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PREFACE

WHY MANAGERIAL ECONOMICS?

Over the past dozen or so years, business school cur-
riculum committees have taken steps to strengthen
the analytical and critical thinking skills of business
students. While the trend toward stronger academic
training in business schools stems from a number of
factors, one of the most compelling reasons for doing
so is, quite simply, that employers of business school
graduates are demanding better thinkers. Many of us
who teach economics to business students believe
that training in economics not only helps business
students better understand and predict the economic
forces shaping real-world business decisions but also
serves to develop and strengthen overall analytical
skills of students of all majors.

Most business schools require students to take
several courses in economics. Managerial econom-
ics, which is often one of these courses, brings to-
gether topics in microeconomics that can be applied
to business decision making to create a valuable
way of thinking about markets and business deci-
sions. The objective of Managerial Economics is to
help business students become architects of busi-
ness strategy rather than simply middle managers
plodding along the beaten path of others.

PEDAGOGICAL HIGHLIGHTS

The Eighth Edition of Managerial Economics main-
tains all of the pedagogical features that have made
previous editions successful. These features follow.

Emphasis on the Economic Way of Thinking

The primary goal of this book has always been, and
continues to be, to teach students the economic way
of thinking about business decisions. Managerial

Economics develops critical thinking skills and pro-
vides students with a logical way of analyzing busi-
ness decisions.

Easy to Learn and Teach From

Managerial Economics has always been a self-
contained book that requires no previous training in
microeconomics. While maintaining a rigorous
style, this book is designed to be one of the easiest
books in managerial economics from which to teach
and learn. Rather than parading students quickly
through every interesting or new topic in microeco-
nomics and industrial organization, Managerial Eco-
nomics instead carefully develops and applies the
most useful concepts for business decision making.

Dual Sets of End-of-Chapter Questions

To promote the development of analytical and criti-
cal thinking skills, which most students probably do
not know how to accomplish on their own, two dif-
ferent kinds of problem sets are provided for each
chapter. Much like the pedagogy in mathematics
textbooks, which employ both “exercises” and
“word problems,” Managerial Economics provides
both Technical Problems and Applied Problems.

= Technical Problems—Each section of a chapter

is linked (by an icon in the mar-
gin) to one or more Technical E:>
Problems specifically designed to

build and reinforce a particular skill. The Tech-
nical Problems provide a step-by-step guide for
students to follow in developing the analytical
skills set forth in each chapter. The answers to

all of the Technical Problems are provided at
the end of the text, so the Technical Problems

v
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serve as an integrated workbook within the
text. The narrow focus of each Technical Prob-
lem accomplishes two things: (1) It encourages
students to master concepts by taking small
“bites” instead of trying to “gulp” the whole
chapter at once, and (2) it allows students to
pinpoint any areas of confusion so that interac-
tion with the instructor—in the classroom or in
the office—will be more productive. When stu-
dents finish working the Technical Problems,
they will have practiced all of the technical
skills required to tackle the Applied Problems.

m Applied Problems—Following the Technical
Problems, each chapter has a set of Applied
Problems that serve to build critical thinking
skills as well as business-decision-making
skills. These problems, which are much like
the “word problems” in a math textbook, are a
mix of stylized business situations and real-
world problems taken from BusinessWeek, the
Economist, The Wall Street Journal, and other
business news publications. Business students
frequently find classroom discussion of the
Applied Problems to be among the most valu-
able lessons of their entire business training.
Answers to Applied Problems are only avail-
able in the Instructor’s Resource Manual.

The clarity of exposition, coupled with the inte-
grated, step-by-step process of the Technical Prob-
lems, allows students to learn most of the technical
skills before coming to class. To the extent that tech-
nical skills are indeed mastered before class, instruc-
tors can spend more time in class showing students
how to apply the economic way of thinking to busi-
ness decision making.

Flexible Mathematical Rigor

Starting with only basic algebra and graph-reading
skills, all other analytical tools employed in the
book are developed within the text itself. The Stu-
dent Workbook contains an 18-page tutorial review of
the basic algebra and graphing skills needed to
work the problems in the text. This tutorial, entitled

“Review of Fundamental Mathematics,” contains
numerous mathematical exercises with answers.

While calculus is not a part of any chapter, in-
structors wishing to teach a calculus-based course
can do so by using the Mathematical Appendixes at
the end of most chapters. The Mathematical Appen-
dixes employ calculus to analyze some of the key
topics covered in the chapter. Most appendixes have
a set of Mathematical Exercises that requires calculus
to solve, and the answers to the Mathematical Exer-
cises are available in the Instructor’s Resource Manual.
A “Brief Review of Derivatives and Optimization”
is also provided in the Instructor’s Resource Manual
and in the student area of the website for this book
(www.mhhe.com/economics/thomas8). This six-
page tutorial covers the concept of a derivative, the
rules for taking derivatives, unconstrained optimiza-
tion, and constrained optimization.

Self-Contained Empirical Analysis

The Eighth Edition continues to offer a self-contained
treatment of statistical estimation of demand, pro-
duction, and cost functions. While this text avoids
advanced topics in econometrics and strives to teach
students only the fundamental statistical concepts
needed to estimate demand, production, and cost,
the explanations of statistical procedures nonetheless
maintain the rigor found in the rest of the book. For
those instructors who do not wish to include empiri-
cal analysis in their courses, the empirical content
can be skipped with no loss of continuity.

Wide Audience

Managerial Economics is appropriate for undergradu-
ate courses in managerial economics (or courses in
applied microeconomics) and for M.B.A. and execu-
tive M.B.A. level courses. The self-contained nature
of the book can be especially valuable in night
classes or executive M.B.A. courses where students
may have limited opportunity to meet with an in-
structor for help outside class.

SUPPLEMENTS

The following supplemental materials are available
for the Eighth Edition.



Student Workbook

The Student Workbook provides students with chapter
reviews and many extra problems with answers.
Each chapter of the Student Workbook has five sec-
tions: Essential Concepts, Study Problems, Matching
Definitions, Multiple-Choice/ True-False, and Home-
work Exercises. As previously mentioned, the Stu-
dent Workbook also provides a tutorial on business
mathematics, which includes numerous exercises
with answers.

Instructor’s Resource Manual

The Instructor’s Resource Manual contains answers to
the Applied Problems, answers to the problems in
the Mathematical Appendixes, and answers to the
Homework Exercises in the Student Workbook.

Test Bank (Softcover and CD)

The Test Bank offers multiple-choice and fill-in-the-
blank questions that closely match the Technical
Problems in each chapter. The Test Bank is available
both in softcover and on CD (Microsoft Word 2002)
for easy compilation of exams.

Student Statistix 8 CD

As in the previous edition, Managerial Economics can
be packaged with a CD that contains the Student
Edition of Statistix 8, a popular Windows-based sta-
tistical software package. This software provides
students with many easy-to-use statistical proce-
dures including two-stage least-squares. The CD
also contains all of the data sets used in this book—
there are 12 of these. I have written and class-tested
a tutorial, which is available on the website of the
text, showing students how to use this software to
work the problems in Managerial Economics.

PowerPoint Slides

All of the graphs contained in this edition of Man-
agerial Economics are also available a PowerPoint
slides on CD, as well as on the book website.
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www.mhhe.com/economics/thomas8

The McGraw-Hill website for Managerial Economics
supplies support material and information for both
instructors and students. The website contains the
following instructional materials: (1) chapter sum-
maries and key terms, (2) 20 multiple-choice ques-
tions for each chapter with instant grading, (3)
Special Topic Modules (STMs) covering linear pro-
gramming in production analysis and investment
or capital budgeting decisions, (4) Illustrations “re-
tired” from previous editions, (5) Consulting Pro-
jects for take-home exercises requiring statistical
analysis to make business decisions, (6) a brief tuto-
rial on using Statistix 8 to work problems in Manage-
rial Economics, and (7) a six-page calculus review
called “Brief Review of Derivatives and Optimiza-
tion.” The password-protected Instructor’s site
includes the Instructor’s Resource Manual and down-
loadable PowerPoint slides.

NEW FEATURES IN THE EIGHTH EDITION

This edition of Managerial Economics represents a
rather significant reorganization. And, as with all re-
visions, I have updated and revised material
throughout the book to make improvements in clar-
ity and content.

Previous users will notice several organizational
changes. For one thing, I have moved several chap-
ters to new locations. Optimization theory is now
covered in Chapter 3, while the chapter on demand
elasticity has been moved to Part II, Demand Analy-
sis. [ have also combined several chapters: Demand
estimation and forecasting are now covered in a sin-
gle chapter and strategic decision making now takes
one chapter instead of two. Also, the chapter on
multiple plants, markets, and products has been re-
organized and renamed. Chapter 14, “Advanced
Techniques for Profit Maximization,” now covers
two additional topics that have been moved from
earlier parts of the book: cost-plus pricing and
strategic entry deterrence.

Perhaps a more important organizational change
involves my decision to move some topics from the
textbook to the dedicated McGraw-Hill website for
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the book. I have moved the chapter on investment
decisions (capital budgeting) to the website, creat-
ing Special Topic Module 2. Many users observed
that business students are required to take courses
in finance that cover investment and capital budget-
ing analysis. So, beginning with this edition, this
topic joins linear programming as a stand-alone
Special Topic Module on the McGraw-Hill website.
Hopefully, moving these topics to the website will
pass the market test, which will make room in fu-
ture editions for coverage of some new topics. As
always, any advice or comments from adopters are
valued and encouraged.

In addition to the changes in organization, the
following revisions have been undertaken to im-
prove clarity and coverage in the Eighth Edition:

m As previously discussed, strategic decision
making in oligopoly markets is now covered
in a single chapter, instead of two chapters as
in the last edition. In the process of combining
the two chapters, numerous improvements
have been made: The process of identifying
dominant, dominated, and Nash equilibrium
cells in payoff tables has been simplified and
unified; the discussion of trigger strategies has
been shortened and simplified; the discussion
of cartels now emphasizes the incentive to
cheat on price-fixing arrangements (rather
than how cartels make pricing and output de-
cisions); and a new subsection on facilitating
practices has been added.

= Eleven Illustrations from the last edition (all of
which can still be found on the website at “Il-
lustrations from Previous Editions”) have been
retired, and 25 percent of the Illustrations in
this edition are either new or revised.

= The chapter on optimization theory has been
substantially revised to emphasize the main
idea of the chapter: using marginal analysis to
make optimal decisions. The graphical analy-
sis has been improved, and average cost has
been added to the discussion of costs that are
irrelevant in decision making (joining sunk
and fixed costs).

= In the chapter on demand elasticities, the “Cal-
culating Price Elasticity of Demand” section
has been substantially revised to simplify, as
much as possible, the methodology for com-
puting point and interval elasticities. Computa-
tion of price, income, and cross-price elasticities
in the case of linear demand functions is now
fully developed in this chapter.

® Short-run and long-run costs are now related
utilizing a short-run expansion path, which
clarifies why output adjustments are more
costly to accomplish in the short run than in
the long run.

m Discussion of cost-plus pricing has been sub-
stantially improved and moved to the newly
organized Chapter 14. My executive M.B.A.
students continue to show great interest in this
pricing technique. In this edition, the problems
with cost-plus pricing, both theoretical and
practical, are given greater attention. I have
added some applied analysis with an example
to show why, in the special case of constant
costs, cost-plus pricing is no better and no eas-
ier than using the MR = MC rule to find the
profit-maximizing price. And, of course, in all
other cases, cost-plus pricing fails to give the
optimal price.

®m As in all revisions, I have added a number of
new Technical and Applied Problems through-
out the book.

A WORD TO STUDENTS

One of the primary objectives in writing this book is
to provide you, the student, with a book that en-
hances your learning experience in managerial eco-
nomics. However, the degree of success you achieve
in your managerial economics course will depend,
in large measure, on the effectiveness of your study.
I would like to offer you this one tip on studying:
Emphasize active study rather than passive study.
Passive study activities are those that do not require
you to think for yourself. Reading the text, review-
ing class notes, and listening to lectures are “pas-
sive” in nature because the authors of your textbook



or your instructor are providing the analytical guid-
ance for you. You are simply following someone
else’s analytical thought process, working only hard
enough to agree with the authors or instructor.

In contrast, “active” study techniques require you
to think and reason for yourself. For example, when
you close your book and put aside your lecture
notes and try to explain a concept to yourself—
perhaps sketching on a pad the graph or mathe-
matical demonstration of a result—only then are
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you creating the path of logical analysis for yourself.
The better you can explain the “how” and “why” of
key concepts, the more thorough will be your un-
derstanding. Of course, some passive study is nec-
essary to become familiar with the material, but
genuine understanding and ability to use the deci-
sion-making skills of managerial economics require
emphasis on active, rather than passive, study
techniques.
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