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PREFACE

Billy Beane, general manager of major league baseball’s Oakland A’s, had a problem: How can
a small-market club with a tight budget consistently win in the major leagues? He decided on
a simple, but uncommon approach. Beane focused on signing the most effective baseball play-
ers based on their proven ability to help teams win, not on the basis of their unrealized poten-
tial. In baseball, conventional wisdom says to sign big, strong, and fast hitters and pitchers able
to throw the baseball 95 mph. Bean defied tradition by fielding a team comprised of hitters
with high on-base percentage and pitchers who throw strikes and get lots of ground outs. Read
Michael Lewis’s Moneyball to get the blow-by-blow account on how Beane built winning teams
of young affordable players and inexpensive castoff veterans.

You might wonder why Warren Buffett and Charlie Munger, chairman and vice chair-
man Berkshire Hathaway, Inc., enthusiastically recommend Moneyball to their friends and
stockholders. Why would two of the most successful business managers and investors of all
time actively promote a book about baseball? The answer is simple: Bean’s management of
the Oakland A’s shows how successful one can be simply by being rational and focusing on
the most useful data available. That’s just common sense, but in baseball common sense is
rarely employed. Common sense is sometimes uncommon in business, too.

Economic concepts show how to apply common sense to understand business and solve
managerial problems. Economic intuition is really useful. It helps managers decide on which
products to produce, costs to consider, and prices to charge. It also helps them decide on the
best hiring policy and the most effective style of organization. Students and future managers
need to learn these things. The topics covered in managerial economics are powerful tools
that can be used to make them more effective and their careers more satisfying. By studying
managerial economics, those seeking to further their business careers learn how to more
effectively collect, organize, and analyze information.

A key feature of this book is its depiction of the firm as a cohesive organization. Effective
management involves an integration of the accounting, finance, marketing, personnel, and
production functions. This integrative approach demonstrates that important managerial
decisions are interdisciplinary in the truest sense of the word. Over the years, I have come to
appreciate that students find understanding of the business firm as a unified whole, rather
than a series of unrelated parts, as one of the most valuable lessons of managerial economics.
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Although both microeconomic and macroeconomic relations have implications for
managerial decision making, this book concentrates on microeconomic topics. Following
development of the economic model of the firm, the vital role of profits is examined.
Because economic decision making often requires an elementary understanding of optimiza-
tion techniques and statistical relations, those basic concepts are described early in the text.
Because demand for a firm’s products plays a crucial role in determining its profitability and
ongoing success, demand analysis and estimation is an essential area of study. An important
part of this study is an investigation of the basic forces of demand and supply. This naturally
leads to discussion of economic forecasting and methods for assessing forecast reliability.
Production theory and cost analysis are then explored as means for understanding the eco-
nomics of resource allocation and employment.

Once the internal workings of a successful firm are understood, attention can turn toward
consideration of the firm’s external economic environment. Market structure analysis provides
the foundation for studying the external economic environment and for defining an effective
competitive strategy. The role of government in the market economy, including the constraints
it imposes on business, requires a careful examination of regulation and antitrust law. Risk
analysis and capital budgeting are also shown as methods for introducing marginal analysis
into the long-range strategic planning and control process. Finally, given government’s
increasing role in managing demand and supply for basic services, such as education and
health care, the use of economic principles to understand and improve public management is
also considered.

Managerial Economics, Eleventh Edition, takes a practical problem-solving approach. The
focus is on the economics—not the mathematics—of the managerial decision process.
Quantitative tools are sometimes employed, but the emphasis is on economic intuition.

e

Learning Aids

* Each chapter incorporates a wide variety of simple numerical examples and detailed
practical illustrations of chapter concepts. These features portray the valuable use and
real-world implications of covered material.

* Each chapter includes four short “Managerial Applications” boxes to show current
examples of how the concepts introduced in managerial economics apply to real-world
situations. Many of the managerial applications based on articles from the Internet or
The Wall Street Journal are provided. This feature stimulates student interest and offers
a popular basis for classroom discussion.

* Effective managers must be sensitive to the special challenges posed by an increasingly
global marketplace. To increase student awareness of such issues, a number of examples
and managerial applications that relate to global business topics are featured.

* End-of-chapter questions and problems are provided, after having been subject to
necessary revision and class testing. Questions are designed to give students the
opportunity to grasp basic concepts on an intuitive level and express their under-
standing in a nonquantitative fashion. Problems cover a wide variety of decision
situations and illustrate the role of economic analysis from within a simple numerical
framework.

Ancillary Package

Managerial Economics, Eleventh Edition, is supported by the most comprehensive ancillary
package available to make teaching managerial economics and learning the material both
easy and enjoyable. The ancillary package includes Instructor’s Manual, Study Guide, Test
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Bank, Exam View, Power Point Slides, and Excel for Economics. For the latest information
about the ancillary package, please contact your local representative and visit the South-Western
Web site at http://hirschey.swlearning.com.

Acknowledgments
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Finally, more than ever before, it is obvious that economic efficiency is an essential ingredi-
ent in the successful management of both business and public-sector organizations. Like any
dynamic area of study, the field of managerial economics continues to undergo profound
change in response to the challenges imposed by a rapidly evolving environment. It is excit-
ing to participate in these developments. I sincerely hope that Managerial Economics, Eleventh
Edition, contributes to a better understanding of the usefulness of economic theory.

For students, I hope it makes $ense.
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Warren E. Buffett, the celebrated chairman and chief executive officer of Omaha,
Nebraska-based Berkshire Hathaway, Inc., started an investment partnership with $100 in
1956 and has gone on to accumulate a personal net worth in excess of $30 billion. As both a
manager and an investor, Buffett is renowned for focusing on the economics of businesses.

Berkshire’s collection of operating companies includes the GEICO Insurance Company,
International Dairy Queen, Inc., the Nebraska Furniture Mart, and See’s Candies. They com-
monly earn 30 percent to 50 percent per year on invested capital, compared with the 10 per-
cent to 12 percent rate of return earned by well-managed companies. A second important
contributor to Berkshire’s outstanding performance is a handful of substantial holdings in
publicly traded common stocks, such as The American Express Company, The Coca-Cola
Company, and The Washington Post Company, among others. As both manager and
investor, Buffett likes “wonderful businesses” with high rates of return on investment,
ample profit margins, and consistent earnings growth. Complicated businesses that face
fierce competition and require large capital investment are shunned.!

Buffett’s success is powerful testimony to the practical usefulness of managerial econom-
ics. Managerial economics answers fundamental questions. When is the market for a product
so attractive that entry or expansion becomes appealing? When is exit preferable to continued
operation? Why do some professions pay well, while others offer only meager pay? Successful
managers make good decisions, and one of their most useful tools is the methodology of man-
agerial economics.

1 Information about Warren Buffett’s investment philosophy and Berkshire Hathaway, Inc., can be found on the
Internet (http:/ /www.berkshirehathaway.com).




