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[0 O One day after classC] a student in one of our courses commented on the managerialeconomics text then being
usedd "This book is very dry. What it needs is a plot[]

" To alarge extent[] the idea for this text stemmed from this remark. This is a text that webelieve will excite readers
about managerial economics as well as inform them aboutthis vital part of management education. Each chapter
begins with a "SituationJ " inwhich managers in a fictional company[] Global Foods Inc.0' must make certain
keydecisions about their products in the beverage industry. After the relevant economicconcepts or tools of
analysis are presented[] each chapter ends with a "Solution[] " asuggested way in which these concepts or tools can
be used to help managers make thebest decision.[J [I The heart of managerial economics is the microeconomic
theory of the firm.Much of this theory was formalized in a textbook written over 100 years ago byProfessor Alfred
Marshall of Cambridge University. Indeed[ if readers were to referto his Principles of Economics [J 18900] [
they would find many of the diagrams andequations presented in this text as well as in all other texts in managerial
economics.To be sure[d the world has changed greatly since Marshalls ideas were developed.Market structures
other than the "perfectly competitive model" are now much moreimportant. Technology moves at such a rapid
pace that the rate of obsolescence ofproducts is now often measured in months rather than years. Competition
amongfirms is frequently conducted on a global scale rather than a local or national one.Multinational firms invest
[0 manufacture[d and sell around the world. In so doingd theysometimes buy out their global competitors or
form alliances or joint ventures withthem. In recent yearsJ the Internet and e-commerce have become critical
elementsof most businesses.[J [J Yet through all of these changes[J basic microeconomic principles such as supply
anddemand[ elasticity] short-run and long-run shifts in resource allocation] diminishingreturnsC] economies
of scale] and pricing according to marginal revenue and marginalcost continue to be important tools of analysis
for managerial decision makers. In factl] the overall objective of this text is to demonstrate to our readers that the
application ofmicroeconomic theory has stood the test of time and continues to be relevant to manyfacets of
modern business decision making.[0 [0 We are well aware of the reputation that economics courses have among
somebusiness students of being "too theoretical and not practical enough for the realworld." In our opinion[]
nothing could be further from the truth. We know that theinstructors in managerial economics will agree with us
on this matter. We hope that thistext will serve as a solid supplement to their classroom efforts to demonstrate to
theirstudents the importance and utility of economic theory for business decision-making. [ This text is
designed for upper-level undergraduate and first-year MBA courses inmanagerial economics and applied
economics. The first two chapters are a generalintroduction to economics and economic reasoning. A review of the
mathematicalconcepts and tools used in the text has been placed online.
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[0 O government, he found that every problem that he worked on was helped in some way by "the method of
reasoning involved in the derivation of some economic theorem."4[1 [ William H. Meckling, the former dean of
the Graduate School of Management at the University of Rochester, expressed a similar sentiment in an interview
conducted by The Wall Street Journal. In his view, "economics is a discipline that can hell5 students solve the sort
of problems they meet within the firm." Recalling his experience as the direc tor of naval warfare analysis at the
Center for Naval Analysis and as an economic analyst at the Rand Corporation, one of the nations most prominent
think tanks, Meckling stated that these institutions are "dominated by physical scientist types, really brilliant
people." However, he went on to say that "the economists knew how to structure the problems... the rest of the
people knew a lot about technical things but they had never thought about how you structure big issues."500 [0 As it
has evolved in undergraduate and graduate programs over the past half century, managerial economics is essentially
a course in applied microeconomics that includes selected quantitative techniques common to other disciplines
such as linear programming [J management sciencel] , regression analysis [J statistics, econometrics, and
management sciencel] , capital budgeting O financed , and cost analysis [J managerial and[J cost accountingl] .
From our perspective as economists, we see that many disciplines in business studies have drawn from the core of
microeconomics for concepts and theoretical support. For example, the economic analyis of demand and price
elasticity can be found in most marketing texts. The division of markets into four types——perfect competition,
pure monopoly, monopolistic competition, and oligopoly——is generally the basis for the analysis of the
competitive environment presented in books on corporate strategy and marketing strategy.6(1 [1 There are a
number of other examples to be found. The economic concept of opportunity cost serves as the foundation for the
analysis of relevant cost in managerial accounting and for the use of the "hurdle rate"7 in finance. As shown in
chapter 2, opportunity cost also plays an important part in understanding how firms create "economic value” for
their shareholders. Finally, in recent years, certain authors havelinked their managerial economics texts thematically
with strategy and humanresources.8 Figure 1.1 illustrates our view that managerial economics is closely linkedwith
many other disciplines in a business curriculum.
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