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Preface

Managerial economics, meaning the application of economic methods to the
managerial decision-making process, is a fundamental part of any business or
management course. It has been receiving more attention in business as
managers become more aware of its potential as an aid to decision-making,
and this potential is increasing all the time. This is happening for several
reasons:

1 It is becoming more important for managers to make good decisions and to
justify them, as their accountability either to senior management or to
shareholders increases.

2 As the number and size of multinationals increases, the costs and benefits at
stake in the decision-making process are also increasing.

3 In the age of plentiful data it is more imperative to use quantitative and
rationally based methods, rather than ‘intuition’.

4 The pace of technological development is increasing with the impact of the
‘new economy’. Although the exact nature of this impact is controversial,
there is no doubt that there is an increased need for economic analysis
because of the greater uncertainty and the need to evaluate it.

5 Improved technology has also made it possible to develop more sophisti-
cated methods of data analysis involving statistical techniques. Modern
computers are adept at ‘number-crunching’, and this is a considerable
aid to decision-making that was not available to most firms until recent
years.

As managerial economics has increased in importance, so books on the subject
have proliferated. Many of the more recent ones claim like this one to take a
problem-solving approach. I have found from my own teaching experience
that, in spite of this, students of the subject tend to have two main problems:

1 They claim to understand the theory, but fail to see how to put principles
into practice when faced with the kind of problems they find in the text-
books, even though these are considerably simplified compared with real-
life situations.

2 They fail to see the relevance of the techniques presented in the books in
terms of application to real-life situations.

The two problems are clearly related. Textbook problems are simplified, in
terms of the amount of data and decision variables, to make them easier for
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students to analyse. However, the result of this is that the textbook problems
tend to fall between two stools: they are still too difficult in some cases for
students to tackle without considerable help (the first problem), yet they are
too simplified and abstract for students to see how textbook methods can be
applied to real-life situations (the second problem).

This book attempts to overcome the considerable obstacles above. It adopts
a user-friendly problem-solving approach, which takes the reader in gradual
steps from easy, very simplified problems through increasingly difficult mater-
ial to complex case studies.

Pedagogical features

1 The objectives of each chapter are clearly stated at the start of the chapter.

2 Case studies are plentiful and have been carefully selected. These are
designed to be global in their application and relevance, and of recent
origin. They are sometimes longer than the typical case study in textbooks
in order to achieve a fuller flavour of real life, and they concentrate on the
managerial decision-making aspect. The cases are also integrated with the
material in the text, not just in terms of relevance, but also in terms of
asking specific questions, often of a quantitative nature.

3 Examples are given throughout the text of firms or situations, to illustrate
principles and their real-life application; an effort is made to use examples
to which students can easily relate from their own experience.

4 There is an emphasis on the interdisciplinary aspects of managerial eco-
nomics; problems are addressed in all the main functional areas of market-
ing, finance, production and human resources.

5 Quantitative techniques are introduced only where they are relevant to the
material discussed, and are then applied in that context. This is contrary to
the common treatment, where many techniques are explained in the early
part of textbooks, before the relevant economic theory. Teaching experi-
ence suggests that students comprehend the techniques more easily if they
can immediately see their application. It is assumed in the text that stu-
dents already have a basic knowledge of calculus and statistics.

6 Key terms and concepts are written in bold; the definitions and interpret-
ations of these terms and concepts are written in bold italics.

7 Many chapters include a section titled ‘A problem-solving approach’ at the
end of the chapter, in order to bridge the gap described above as the first
student problem. These sections include several solved problems, with the
rationale for the methodology explained as well as the calculations.

8 Summaries are provided at the end of each chapter of the key points.

9 Review questions are included at the end of each chapter for students to
test their understanding of the material.

10 Problems of a quantitative nature are also included at the end of chapters.
These can be used by both students and instructors, as test questions or
assignments.
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11 Starred material is included which indicates a greater degree of difficulty;
this is more suitable for MBA students, and can be omitted without causing
problems with understanding the remaining material. Sometimes the
starred material relates to whole sections, sometimes to subsections, and
sometimes just to particular headings.

12 Throughout the book there is an effort to tie economic theory and practice
together. Students should be able to see how empirical studies are con-
ducted and the role of these in testing theories; the relevance of this process
to managerial decision-making is emphasized.

Structure and content

The text is structured into parts, chapters, sections, subsections, headings and
subheadings. The first four are self-explanatory; headings are titled alphabet-
ically, while subheadings are titled numerically. An attempt is made to ensure
both consistency of treatment and clarity of exposition, so that students can
easily see how the various materials are related.

Part I of the text is an overview of the subject matter, and is particularly
concerned with the methodology employed and the objectives of firms and
managers. Part Il is concerned with examining demand analysis. This involves
a discussion of consumer theory, the theoretical principles of demand and the
empirical aspects of demand estimation. Considerable attention is given to
examining statistical techniques of estimation, much more than in the typical
text. This is because of the increasing importance of the use of these tech-
niques and the ubiquity of software packages for data analysis. Part IIl examines
production theory and costs; the treatment is similar to the previous part, in
that the principles of production and costs are discussed, and then the empir-
ical and statistical aspects of estimation are explained. Part [V examines strat-
egy analysis; this covers market structure, pricing, game theory, investment
analysis and the impact of government policy on managerial decision-making.
The coverage here is broader than a typical text, and there is particular
emphasis on the consideration of non-price decisions and interdependent
decision-making.

In each chapter there are three or four case studies, with questions attached.
These are inserted into the text as close as possible to their points of relevance.
Many chapters also include solved problems; sometimes these are embodied in
the text as examples to illustrate the concepts involved, and in other cases they
are included at the end of the chapter, according to whatever seems more
appropriate. There are also review questions and in many cases additional
problems at the end of the chapters, following the chapter summaries. The
currency units involved in these problems vary, being mainly in pounds ster-
ling and US dollars; this is in keeping with the international nature of the
material in both the text and the case studies.
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