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Preface

As we enter the 1990s, the importance of managerial economics is becom-
ing increasingly clear. Competition in world and regional markets is much
tougher than in the past, and managers must be aware of modern analytical
techniques if their firms are to survive, let alone prosper. Paralleling these
changes has been a growth in demand for college graduates who understand
and know how to use the wide variety of new tools developed by econo-
mists, statisticians, and others to help solve managerial problems.

This new textbook arises from my feeling, based on both teaching and
consulting experience, that existing textbooks do not take up many of the
central problems that managers must face—and that these new tools help
to illuminate. For example, as discussed in more detail below, other text-
books pay virtually no attention to industrial innovation and international
competitiveness, problems of overriding importance to today’s managers.
Also, they devote surprisingly little attention to well-known advances that
have been made recently in the analysis of strategic behavior.

Moreover, I have found from my own teaching experience, at the Uni-
versity of Pennsylvania (both in the Wharton School and in the College of
Arts and Sciences) and at Carnegie-Mellon’s Graduate School of Industrial
Administration, that existing textbooks do not go far enough in demon-
strating how the techniques presented in a managerial economics course are
actually used by firms. Students should be given actual case studies show-
ing how these techniques have been used by decision makers. This strategy
allows many of these techniques to be explained more clearly and interest-
ingly than would be possible with superficial, vague stories or fabricated
exercises.
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Real Cases and Examples. To provide students with a convincing and var-
ied demonstration that the techniques covered in the managerial economics
course actually are used, and to show in detail how these techniques are
used, about seventy cases and examples (each about a page long) are
included in this text. Some (“Concepts in Context’’) describe how these
techniques have been used. Others (Analyzing Managerial Decisions’’) go
further and ask the student to answer questions related to the techniques
being described. (Answers to these questions are included.)

“Consultant’s Corner”’ and '‘Managerial Economics in Context.”’ Besides
these seventy real cases and examples, each chapter contains a section
(“Consultant’s Corner”’) that provides a brief case, generally based on an
actual situation, where the student is asked to provide practical advice to a
manager. Answers are provided at the end of the book. In addition, each
part of the book contains a case (“Managerial Economics in Context”’) that
tries to bridge the material in various chapters, thus helping the student to
integrate the material. Answers to these cases too are provided at the end of
the book.

Numerical Examples and Answers to Problems. Because managerial eco-
nomics centers on the application of quantitative techniques, it is impor-
tant that the student be ushered through many numerical examples. For
example, to understand how price should be set under various sets of cir-
cumstances, the student should be given numerical examples that help to
lay bare the essence of each price-setting technique. I have included many
sections that are devoted entirely to working out such numerical examples.
Also, in contrast to practically all other texts, answers to the odd-numbered
end-of-chapter problems are included at the end of the book. This provides
the student with useful feedback; he or she can see how a problem can be
solved, and whether he or she really understood the principles involved.

Chapter on Industrial Innovation and Technological Change. As is evi-
dent from managers’ statements, corporate annual reports, and government
documents (such as the 1989 Economic Report of the President), American
firms—as well as those in other countries—are constantly faced with deci-
sions concerning innovation and technological change. It is no exaggeration
to say that these decisions are among the most important facing any firm,
particularly now that the traditional U.S. technological lead over other
major countries has evaporated in many industries. Other textbooks in
managerial economics devote little or no space to this topic. This is the first
—and to date, only—one to provide a full chapter on this score.

Chapter on Oligopoly and Strategic Behavior. In recent years, substantial
advances have been made in the analysis of strategic behavior. These
advances have had an impact on thinking in boardrooms as well as
classrooms. From my discussions with students, teachers, and managers
throughout the country, I am convinced that it is high time this material be
incorporated into managerial economics textbooks. Thus, another innova-
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tion of this book is a full chapter devoted to oligopoly and strategic behav-
ior. The added material concerning strategic behavior includes cases
describing how the relevant models and techniques can be, and have been,
used by managers.

International Competitiveness. No topic is of more interest to American
managers than the competitive struggle with their foreign rivals. It is well
known that many U.S. firms have succumbed to foreign competition,
whereas others, like Caterpillar, have fought back with considerable suc-
cess. To help make the principles and techniques of managerial economics
come to life, and to show their power and applicability, considerable atten-
tion is devoted to case studies describing the reasons for Japanese success
and the ways that American firms have responded. In this connection, we
discuss the importance of firms’ being on the industry production function
and of optimal lot size, among other things. These too are unique features
of this textbook.

Software Packages. Given the major role played by the computer in today’s
firms, it is important in any modern managerial economics text that the
student be introduced to the software packages available to help solve man-
agerial problems. This is particularly important in the case of regression
techniques and linear programming, where few real calculations are carried
out any longer by hand. In this book, appendices to Chapters 4 and 9
describe leading software packages in detail. Although this material is
optional, experience indicates that it will be useful in many classes.

Organization, Coverage, and Level. Although this book contains a number
of innovations, its overall organization and coverage is reasonably stan-
dard. All of the topics usually taken up in a book of this sort are included,
and the order in which they appear is similar to that in other books. Those
instructors who wish to ignore the new material on industrial innovation,
strategic behavior, or software packages will find it easy to do so, since this
material—included in Chapter 7, the latter part of Chapter 11, and the
appendices to Chapters 4 and 9—is self-contained and can be omitted with-
out loss of continuity. It is important to note as well that this book is
designed to be used by students with a wide range of abilities and back-
grounds, not just a highly select few.

Mathematical Sophistication. Only a very modest mathematical back-
ground is required for an understanding of Managerial Economics. The ele-
ments of differential calculus that are used are explained in Chapter 2. For
many students, this material can be skipped, since they will already have
taken calculus courses, or it can be used to review the mathematics they
have learned before. The emphasis in this book is on providing students
with solid and effective evidence concerning the power and applicability of
modern managerial conomics, and on making sure that they can use these
techniques correctly and imaginatively. To accomplish these objectives, it is
neither necessary nor appropriate to deluge students with mathematics.
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Problems and Problem Sets. While real cases and examples whet a stu-
dent’s interest and sharpen his or her competence and intuition, they ordi-
narily must be supplemented with a substantial number of problems and
problem sets. Besides the numerical examples included in the body of the
chapters, there are a substantial number of problems at the end of each
chapter. (As pointed out above, the answers to the odd-numbered problems
are given at the end of the book.)

Study Guide. Because of the importance of hands-on experience with the
techniques of this course, I have written a study guide (Managerial Eco-
nomics: Problems and Exercises) to supplement the text. This supplement
contains hundreds of problem sets, problems, and review questions (as well
as their answers), which should be helpful to students. Most of these prob-
lems and questions have been tested for effectiveness in the classroom.

Instructor’'s Manual. An Instructor’s Manual will be available to accom-
pany this text. It includes suggestions for lectures and classroom discus-
sion, as well as a test bank of roughly seven hundred multiple-choice
questions.

In writing this book, I have benefited from the comments and sugges-
tions of many colleagues and students. Particular thanks go to the following
teachers who have commented in detail on all or much of the manuscript:
Richard S. Bower, The Tuck School; Robert Carbaugh, Central Washington
University; Thomas M. Carroll, University of Nevada (Las Vegas); Michael
Claudon, Middlebury College; George C. Dery, University of Lowell; Con-
stantine Glezakos, California State University (Long Beach); Theodore
Groves, University of California (San Diego); Robert Hansen, The Tuck
School; George Hoffer, Virginia Commonwealth University; Todd Idson,
University of Miami; Charles E. Krider, University of Kansas; Michael
Magura, University of Toledo; Marshall Medoff, California State Univer-
sity (Long Beach); Stephen Sheppard, Virginia Polytechnic Institute and
State University; Sheldon H. Stein, Cleveland State University; John Clair
Thompson, University of Connecticut; James Wetzell, Virginia Common-
wealth University; and Pamela Whalley, Western Washington University.
Also, Anthony Romeo of Unilever and Lorne Switzer of Concordia Univer-
sity suggested useful material and made valuable comments.

I am grateful to the Biometrika Trustees for permission to reprint mate-
rial in Appendix Tables 3-7, and to the literary executor of the late Sir Ron-
ald A. Fisher, F.R.S., Dr. Frank Yates, F.R.S., and the Longman Group, Ltd.,
London, for permission to reprint part of Appendix Table 4 from their book
Statistical Tables for Biological, Agricultural, and Medical Research (6th
edition, 1974). I would also like to thank W. Drake McFeely of W.W. Nor-
ton for his efficient handling of the publishing end of the work, and Edward
D. Mansfield for his contribution to Chapter 9 (which he coauthored). As
always, my wife, Lucile, has contributed an enormous amount to the com-
pletion of this book.

E.M.
Philadelphia, 1989
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