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PREFACE TO THE EIGHTH EDITION

Thanks to feedback from users around the world, Managerial Economics and Busi-
ness Strategy remains the best-selling managerial text in the market. We are grate-
ful to all of you for allowing us to provide this updated and improved edition.
Before highlighting some of the new features of the eighth edition, we would like to
stress that the fundamental goal of the book—providing students with the tools
from intermediate microeconomics, game theory, and industrial organization that
they need to make sound managerial decisions—has not changed. What has
changed is the examples used to make managerial economics come to life for this
generation of students and—thanks to the addition of Jeff Prince to this edition—
the utilization of new technologies (such as Connect) for enhancing the teaching
and learning experiences of instructors and their students.

This book begins by teaching managers the practical utility of basic economic
tools such as present value analysis, supply and demand, regression, indifference
curves, isoquants, production, costs, and the basic models of perfect competition,
monopoly, and monopolistic competition. Adopters and reviewers also praise the
book for its real-world examples and because it includes modern topics not contained
in any other single managerial economics textbook: oligopoly, penetration pricing,
multistage and repeated games, foreclosure, contracting, vertical and horizontal inte-
gration, networks, bargaining, predatory pricing, principal-agent problems, raising
rivals’ costs, adverse selection, auctions, screening and signaling, search, limit pric-
ing, and a host of other pricing strategies for firms enjoying market power. This bal-
anced coverage of traditional and modern microeconomic tools makes it appropriate
for a wide variety of managerial economics classrooms. An increasing number of
business schools are adopting this book to replace (or use alongside) managerial strat-
egy texts laden with anecdotes but lacking the microeconomic tools needed to iden-
tify and implement the business strategies that are optimal in a given situation.

This eighth edition of Managerial Economics and Business Strategy has been
revised to include updated examples and problems, but it retains all of the basic
content that made previous editions a success. The basic structure of the textbook is
unchanged to ensure a smooth transition to this edition.

KEY PEDAGOGICAL FEATURES

The eighth edition retains all of the class-tested features of previous editions that
enhance students’ learning experiences and make it easy to teach from this book. But
this edition includes a number of new features available to those using McGraw-Hill’s
wonderful interactive learning products, Connect and LearnSmart. Connect offers
hundreds of variations of end-of-chapter problems that may be electronically graded
and provide students with immediate, detailed, feedback. Students and instructors can
access these and other powerful resources directly from their laptops, tablets and
phones. For more information, please refer to pp. xiv—xvii of the preface.

Headlines

As in previous editions, each chapter begins with a Headline that is based on a real-
world economic problem—a problem that students should be able to address after
completing the chapter. These Headlines are essentially hand-picked “mini-cases”
designed to motivate students to learn the material in the chapter. Each Headline is
answered at the end of the relevant chapter—when the student is better prepared to
deal with the complications of real-world problems. Reviewers as well as users of
previous editions praise the Headlines not only because they motivate students to
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learn the material in the chapter, but also because the answers at the end of each
chapter help students learn how to use economics to make business decisions.

Learning Objectives

Each chapter includes learning objectives designed to enhance the learning experi-
ence. A listing is provided at the end of the chapter that identifies select end of
chapter problems to the learning objective(s) to which they relate.

Demonstration Problems

The best way to learn economics is to practice solving economic problems. So, in
addition to the Headlines, each chapter contains many Demonstration Problems
sprinkled throughout the text, along with detailed answers. This provides students
with a mechanism to verify that they have mastered the material, and reduces the cost
to students and instructors of having to meet during office hours to discuss answers to
problems. One key demonstration problem in each chapter has an accompanying
video tutorial, which walks through the solution step-by-step. These videos are
available via the eBook included in Connect® Plus and the Online Learning Center,
www.mhhe.com/baye8e. For more information please refer to p. xiv of the Preface.

Inside Business Applications

Most chapters contain boxed material (called Inside Business applications) to illus-
trate how theories explained in the text relate to a host of different business situa-
tions. As in previous editions, we have tried to strike a balance between
applications drawn from the current economic literature and the popular press.

Calculus and Non-Calculus Alternatives

Users can easily include or exclude calculus-based material without losing content
or continuity. That’s because the basic principles and formulae needed to solve a
particular class of economic problems (e.g., MR = MC) are first stated without
appealing to the notation of calculus. Immediately following each stated principle
or formula is a clearly marked Calculus Alternative. Each of these calculus alterna-
tives states the preceding principle or formula in calculus notation, and explains the
relation between the calculus and non-calculus based formula. More detailed calcu-
lus derivations are relegated to chapter Appendices. Thus, the book is designed for
use by instructors who want to integrate calculus into managerial economics and by
those who do not require students to use calculus.

Key Terms and Marginal Definitions

Each chapter ends with a list of key terms and concepts. These provide an easy way
for professors to glean material covered in each chapter, and for students to check
their mastery of terminology. In addition, marginal definitions are provided
throughout the text.

End-of-Chapter Problems

Three types of problems are offered. Highly structured but nonetheless challenging
Conceptual and Computational Questions stress fundamentals. These are followed
by Problems and Applications, which are far less structured and, like real-world deci-
sion environments, may contain more information than is actually needed to solve the
problem. Many of these applied problems are based on actual business events.

Flexibility

Instructors of managerial economics have genuinely heterogeneous textbook needs.
Reviewers and users continue to praise the book for its flexibility; and they assure us
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that sections or even entire chapters can be excluded without losing continuity. For

instance, an instructor wishing to stress microeconomic fundamentals might choose

to cover Chapters 2, 3, 4, 5, 8, 9, 10, 11, and 12. An instructor teaching a more

applied course that stresses business strategy might choose to cover Chapters 1, 2, 3,

5,6,7,8, 10, 11, and 13. Each may choose to include additional chapters (for exam-
ple, Chapter 14) as time permits. More generally, instructors can easily omit topics
such as present value analysis, regression, indifference curves, isoquants, or reaction
functions without losing continuity.

SUPPLEMENTS FOR THE INSTRUCTOR

We are pleased to report that the eighth edition of Managerial Economics and Busi-
ness Strategy truly offers adopters the most comprehensive and easily accessible
supplements in the market. Below we discuss popular features of some of the sup-
plements that have been greatly expanded for this edition. The following ancillaries
are available for quick download and convenient access via the book website at
www.mhhe.com/baye8e and are password protected for security.

Cases

Nearly a dozen full-length cases were prepared to accompany Managerial
Economics and Business Strategy. These cases complement the textbook by
showing how real-world businesses use tools like demand elasticities, markup
pricing, third-degree price discrimination, bundling, Herfindahl indices, game
theory, and predatory pricing to enhance profits or shape business strategies.
The cases are based on actual decisions by companies that include Microsoft,
Heinz, Visa, Staples, American Airlines, Sprint, and Kodak. Expanded teaching
notes and solutions for all of the cases are also provided.

PowerPoint Slides

Thoroughly updated and fully editable PowerPoint presentations with animated fig-
ures and graphs, prepared by Patrick Scholten of Bentley University, make teaching
and learning a snap. For instance, a simple mouse click reveals the firm’s demand
curve. Another click reveals the associated marginal revenue curve. Another click
shows the firm’s marginal cost. A few more clicks, and students see how to determine
the profit-maximizing output, price, and maximum profits. Animated graphs and tables
are also provided for all other relevant concepts (like Cournot and Stackelberg equilib-
rium, normal form and extensive form games, and the like).

Solutions Manual

We have prepared a solutions manual that provides detailed answers to all end-of-
chapter problems, all of which have been class-tested for accuracy.

Test Bank

An updated test bank, prepared by the authors, offers well over 1,000 multiple-choice
questions categorized by learning objectives, AACSB learning categories, Bloom’s
taxonomy objectives, and level of difficulty.

Computerized Test Bank

McGraw-Hill’s EZ Test is a flexible and easy-to-use electronic testing program that
allows you to create tests from book-specific items, customized to your needs. It
accommodates a wide range of question types, and you can add your own questions.
Multiple versions of the test can be created, and any test can be exported for use with
course management systems such as BlackBoard. EZ Test Online gives you a place
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to administer your EZ-Test created exams and quizzes online. The program is avail-
able for Windows and Macintosh environments.

Digital Image Library

All the figures and tables presented in the book have been made available in elec-
tronic format, providing flexibility to integrate art from the textbook into Power-
Point presentations, or to directly print the figures on overhead transparencies.

SUPPLEMENTS FOR THE STUDENT

Study Guide

We have prepared a study guide that offers a wealth of additional resources to master
the course. The study guide includes a study outline, a review of key concepts, a vari-
ety of questions for additional practice, and the solutions to the questions so you can
check your answers.

Online Learning Center www.mhhe.com/baye8e

The book website is a central resource for students and instructors alike. Students can
access a glossary, data for key chapters, Inside Business assets, chapter overviews,
and PowerPoint presentations. Students can also test their knowledge of chapter
concepts with auto-gradable practice quizzes.

Michael R. Baye
Jeffrey T. Prince
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