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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 players based on their proven ability to help teams win, not on basis
of their unrealized potential. In baseball, conventional wisdom says to sign big, strong,
and fast hitters; and pitchers able to throw the baseball 95 mph. Beane 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-
chairman 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:
Beane’s management of the Oakland A’s shows how successful one can become 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.

~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
optimization 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

XXi
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profitability and ongoing success, demand analysis and estimation is an essential area of
study. An important part of this study is an mveshgatlon 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 economics 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.

Fundamentals of Managerial Economics, 9th Edition, takes a practical problem-solving
approach. The focus is on the economics—not the mathematics—of the managerial
decision process. Quantitative tools are sometlmes employed, but the emphasis is on
economic intuition.

| CHANGES IN THE 9TH EDITION

Managerial Economics and Fundamentals of Managerial Economics defined the field, and
continue to play an important role in shaping the teaching of managerial economics. Both
are published to help students use basic economic concepts to understand and improve
the managerial decision-making process. Despite sharing a common objective, Managerial
Economics and Fundamentals of Managerial Economics use slightly different methods.
Managerial Economics features an intuitive calculus-based treatment of economic theory
and analysis; Fundamental of Managerial Economics uses an intuitive noncalculus-based
approach.

Like Managerial Economics, students and instructors will find that Fundamentals of
Managerial Economics, 9th Edition gives an intuitive guide to marginal analysis and
basic economic relations. Although differential calculus is an obviously helpful tool for
understanding the process of economic optimization, it is important that students not let
mathematical manipulation get in the way of their basic grasp of economic concepts. The
concept of a marginal can also be described graphically in an intuitive noncalculus-based
approach. Once students learn to grasp the importance of marginal revenue and marginal
cost concepts, the process of economic. optimization becomes intuitively obvious. With
practice using a wide variety of problems and examples throughout the text, all students -
are able to gain a simple, practical understanding of how economics can be used to
understand and improve managerial decisions.

Students and instructors will find that Fundamentals of Managerial Economics,
9th Edition uses a variety of examples and simple numerical problems to illustrate the
application of managerial economics in practical situations. Fundamentals of Managerial
Economics, 9th Edition has been thoroughly rewritten to give students and their
instructors a comprehensive and intuitive noncalculus-based approach. I've used both
calculus-based and noncalculus-based approaches in my own MBA classes. Both work.

Of course, the environment in which managerial decisions are made is constantly
changing. To maintain its value as an educational resource, a textbook must be enhanced
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and updated. This revision of Fundamentals of Managerial Economics contains a number of
important additions and improvements. Every chapter has been thoroughly revised and
refined in response to valuable suggestions provided by students and their instructors.
The following section highlights some of most important changes.

Content

¢ Chapter 2 has been completely rewritten to clarify key economic concepts and the intuition
of marginal analysis. A new Appendix 2A, Math Analysis for Managers, has also been added
to help students that might benefit from a quick review of basic math concepts.

» Chapter 5, Demand Analysis and Estimation, gives expanded coverage of economic
principles used to understand the underpinnings of demand at the individual and
market levels. This material gives an essential theoretical backdrop for subsequent
analysis of demand estimation and pricing practices.

¢ Chapter 7, Production Analysis and Compensation Policy, now delves more deeply into
important labor market issues that confront both employers and their employees.
This material provided the background for expanded class discussion of a variety of
related issues, such as minimum wage policy, imperfectly competitive labor markets,
and internal labor markets.

* Chapter14, Game Theory and Competitive Strategy, has been extensively revised to make
clear essential game theory concepts and show how firms use these ideas to improve
decision making when payoffs depend on actions taken by others.

¢ Chapter 15, Pricing Practices, has been expanded to include discussion of two-part
pricing practices that are often featured in markets for distinctive goods and services.
Transfer pricing practices for competitive and imperfectly competitive markets has
been added in a new appendix to the chapter.

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. New Managerial Applications based on articles from the Internet or
Barron’s, Business Week, Forbes, Fortune, and The Wall Street Journal are provided. This
feature stimulates student interest and offers a popular basis for classroom discussion.

e The book incorporates several new regression-based illustrations of chapter concepts
using actual company data, or hypothetical data adapted from real-world situations.
Like all aspects of the text, this material is self-contained and intuitive.

¢ 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, Managerial Applications, and case studies that relate to global
business topics are featured.

e Each chapter is accompanied by a case study that provides in-depth treatment of
chapter concepts. To meet the needs of all instructors and their students, these case
studies are written to allow, but do not require, a computer-based approach. These
case studies are fully self-contained and especially helpful to instructors who wish
to more fully incorporate the use of basic spreadsheet and statistical software in their
courses.
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* 380 new 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 understanding 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.

e Each chapter includes two self-test problems with detailed solutions to show students
how economic tools and techniques can be used to solve practical business problems.
These self-test problems are a proven study aid that greatly enhances the learning
value of end-of-chapter questions and problems.

Ancillary Package

Fundamentals of Managerial Economics, 9th Edition, is supported by the most comprehensive
ancillary package available in managerial economics to make teaching and learning the
material both easy and enjoyable.

Instructor’s Manual The Instructor’s Manual offers learning suggestions, plus detailed
answers and solutions for all chapter questions and problems. Case study data are also
provided to adopters with the Instructor’s Manual. The Instructor’s Manual files can be
found on the Web site international.cengage.com.

Test Bank A comprehensive Test Bank is also provided that offers a variety of multiple-
choice questions, one-step, and multistep problems for every chapter. Full solutions are
included, of course. With nearly 1,000 questions and problems, the Test Bank is a valuable
tool for exam preparation. The Test Bank files can be found on the Web site international.
cengage.com.
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Every effort has been made to minimize errors in the book. However, errors do
occasionally slip through despite diligent efforts to provide an error-free package of text
and ancillary materials. Readers are invited to correspond with me directly concerning
any corrections or other suggestions.

Finally, more than ever before, it is obvious that economic efficiency is an essential
ingredient 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 exciting to participate in these developments. I sincerely hope that
Fundamentals of Managerial Economics, 9th Edition, contributes to a better understanding of
the usefulness of economic theory.

For students, I hope it makes $ense.

Mark Hirschey
mhirschey@ku.edu
March 2008
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