


Third Edition

Managerial
Economics



About the Authors

Geetika is a Professor at the School of Management Studies, Motilal Nehru National Institute of 

Technology (MNNIT) Allahabad, and has recently completed her term as Dean (Academics). She 

was nominated by the Government of India to the Asian Institute of Technology, Thailand, on Faculty 

Secondment. She also served as Adjunct Professor in the same institute, for supervising doctoral students 

in the area of High Tech Entrepreneurship. Dr. Geetika has 30 years of teaching experience at graduate 

and postgraduate levels and 28 years of experience in guiding and examining doctoral and postdoctoral 

theses in India and abroad. Her interests lie in Managerial Economics, Entrepreneurship and Strategic 

Management. She has many research projects, including two international projects, to her credit. Fourteen 

students including one international candidate have received their PhD degrees under her supervision. 

She has published more than 80 research papers in refereed national and international journals and 

conference proceedings. She has also authored three books and edited four. She holds a key position 

in institute administration, and is the Chairperson of IPR Standing Committee and Women’s Grievance 

Committee. She is also associated with various academic bodies of other institutions of eminence and 

participates in social activities such as nurturing orphans, environment protection and rehabilitation. 

Piyali Ghosh is an Assistant Professor in OB/HR domain at the Indian Institute of Management, 

Ranchi. Prior to this, she was working with School of Management Studies, Motilal Nehru National 

Institute of Technology Allahabad, for nine years. Dr. Ghosh completed her PhD in Human Resource 

Strategies: An Analysis with Special Reference to the Indian Info Tech Industry from the same institution 

as senior research fellow of UGC. She also holds an MA in Economics from CSJM University, 

Kanpur, and an MBA from the University of Allahabad. Four research scholars have been awarded 

doctoral degrees under her supervision and one is presently working under her joint supervision. 

Dr. Ghosh has another published title on Industrial Relations and Labour Laws with McGraw Hill 

Education, besides having around 40 research papers published in national and international journals 

and more than 10 research papers in various conferences.

Purba Roy Choudhury is an Associate Professor of Economics at the Bhawanipur Education Society 

College, Kolkata, under the University of Calcutta. She obtained her PhD degree from Jadavpur 

University, Kolkata, with an MPhil and MA in Economics from the same university. For the past 16 

years, she has been teaching courses in Economics, Statistics and Econometrics to the students of 

BSc (Economics), BBA and BCom under the University of Calcutta. She was also a visiting faculty at 

the School of Social Work and Community Service of National Council of Education, West Bengal. Dr. 

Roy Choudhury has 11 papers published in national and international journals and 15 research papers 

presented in various national and international conferences. She has also participated in many research 

and training workshops, summer schools and faculty development programmes.



McGraw Hill Education (India) Private Limited
CHENNAI

McGraw Hill Education Offices

Chennai New York St Louis San Francisco Auckland Bogotá Caracas

Kuala Lumpur Lisbon London Madrid Mexico City Milan Montreal

San Juan Santiago Singapore Sydney Tokyo Toronto

Geetika

Professor

School of Management Studies

Motilal Nehru National Institute of Technology Allahabad

Allahabad

Piyali Ghosh

Assistant Professor

Indian Institute of Management Ranchi

Ranchi

Purba Roy Choudhury

Associate Professor 

Department of Economics

Bhawanipur Education Society College

Kolkata

Third Edition

Managerial
Economics



McGraw Hill Education (India) Private Limited

Published by McGraw Hill Education (India) Private Limited

444/1, Sri Ekambara Naicker Industrial Estate, Alapakkam, Porur, Chennai - 600 116

Managerial Economics, 3e

Copyright © 2018, 2011, 2008, by McGraw Hill Education (India) Private Limited

No part of this publication may be reproduced or distributed in any form or by any means, electronic, mechanical, photocopying, 

recording, or otherwise or stored in a database or retrieval system without the prior written permission of the publishers. The program 

listings (if any) may be entered, stored and executed in a computer system, but they may not be reproduced for publication.

This edition can be exported from India only by the publishers,

McGraw Hill Education (India) Private Limited

1  2 3 4 5 6 7 8 9 D101417 22 21 20 19 18

Printed and bound in India

Print Book

ISBN-13: 978-93-87067-62-2

ISBN-10: 93-87067-62-9

E-Book

ISBN-13: 978-93-87067-63-9

ISBN-10: 93-87067-63-7

Managing Director: Kaushik Bellani

Senior Portfolio Manager—B&E: Nikhil Wadhera

Associate Portfolio Manager—B&E: Bhanoo Chakrabarti

Senior Manager—Content Development: Shalini Jha

Content Developer: Anuradha Kumar

Production Head: Satinder S Baveja

Senior Manager—Production: Piyaray Pandita

General Manager—Production: Rajender P Ghansela

Manager—Production: Reji Kumar

Information contained in this work has been obtained by McGraw Hill Education (India), from sources believed to be reliable. 

However, neither McGraw Hill Education (India) nor its authors guarantee the accuracy or completeness of any information 

published herein, and neither McGraw Hill Education (India) nor its authors shall be responsible for any errors, omissions, or 

damages arising out of use of this information. This work is published with the understanding that McGraw Hill Education (India) 

and its authors are supplying information but are not attempting to render engineering or other professional services. If such services 

are required, the assistance of an appropriate professional should be sought.

Typeset at The Composers, 260, C.A. Apt., Paschim Vihar, New Delhi 110 063 and printed at

Cover Printer:

Visit us at: www.mheducation.co.in



This book is dedicated to…

My Parents, for being so wonderful….

Geetika

My Mother, for all those moments of her pride in my achievements…

Piyali Ghosh

My Parents, for their constant support….

Purba Roy Choudhury





Foreword xix

Preface to the Third Edition xxi

Preface to the First Edition xxv

PART  1 INTRODUCTION

1. Basic Concepts and Principles 3

Introduction 3

4

Basic Assumptions 4

Types of Economic Analysis 6

Kinds of Economic Decisions 9

Managerial Economics 10

Economic Principles Relevant to Managerial Decisions 12

Managerial Economics and Functions of Management 15

Relation of Managerial Economics with Decision Sciences 16

Summary 17

Key Concepts 18

Questions 18

Check Your Answers 21

Caselet 1—The ‘Retail Dahi’ 21

Caselet 2—Baby Steps for Baby Food 22

Appendix 1.1—Basic Mathematics for Economic Analysis 22

2. Theory of Firm 33

Introduction 33

Forms of Ownership 34

Public Sector in India 46

Objectives of Firm 46



viii Contents

Principal Agent Problem 53

Summary 54

Key Concepts 55

References and Further Reading 56

Questions 56

Check Your Answers 58

Caselet 1—The Utterly, Butterly Cooperative 58

Caselet 2—Asymmetric Information in Healthcare 59

Case 1—Vistara: Scaling New Heights in the Skies 59

Case 2—Dabur India Limited: Growing Big and Global 60

PART  2  CONSUMER BEHAVIOUR, DEMAND AND SUPPLY

3. Consumer Preferences and Choice 65

Introduction 65

Consumer Choice 66

Consumer Preferences 73

Consumer’s Income 79

Revealed Preference Theory 83

Consumer Surplus 84

Summary 85

Key Concepts 86

Questions 86

Check Your Answers 89

Caselet 1—The Androids-Windows Battle 89

Caselet 2—From Economy to First Class 90

Caselet 3—Retail Sector: Riding the Changing Waves of Consumerism 91

Case 1—Maggi Noodles: Trouble in Oodles 91

Case 2—Making Magic: The Multiplex Way 92

4. Demand and  Supply Analysis 95

Introduction 95

Demand 96

Law of Demand 103

Supply 112

Law of Supply 114

Market Equilibrium 116

Summary 122

Key Concepts 122

Questions 123



Contents ix

Check Your Answers 126

Caselet 1—Price Cut to Stay Alive 126

Caselet 2—The Yoga of Advertising 127

Caselet 3—The Demand and Supply of Mobile App Economy 127

Case 1—The Rough Ride from Feature Phones to Smartphones 128

Case 2—Power for All: Myth or Reality? 129

5. Elasticities of Demand and Supply 131

Introduction 131

Price Elasticity of Demand 132

Revenue and Price Elasticity of Demand 141

Income Elasticity of Demand 141

Cross Elasticity of Demand 143

Promotional Elasticity of Demand 145

Importance of Elasticity of Demand 146

Elasticity of Supply 147

Degrees of Price Elasticity of Supply 148

Determinants of Price Elasticity of Supply 150

Effect on Market Equilibrium 151

Summary 152

Key Concepts 153

Questions 153

Check Your Answers 157

Caselet 1—Regaining its Lost Empire 157

  Caselet 2—CNG Vehicles Have Arrived 158

6. Demand Forecasting 161

Introduction 161

Meaning of Demand Forecasting 162

Techniques of Demand Forecasting 163

Subjective Methods of Demand Forecasting 164

Quantitative Methods of Demand Forecasting 169

Limitations of Demand Forecasting 187

Summary 188

Key Formulae 189

Questions 190

Check Your Answers 193

Caselet 1—The Pilot CNG 194

  Caselet 2—Forecast to Reduce Risk 195

Case—Forecasting Electricity Price 196



x Contents

PART  3  COST AND PRODUCTION

7. Cost and Revenue 199

Introduction 199

Kinds of Costs 200

Costs in Short Run 204

Costs in Long Run 210

Costs of a Multi Product Firm 213

Costs of Joint Products 214

Concepts of Revenue 215

Break-even Analysis 221

Economies of Scale 224

Economies of Scope 226

Cost and Learning Curves 227

Summary 228

Key Concepts 229

References and Further Reading 229

Questions 230

Check Your Answers 233

  Caselet—Would IndiGo? 234

Case 1—Cement Industry in India 234

Case 2—Disrupting FMCG the Swadeshi Way 236

8. Production Analysis 238

Introduction 238

Types of Inputs 239

Production Function 242

Production Function with One Variable Input 243

Production Function with Two Variable Inputs 248

Elasticity of Substitution 253

Isocost Lines 257

Producer’s Equilibrium 258

Expansion Path 260

Returns to Scale 260

Different Types of Production Functions 261

Technical Progress and its Implications 265

Summary 267

Key Concepts 268

Questions 268

Check Your Answers 271



Contents xi

  Caselet—Alternative Fuels 272

Case 1—Expanding the Volvo Way 272

Case 2—3D Printing: the Future of Technology 273

9. Financial Evaluation of Long-Term Projects 275

Introduction 275

Project 275

Types of Projects 276

Features of Project Evaluation 278

Importance of Project Evaluation 279

Decision Criteria and Relevant Variables 280

Methods of Project Evaluation 282

Capital Rationing 289

Summary 290

Key Concepts 291

Questions 291

Check Your Answers 294

Caselet—Turnaround of Indian Railways 295

Case 1—Strategy 2025 295

Case 2—Geovic Feasibility Study 296

PART  4  MARKET MORPHOLOGY AND EQUILIBRIUM CONDITIONS

10. Perfect Competition 301

Introduction 301

Market Morphology 302

Perfect Competition 303

Demand and Revenue of a Firm 305

Market Demand Curve and Firm’s Demand Curve 308

Short Run Equilibrium 309

Market Supply Curve and Firm’s Supply Curve 312

Long Run Equilibrium 314

Perfect Competition: Existence in Real World 315

Summary 316

Key Concepts 316

Questions 316

Check Your Answers 320

Caselet 1—FOREX Trading: Competition or not? 320

Caselet 2—Does Perfect Competition Exist? 321

Case 1—The Fantastic Plastic 322

Case 2—Indian Stock Market: Does it Explain Perfect Competetion? 323



xii Contents

11. Monopoly and Monopsony 326

Introduction 326

Monopoly 327

Reasons and Types of Monopoly 328

Demand and Marginal Revenue Curves for a Monopoly Firm 333

Price and Output Decisions in Short Run 334

Price and Output Decisions in Long Run 336

Supply Curve of a Monopoly Firm 337

Price and Output Decisions of Multi Plant Monopoly 338

Price Discrimination 340

Price and Output Decisions of Discriminating Monopolist 345

347

Monopsony 349

Summary 351

Key Concepts 352

Questions 352

Check Your Answers 355

Caselet 1—The Pure Joy of Monopoly 355

Caselet 2—Is Government Monopoly also Harmful? 356

Case 1—Discriminating all the Way: Indian Railways 357

Case 2—WalMart: Monopsony Power 358

12. Monopolistic Competition 360

Introduction 360

Monopolistic Competition 361

364

Demand and Marginal Revenue Curves of a Firm 365

Price and Output Decisions in Short Run 365

Price and Output Decisions in Long Run 367

Monopolistic Competition and Advertising 369

Comparison between Monopolistic Competition, Monopoly and Perfect Competition 370

Summary 371

Key Concepts 372

Questions 372

Check Your Answers 375

Caselet 1—The Toy World 375

Caselet 2—Booming Business: Indian Hotel Industry 376

Case 1—The Jewel in the Crown 377

Case 2—David Fights Goliath: The Nirma Story 378



Contents xiii

13. Oligopoly 381

Introduction 381

Oligopoly 382

Duopoly 387

Price and Output Decisions 387

Collusive Oligopoly 395

Price Leadership 400

Recent Global Trends 402

Summary 402

Key Concepts 403

Questions 403

Check Your Answers 406

Caselet—Battle in the Domestic Skies 407

Case 1—Jio: The New Samurai in Telecom Battle 408

Case 2—Duopoly in Air 409

14. Choice Under Uncertainty and Game Theory 411

Introduction 411

Risk and Uncertainty in Decision-Making 412

Game Theory 413

Nash Equilibrium 419

Prisoner’s Dilemma 421

Types of Games 422

Applications of Game Theory in Economics 424

Summary 431

Key Concepts 432

Questions 432

Check Your Answers 436

Caselet—Winning over the Winner 437

Case—The Herbal Strategy 437

PART 5  PRICING DECISIONS

15. Product Pricing 441

Introduction 441

Cost Based Pricing 443

Pricing Based on Firm’s Objectives 446

Competition Based Pricing 446

Product Life Cycle Based Pricing 448

Cyclical Pricing 452



xiv Contents

Multi-Product Pricing 454

Peak Load Pricing 458

Surge Pricing 459

Sealed Bid Pricing Strategy 460

Retail Pricing 461

Administered Pricing 462

Export Pricing 462

International Price Discrimination and Dumping 463

Summary 464

Key Concepts 465

Questions 466

Check Your Answers 468

  Caselet 1—Multiplex Pricing 469

Caselet 2—India the Dump-yard for China 469

Caselet 3—From Xiaomi to Mi 470

Case—Indian Railways: Surging Ahead or Backwards? 470

16. Input Pricing 472

Introduction 472

Wages 473

Interest 479

Rent 482

485

Summary 490

Key Concepts 491

References and Further Readings 492

Questions 492

Check Your Answers 494

Caselet 1—Government Revises Minimum Wage Rate 495

Caselet 2—The Interesting Interest Rates 495

Case 1—JSW: Expanding with Grits of Steel 496

Case 2—From Wages to Packages: the Journey of Software 497

17. Externalities, Public Goods and Role of Government 499

Introduction 499

Externalities 500

Types of Externalities 501

505

Role of Government in Controlling Externalities 505

Public Goods 506

Public Goods and Other Goods 507



Contents xv

Characteristics of Public Goods 508

Public Goods and Market Forces 509

Role of Government 510

Summary 513

Key Concepts 514

Questions 514

Check Your Answers 516

Caselet 1—Death in Air 516

Caselet 2—Millennium Development Goals 517

Case—Bhopal Gas Tragedy: The Lingering Toxic Legacy 517

PART 6  MACROECONOMIC ASPECTS OF MANAGERIAL DECISIONS

18. Macroeconomic Phenomena 521

Introduction 521

Circular Flow of Economic Activities and Income 522

Macroeconomic Variables 526

Consumption Function 530

Investment Function 532

Fiscal Policy and Budget 534

IS-LM Analysis 538

Summary 542

Key Concepts 543

Questions 543

Check Your Answers 546

Caselet 1—How Basic is the Universal Basic Income? 547

Caselet 2—Massive Scheme for City Modernisation 548

Case 1—India on the Growth Trajectory 548

Case 2—Skill Development Programmes 549

19. National Income 550

Introduction 550

Concepts of National Income 551

Measurement of National Income 559

Uses of National Income Data 564

565

Balance of Payments 566

Current Account 567

Capital Account 568

568



xvi Contents

569

Importance of Balance of Payments 570

Summary 570

Key Concepts 571

Key Equations 571

Questions 572

Check Your Answers 576

Caselet 1—Industry or Services? 576

Caselet 2—Raising the Exemption Limit 577

Case 1—India’s External Sector 577

Case 2—National Income of India 578

Introduction 582

Demand and Supply of Money 587

594

597

601

603

607

607

Summary 610

Key Concepts 611

Questions 611

Check Your Answers 614

Caselet 2—Wage-Price Spiral 615

Case 1—The Long and Short of Demonetisation 616

21. Business Cycles 619

Introduction 619

Features of Business Cycles 620

Phases of Business Cycles 621

Concepts of Multiplier and Accelerator 623

Causes of Business Cycles 628

Effects of Business Cycles 637

Controlling Business Cycles 638

Summary 642

Key Concepts 643



Contents xvii

Questions 643

Check Your Answers 645

Caselet 1—Is IT Ringing Recession Bells? 646

Caselet 2—The Turning Point 646

Case 1—Volatility in World Economy 647

Case 2—IT Industry Growth Cycle: Manifesting or Synchronism 648

References 651

Index 656





be mastered; but to sense the aesthetic structure of economic analysis requires only a feeling for 

logic and a capacity for wonderment that such mental constructs really do have a life-and-death 

Paul A. Samuelson

When the authors requested me to contribute a foreword, I was hesitant since I felt that there were 

many more knowledgeable persons than me to do the honours. Then I realised that this was a book for 

managers who have either not had any formal education in economics, or have, with the passage of 

time, forgotten, to a varying extent, what they had learnt in their studies. The book is on ‘Managerial 

Economics’, a subject that is taught in most business schools to students aspiring for managerial’ 

positions. Having been a manager myself for over three decades, that too in the country’s central bank 

(Reserve Bank of India) which is intimately concerned with a variety of economic issues, I decided to 

attempt this foreword in deference to the authors’ wishes. Another important factor, that impelled me to 

accede to the request, is the fact the Reserve Bank has always espoused the cause of economic education 

which I am associated with, as the chairman of a Steering Group. I also happen to be an alumnus of the 

University of Allahabad and ‘university brotherhood’, as aptly put by one of the authors, Geetika, who 

hails from the same University, was a compelling enough reason for undertaking this privileged task. 

Interestingly, managers in all organisations, while running their businesses, wittingly or unwittingly, 

contend with economic issues and problems and take logical decisions that are shaped by one’s sense 

of economics. Indeed, the working of organisations is inextricably linked with economics and it would 

be useful for scholars and professors in economics, such as the authors, to disseminate knowledge of 

the subject as simply and comprehensively as possible. A basic knowledge of economics is essential for 

managers to be able to run their businesses intelligently. This helps in the analysis of several economic 

problems that they daily encounter and leads to decisions that are in the organisation’s best interest.

Managerial Economics by Geetika, Piyali Ghosh and Purba Roy Choudhury, aims at making 

economics simple to understand. It will not only help the students in having conceptual clarity with 

respect to various topics, but will also aid the teachers in making their presentations and lectures more 
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absorbing. The book gives a good conceptual overview of the entire range of topics which would be of 

interest to existing and prospective managers. The layout of the book is well-planned with each chapter 

language used is simple, almost conversational in nature, and avoids jargon and ‘tyranny of words’. Key 

Concepts, Summary, Questions and Case Study appearing at the end of every chapter makes it easier to 

recall and refresh what one has read through. Case studies (Reality Bites) used to illustrate the theories 

add value to each chapter and facilitate better understanding. Interestingly, another feature of the book 

is that it carries with it a supplementary instructors’ manual for teachers which would help them in 

preparing their lectures and even chapter-wise PowerPoint slides for presentation. Indeed this book has 

not one, but several USPs.

I congratulate the authors for their splendid overview of economics and I am certain that this book 

will prove to be useful for all those who want to improve their understanding of the subject and bring it 

to bear while strategising their businesses and in dealing with issues and problems. It has been a pleasure 

writing this foreword.

Vishwavir Saran Das

Former Executive Director

Reserve Bank of India



“If four things are followed - having a great aim, acquiring knowledge, hard work, 

and perseverance - then anything can be achieved.”

Dr. A.P.J. Abdul Kalam

Knowledge is like an ocean, the deeper you dive into it, the better you are rewarded. Similarly, more 

you learn, greater is your understanding. To excel in life one must refresh it by being updated. With this 

doctrine of learning, we have revisited our book for its third edition. The world is dynamic and factors 

affecting decision-making change with time. Hence, we have updated the book with fresh information 

and new cases in light of recent developments. In this pursuit, we bring to you this edition, with a 

promise to make the journey of knowledge more interesting and rewarding to teachers, students and all 

knowledge seekers.

The year bygone had ended with a major decision of demonetisation and the country is still trying 

to come to the terms with the long and short of it. Hence, this makes it a perfect time to introduce the 

revised edition. Furthermore, the entire economy has braced up for the new GST regime which is 

expected to have far-reaching impact on big and small businesses. On the international front, it is being 

envisaged that new visa norms in the US are likely to pose a threat to Indian Information Technology 

sector leading to major shifts in outsourcing strategy. The telecom sector is experiencing a new kind 

of competition among service providers with the entry of Jio. Many of such changes at national and 

international level have been incorporated in this edition at relevant places. 

WHAT IS NEW IN THE THIRD EDITION?

In view of the market insights related to the previous editions, the subject matter of the current edition has 

been amended/rearranged. Every chapter has been revisited and refreshed to include new facts, updated 

Reality Bites

economic phenomena. To nurture creativity among students, Think Out of the Box questions have been 

refreshed and added at appropriate places. Readers shall also notice more sequential arrangement of 

chapters, for instance, the chapter on Consumer Preferences now precedes Demand and Supply, while 

Financial Evaluation of Projects has now been placed just after Cost and Revenue. This new arrangement 

of chapters ensures that the foundations are built for the course before delving into the advanced topics 
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in Managerial Economics. This edition retains the conversational style of writing as we are convinced 

that it enhances the learning process. 

New Chapter: An altogether new chapter titled Externalities, Public Goods and Role of Government 

has been added in Part 5. This chapter acts as a bridge between microeconomics and macroeconomics, 

driven by the philosophy that whenever you link your knowledge of micro-theoretical concepts with the 

scenario and policy framework. The chapter introduces the concept of externalities, categorising it into 

positive and negative externalities, and consumption and production externalities. It also discusses the 

impact of externalities on the market forces, besides explaining the nature of public goods, and analysing 

the role of government in reducing externalities and providing public goods. 

New Cases, Caselets and Reality Bites: The basic objective of the course on Managerial Economics 

is to link economic principles to managerial decision-making process. We have used triple tools to 

facilitate this process via Reality Bites (within a chapter), small Caselets, and Cases (at the end of each 

chapter). These triple tools are drawn from the most recent real-life situations, and concurrent economic 

scenario, to support the learning process. Every chapter ends with at least two new caselets and one new 

full-length case. In all, 20 new full-length Cases, 22 Caselets and 28 Reality Bites have been added in 

this edition.

The examples and cases are based on recent developments such as the nationwide ban faced by 

Maggi, surge pricing by Uber, layoffs across the IT sector in the context of restrictions on the H1B visa, 

ban on the sale of alcohol on highways by the Supreme Court, and smog in Delhi, to mention a few. 

The impact of Jio on telecom sector has been encapsulated as a case in the chapter on Oligopoly. The 

spectacular case of Patanjali Ayurved Limited, a new entrant to Indian FMCG market, has been covered 

under Game Theory. Similarly, the chapter on Macroeconomic Phenomenon has reality bites on GST 

and highlights of Budget 2017 along with an end-of-chapter case on Universal Basic Income, which 

are the most recent economic measures in the country. Furthermore, the chapter on Business Cycles has 

Reality Bites on Brexit and commodity market pricing cycles.

Additional Knowledge Material: The content has been thoroughly updated, enhanced and rearranged, 

primarily on basis of our understanding and observation of changing needs of the curriculum along 

with the comments and opinion of reviewers, students and other distinguished readers. The chapter on 

Elasticity now includes an elaborate discussion on the elasticity of supply, including its degrees and 

determinants. Revenue occupies a deserving portion of the chapter on cost, which has been renamed 

as Cost and Revenue. The chapter on Monopoly has been renamed as Monopoly and Monopsony, 

an appendix, now features as a part of the chapter on National Income. The chapter Macroeconomic 

of money.

With all these changes, amendments and additions, we believe that the book has the freshness of a 

new title and maturity of a seasoned learning resource.
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Teaching and learning should be like pleasure trips, like excursions, to explore new vistas, and to attain 

greater heights of knowledge. The basic purpose of teaching should be to nurture inquisitiveness in such 

a manner that clear value addition takes place. There are already marvels in the form of textbooks, and 

plenty of them. Yet we have dared to enter into this arena, but with a mission. While teaching the course 

of Managerial Economics to students of management and engineering, we strongly felt the need for a text 

a mere bundle of theories, which, instead of solving many of their queries, increase the mysteries of 

economic functions. At the same time, understanding of economic theories, principles, and concepts 

is essential for laying a strong foundation for all areas of management. And why only management? 

Economics provides a basis for understanding, comprehending and utilising the knowledge acquired 

under any programme of study, be it engineering, computers, information technology, law or even 

medicine! How to make a choice from among various alternatives? How are prices determined? Are 

the principles of price determination of products different from those of services? Are the rules of game 

taken? Why are countries divided into developed and less developed categories? Why do economies 

questions through economics. So, needless to say that basic understanding of economic theory is useful 

to everyone. As a buyer you need to know as much economics as a producer (or seller) needs to know. 

which talk of economic theory and analysis. So why this new title? Is it just another in the lot? We do not 

pertinent to talk about some of the salient features of this book, which would differentiate it from the lot. 

What is new and different?

In a competitive world, differentiation is the best strategy, and we have adopted that. The whole 

book is written in conversational mode, so that even the naïve can comprehend the concepts, without 

being lost in the maze of theories and laws. We have presented a judicious blend of micro and macro 

economics, without making the book very bulky and unmanageable. We have also combined theories 
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understand various phenomena with the help of a set of equations. Some of the chapters in this book 

discuss those issues which are very important to understand the business syndrome, but normally are 

not found in textbooks on Managerial Economics. There are end chapter cases and a number of small 

cases (which we have named Reality Bites) along with the text of each chapter to illustrate the theories, 

with a large number of other examples mentioned within the text.

Special Inputs The chapters on Theory of Firm (Chapter 2), Input Pricing (Chapter 15) and Money

 (Chapter 17) are included in the book to provide a comprehensive description of 

managerial economics. Somehow these aspects have not received due attention at the hands of other 

authors. You will appreciate that unless one knows the various forms of business organisations and the 

objectives of companies, one would not be very comfortable in taking crucial decisions regarding a 

company’s future. Similarly, pricing of products is very important, but pricing of factor inputs is no less 

important, and is, in fact, a critical decision-making area. It will be of particularly great interest to those 

who are seeking jobs, as it will help them know how their salary packages are decided upon. Pricing of 

inputs will be equally useful to those who plan to start their own enterprise and wish to know how to 

determine the amount of funds needed for payments to various resources. 

important aspects of economic life of people at large. 

We have made an attempt here to discuss all these issues and more at length in exclusively designed 

Real-Life Cases Another very useful dimension of the book is its emphasis on a wide spectrum of 

Reality Bites along with the text 

of each chapter. These small cases testify the complexity of economic theory as applicable to the real 

Reality Bites on 

acknowledge our indebtedness to all whose knowledge pool helped us in developing these cases. You 

will also see that most of these cases discuss very recent information, which is fresh in the minds of most 

of us, but we have not been relating that to economic theory. These cases are aimed at diffusing the myth 

that economics is theory and not practice, as you know managerial economics is bringing economic 

theory to practice. They also infuse life into any prosaic discussion on mundane theories.

The chapter-end cases are also drawn from real-life situations—mostly from India, but also from 

international arena, wherever relevant. Most of these cases are tested in the classroom.

Theory Blends with Mathematics Knowledge of optimisation techniques is essential for understanding 

economic theories. Therefore this book is designed in such a way that theories are accompanied by 

mathematical explanations involving calculus, while avoiding overdose of either. For beginners, all 

the essential mathematical tools used in managerial decisions are explained in a lucid manner in the 

chapter. The appendix is crafted in the same manner as the remaining book, 

i.e., mathematical tools are explained with the help of graphs and examples, so that even those who are 

not very comfortable with numbers can brush up their quantitative aptitude.
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Learning Orientation Our attempt is to promote learning, and the best way to learn is through 

of sharing and adding value to the knowledge pool. A very unique feature of the text is the induction of 

Think Out of Box questions, essentially the outcome of our vast teaching experience. Over the course 

manner. Taking clue from that, these questions are designed and framed to satisfy the quest of the 

although they have not been explicitly discussed as such.

Sequential and Lateral Learning Each chapter is designed in a manner to help sequential and lateral 

learning. Each chapter starts with Objectives and proceeds with sections and sub sections, elaborating 

and discussing various aspects of the chapter content, to end into Key Concepts and Summary. At the 

end of each chapter a combination of objective type and discussion questions are given. The objective 

type questions are designed to help you brush up your learning from the chapter, whereas the discussion 

questions test your understanding of theory, quantitative analysis and application of theory. The end 

chapter-end case study further helps you learn the application of theory to real-life situations. 

At the same time, the text is accompanied by specially designed Remember boxes and Think Out 

of Box questions. Remember boxes keep you updated with knowledge acquired in earlier chapters and 

sections. This is aimed at saving time required to refer back to earlier chapters and sections, just in the 

same way as prompting helps actors performing on stage! Think Out of Box questions, on the other hand, 

facilitate you to hone your creativity.

Who can benefit from the book?

experience on knowledge of economics. The course content is wide, comprehensive and compact. In 

fact in consonance with our objective of bringing an entire ocean in a pitcher, we studied the syllabi of 

all major universities, business schools, and technical institutions, as also that recommended by UGC, 

and have assimilated that all in this book. In this way, the contents of the book are expected to satisfy 

the needs of an ideal textbook for students of all management programmes, as well as engineering 

programmes. Students of microeconomics can use this book as an elementary text.

Although the book is designed to promote self learning, yet no one can deny the role of a teacher in an 

effective learning process. Therefore the book has many supplements to facilitate teachers of the course 

Supplementary Material To aid the adopters of this book, a specially designed instructor’s manual 

has been prepared, which consists of solutions to all the problems in the book and explanation of 

replicating the same. There is also an accompanying website with user-friendly features.
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Part One is designed to usher you into the realm of managerial economics by introducing the basic 
concepts and principles of economics, the meaning, nature and scope of managerial economics. 
The first chapter prepares the foundation for more advanced knowledge, whereas the second 
chapter tells you about the various forms of business and objectives of firms. This would help you 
understand the behaviour of firms discussed in later chapters.

Chapters

 1. Basic Concepts and Principles

 2. Theory of Firm

Part  1 Introduction


