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FOREWORD

“To appreciate the charms of quantum physics, sophisticated mathematical techniques must first
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
significance for billions of men all over the world. Of course, mere beauty is not enough. One
studies economics for the light it sheds; any pleasure along the way is an incidental bonus.”

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
and research and has recently launched a campaign for the promotion of financial education with
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



XX Foreword

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
clearly defining its objective and then smoothly taking the reader through the nuances of the topic. The
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.

[

PN

Vishwavir Saran Das
Former Executive Director
Reserve Bank of India



PREFACE TO THE
THIrRD EDITION

“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 1S 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 and new chapter-end cases, including small caselets in tandem with recent significant
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
real-life situations, you also peek into the macro world to find its relevance in the fast-changing economic
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 HIB 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,
with substantial modification in its content; a note on monopoly power and a section on monopsony
and its impact on economic inefficiency have been included. Balance of Payments, which was earlier
an appendix, now features as a part of the chapter on National Income. The chapter Macroeconomic
Phenomena has been revamped to include a discussion on fiscal policy and budget. Demonetisation is
introduced as a part of the chapter Money and Inflation, especially to highlight the concept of evolution
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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PREFACE TO THE
FirsT EDITION

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
book which would be written in simple illustrative language, with sufficient support from real business
world information. Students of management programmes come from diversified streams; many of them
have never studied economics, or any other social science subject, for that matter. They find economics
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
different when there are a few players and when many firms compete? How are production decisions
taken? Why are countries divided into developed and less developed categories? Why do economies
face recession and are there any remedies to that? You will find the answers to these and many other
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.
There is no dearth of good books written on economics; in fact there are a myriad of such books
which talk of economic theory and analysis. So why this new title? Is it just another in the lot? We do not
claim it is better than the others already available in the market; that is for you to decide. But we find it
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 naive 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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with mathematical analysis for those who are very fond of numbers and find it more convenient to
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
Supply and Inflation (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.

Inflation is one aspect which troubles everyone, and deserves an exclusive discussion. Merely a brush
with inflation in the chapter on trade cycle, like most authors do, does not do justice to one of the most
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
chapters, and we believe that this will definitely add value to readers’ knowledge.

Real-Life Cases Another very useful dimension of the book is its emphasis on a wide spectrum of
case studies. There is one case at the end of each chapter; then, there are Reality Bites along with the text
of each chapter. These small cases testify the complexity of economic theory as applicable to the real
life. For instance, readers would find it easy to understand price discrimination through Reality Bites on
practices followed by Indian Railways; or price war by a description of the war between major national
news dailies. You will note that all the case studies are drawn from real-life situations; and we deeply
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 optimisationtechniquesis essential forunderstanding
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
appendix of the very first 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
practice and experiments. Teaching should never be one way flow of knowledge; it should be a process
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
of time, we have seen that fresh students raise such questions which do not find answers in the routine
manner. Taking clue from that, these questions are designed and framed to satisfy the quest of the
inquisitive. As you go a little deeper into the analysis, you will find the answers to all these questions,
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?

Practically the book is designed to cater to the needs of anyone and everyone who wants a first hand
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
in more efficient discharge of their lectures and dissemination of knowledge.

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
chapter-end cases. In addition, there are MS PowerPoint slides for presentation; these slides are designed
chapter-wise and include all the theories, graphs and figures to reduce the burden on the instructor for
replicating the same. There is also an accompanying website with user-friendly features.
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1 Introduction
Part

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



