium.

Price  determination under

monopoly is done with the use of AR, MR,
AC and MC curves. Figure-5.4 explains
the equilibrium position and price
determination under monopoly. In the
diagram, quantity of output is taken on
0X axis and costs and revenues are

dered on OY axis.

AU

L)

(]

1

1

1

o L
0 Q MR \

Quantity ol Output

Fig. 5.4 : Price Determination undey

Monopoly



The monopolist will go on producing
additional units of output as long as MR
exceeds MC because it is profitable to

roduce additional unit if it adds more
to revenu€ than to cost. His profits will
be maximum and he will attain
equilibriurn at the level of output at
which MR=MC. If he stops the level of
output at which MR = MC, he will be
foregoing profits which otherwise he
could make. In figure-5.4, MC=MR at
output 0Q. The firm will be in

equilibrium and earning maximum

profit. If he increases his output beyond

00, MR will be less than MC, that is,
additional units beyond OQ will add
more to the marginal cost than to the

marginal revenue. Therefore, he
monopolist will be ing losses.
It will be e AR curve

in the figure that eq utput OQ
can be sold at price Q

it is observed that at the lev%
0Q, average cost of production i u
to QB. Equilibrium price is equalito

or QA, the profit per unit is equal to CP
Profit per unit (CP) multiplied with
output (OQ) gives the total profits made
by the monopolist being equal to the
shaded area PABC.
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Competition aild Monopoly

Ciase Study - 3
Electricity distribution in a city is
handed over to a private limited company
by the government. The company is
government-licensed with exclusive
rights to supply electricity. Licensing
rules, huge capital investment and
infrastructure requirements make it
impossible for new firms to enter the
electricity market. The company
determines tariff rates based on demand,
costs involved in the operation and
regulatory requirements. When the
consumption levels increase the company
raises its output and prices accordingly.
The company enjoys significant pricing
power since electricity has no close
substitutes.
Questions :
1.-What is the structure of the above
market?
2, What are the entry barriers to the
company?
3. What is the relationship between
price and quantity demanded?
4. How do entry barriers help the
- colppany?

arison between Perfect

A arison between perfect

competition and monopoly is explained
in Chart-5.3.



Chart-8.3 : A Comparison hetween Perfect Competition and Monopaly

Perfect Competition Monopoly

. Single seller and many buyers

—

—

1. Large number of sellers and large
number of buyers.

2. Free entry and free exit of firms. 2. No scope for entry and exit.
3. Homogeneous product. 3. The productmay or may -
not be homogeneous.

4. Perfect substitute goods. 4. No close substitute goods.

5. Difference between industry 5. industry and firm are one and the
and firm. same.

6. Buyers and sellers have to accept | 6. Seller can determine either the
the price which is determined by price or the quantity of output, but
the industry. They are not not both.

price makers.
7. Uniform price prevails for the goods| 7. Price varies depending on demand.
as goods are homogeneous. Price discrimination may take place.
d MR are the same. 8. AR and MR curves are different.
allel to the OX axis. These curves will have
¢MR. downward slope, therefore
P=AR>MR.
Demand curve is relatively inelastic

9. Demand curve igfperfec elastic 9.

and parallel to the ! i and sloping downwards.

is Test youirself 4, “Few sellers, many buyers” is the
characteristic of i

3. A monopoly market exists when

a) Monopoly
a) Many firms produce identical
goods Oligo ly
b) Only one seller controls the c ect competition
entire market d) Duopoly

c) Buyers influence the price

d) Government fixes price Rt




s

5. In monopolistic Competition , firms
compete through

a) Only price
b) Only cost

c) Price as well as non price
competition

d) Government intervention

Meaning of Monopolistic
Competition
So far, we have discussed the
determination of price and equilibrium
under perfect competition and monopoly.
In real world, we rarely find perfect
competition and monopoly. In majority
of cases, therg,is neither absolute
monopoly/single individual seller nor
of isell ho control the
total supply, and eir individual
shares are negligi
total supply of the market.

large numb

neithe
competition nor absolute monopbly. I
fact, a blend of perfect competition dhd
monopoly i.e., monopolistic competition
exists in the markets.

where there is

E.H. Chamberlin and Joan Robinson
pioneered this market analysis.

5.8.2 Characteristics of Monopolistic
Competition
According to Chamberlin, the
following are the important features of
monopolistic competition:
a. Considerable number of firms: The
number of firms in this market is large
but than that of perfect
competition. The firms may have
monopoly power to certain extent. A
nsiderable number of producers
participate in production activity, No one

less

produceg controls the total output in the
marketas & result of high competition.
Eadh fir ecide its price-output
policy.

b. Produ tiation: One of the

main features of monopolistic
competition is product differentiation.
This is a market situation, in which
there are many firms of a particular

product, but the product of each firm is
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a technique to push up the sales ig the

in some way or the other way
important feature of monopolist,

differentiated from the product of the
other firms in the market. They are
heterogenecous rather than
homogeneous. Product differentiation
may take the form of brand names,
trade-marks, size, design, colour,
quality, packing, mode of delivery, afteT ¢ 'prore elastic demand: The demang
sales services etc. It means that the . rve of the firm under monopolistie

competition. Such costs are calleq
selling costs. Selling costs apy
production costs are different. Se]ling
costs constitute a major part of the totg]
costs of the firm.

products of the firms will have close competition slopes downward from Jef;
substitutes and their cross elasticity of right. It is highly elastic but ng,
demand will be very high. perfectly elastic as in the case of perfect

c. Freedom of entry and exit of firms: competition. High elastic demand is dye

Though an individual firm possesse€s to the fact that products are cloge

monopoly power over its own product, it substitutes.

faces keen competition from other firms f Firm and industry: Both firm ang

making similar products, and therefore industry will exist and industry is calleg
it will not have the power to restrict the

‘group’.

g. Independent decisions: Each fim
takes its own decisions withoyt

some of the ti
the industry. @ irmSyenter into
industry when there are gpés normal

ma rom h, Lack of perfect knowledge: Buyers
i as well as sellers have no perfect

considering the reactions of the rivalg.
It acts like a firm under monopoly.

profits and existing fir
industry when there ar
losses in the industry. But t nowledge about the conditions in the

not as easy as in the p ct market. Consumers prefer a particular

competition. bra under the impact of

ertisement and sales promotion
d. Competitive advertisements or

gelling costs; Product differentiation is
also emphasized by the practice of | Ne ¢ compaetition: Non-price
competitive advertising to sell more. competition is a marketing strategy to
Advertising is employed to heighten in boost up sales. A monopolistic firm
the mind of the consumer, the seeks to imprint the superiority of its
differences between brand A and brand product through advertising and sales
B. Thus, using advertisement costs as promotion strategies.

activifies,



5.9.1 Meaning of Ollgopoly

The term ‘oligopoly' is derived from
Greek words - ‘oligos’ means a few and
‘polein’ means to sell. Oligopoly refers
to a market situation in which a few
sellers deal with a homogeneous or
differentiated product. It is also known
as competition among the few: each firm
has a direct and ascertainable influence
upon other firms in the industry.
Example: automobile industries, iron and
stee] mdustnes etc

?;E‘.Ha, Chamberlin, Hall and Hitch
_7__' and‘".PauI M Sweezy developed the
 theories of oligopoly.

Chamberlin’s theory of
oligopoly stitesy that a stable
equilibriung, ¢
monopoly pri
firms, if firm

interdependence and
maximize the industry
Sweezy introduced the €xin
demand curve analysis ich
explains the ‘stickiness’ of prices i
the oligopoly in a situation of high
rivalry and changing costs. But
Sweezy’s model does not explain how
the price and equilibrium output are
determined in the firm. It does not
discuss the level of price which will

maximize the profits.

_ editor of the
long- running magazine Monthly Re-

Paul Sweezy
was an
Amirican
Marxist
economist,
political ac-

tivist, pub-

lisher and o

founding Paul Sweezy
: (1910-2004)

views. He is best remembered for his
contributions to economic theory as
one of the leading Marxian econo-
mists of the second half of the 20th

century. He introduced the concept

of kinked demand curve analysis
which explains the ‘stickness of

p'rices in the oligopoly.

5.9.2 Characteristics of Oligopoly

The following are the features of

the oligopoly :

1. There are very few sellers of the

product.

ere is interdependence among the
. Each firm considers the

reactions of the competing

. Prese
presen 0

of mohopoly power and the
e competition.

. Existence of price rigidity. Firms do
not prefer to increase or decrease
price. They avoid price-war and adopt
non-price competition.
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S. Excessive expenditure on

advertisement.

6. Selling costs in different forms play
vital role in extending the demand
for the product of a firm; the demand
curve of an oligopolistic firm is
indeterminate. This is because of the
unpredictable actions of the rivals.

5.9.3 Types of Oligopoly

1. Pure Oligopoly: If the firms produce
homogeneous products, it is called pure
oligopoly. Though it is rare to find pure
oligopoly situation, yet, cement, steel,
aluminum and chemicals producing
industries belong to pure oligopaly.

2. Differentiated Oligopoly: In this type

of oligopoly, fi produce products that
are similar, not)identical which allow
them to eronti their offerings
through bra fgatures or
marketing. Ex. paSemer cazd\cigarettes
or soft drinks. The goods pro d by
different firms have n
distinguishing characteristicsjyet all o
them are close substitutes of each ot

3. Collusive Oligopoly: The firms
cooperating each other in determining
price or output or both are called as

collusive oligopolies.

4. Non-collusive Oligopoly: If firms in
an oligopoly market compete with each
other, it is called a non-collusive

oligopoly.

i Test yourself

6. Kinked demand curve is aaaodated
with
a) Perfect competition
b) Monopoly '
c) Monopolistic competition
~d) Oligopoly

R T —
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5.10.1 Meaning of Duopoly

£

Duopoly (from greek words dy,
(two) + polein (to sell)) is a specific type
of oligopoly where only two producers
exist in the market. They have fy]
domination over the market.

It is also called as a limited form
of oligopoly. The goods produced by the
producers may be homogeneous or
differentiated. As there are only two
producers, both are aware that the
decisions of one will affect the other.

Rivalry and collusion of the producers
re both possible in this market
situation. In the market both firms have

The earliest duopoly model we
~ developed in 1838 by the Fren
economist Augustin Cournot.
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Cournot illustrated his model
with the example of two firmsg According
to this model, the two sellers will have
a naive behaviour and they never learn
from the past patterns of reaction of
rivalry- AS & result each firm produces  * As per modern view, market need not
one third of the total output. Together be tg @ partienlar
they cover two-thirds of the total  geographical place. In fact, it is the
market. Each firm maximizes its profits forces of demand and supply together
put profits in the industry will not be decide the extent of market.
maximized. This happens due to non- + Based on time, area and competition,
recogmtlon of their mterdependence the markets are classified into

8.11 Summary
* As per traditional view, a market is a
place where both buyers and sellers

meet together.

confined

various types.

* There will be large number of buyers
and sellers in the perfect competition.
All sellers offer homogeneous goods
in the perfect competition.

i -AA Coumot was,-
Havige Fren ch;_

economist and
m_-athemahg;an-

‘who introduced

- mathematical

Monopoly market is a situation where
only one seller produces the good. In
the monopoly, firm and industry are
one and the same and therefore there

| aﬂalj’rsis into
: economics He ‘
viiss best kn g
 for the Cournot

Mbdbl*";i-or_.
.' Duopoly st
work lald the foundati
| mdustrial organization a:id

will not be any scope for entry and
exit of firms from the industry.

* Licensing, government control, patent
rights and control of key resources are
the reasons behind the emergence of

onopoly firm.

: econoﬁc ’Eheory i
- : * Charging different prices from different
5.10.2 Characteristics of Duopoly buyers calléd ‘discriminating
a. There will be two independent monQyoly’

sellers. * Monopoligfic competition comprises of
. They produce and sell homogeneous product Wiffergntiation and selling

costs.

products.

. Cost of production is assumed to be ~ * Monopolistic competition represents

Zero.

. Sellers do not recognise their

interdependence.

the features of both perfect competition
and monopoly. Large number of firms
sell differentiated products.



tomatoes or onions. Buyers can freely
choose based on price since the quality
is nearly the same.

No seller can significantly
influence the price alone.
6. Wholesale markets : Wholesale fish
or meat markets where vendors sell
standardized products at competitive
prices. Buyers have multiple choices,

and no single seller dominates.
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