Introduction to Managerial Economics

Managerial economics is the science of directing scarce resources to manage cost effectively.

Definition:

1. “Managerial Economics is the use of economic modes of thought to analyse business solutions”, McNair and Meriam.

2. “Managerial Economics is the integration of economic theory with business practice for the purpose of facilitating decision-making and forward planning by management”, Spencer and Siegelman.
Common features of Managerial Economics:

1. M.E. is concerned with decision-making of economic nature.

2. M.E. is goal-oriented and prescriptive.

3. M.E. is pragmatic (realistic).

4. M.E. is both conceptual and metrical. 

5. Managerial Economics is concerned with analysis which is prescriptive or normative in nature.
6. M.E. provides a link between traditional economics and the decision sciences for managerial-decision making.



Nature of Managerial Economics:

· Managerial economics is micro-economic in character, where the unit of study is a firm;

· Managerial economics is concerned with normative micro-economics not with positive micro-economics.

· Managerial economics concentrates on making economic theory more application-oriented.

· Managerial economics takes the help of macro-economics also so as to understand the external conditions which are relevant to business.

Scope of Managerial Economics:

· Objectives of a business firm

· Demand Analysis and Demand Forecasting

· Risk Analysis

· Production and Cost
· Competition
· Pricing and Output
· Profit
· Investment and Capital Budgeting
· Product policy, Sales promotion and Market Strategy
Role of Managerial Economist in Business:

After conducting a survey of British Industry, Alexander and Kemp concluded the functions of managerial economists as below:

· Demand Forecasting

· Production Scheduling

· Economic Analysis of the Industry

· Investment Appraisal

· Security Management Analysis

· Advice on Foreign Exchange Management

· Advice on trade

· Pricing and Related decisions

· Analyzing and forecasting environmental factors

Managerial Economics and other disciplines

Managerial Economics Vs Economics: 

( Economics is the conceptual and fundamental counterpart of managerial economics

( Both economics and managerial economics are dealing with the problems of scarcity and allocation of resources

( The two major contributions of economics to managerial economics are:

· To help in understanding the market conditions and general economic environment within which a firm operates. 

· To provide a philosophy to understand and analyze resource allocation problems

( Managerial economics takes the help of economics and other business studies to deal with technical and economic efficiencies.

Managerial Economics Vs Operations Research: 

( Both are aimed at taking effective and rational decisions from a set of alternatives

( Managerial economics is a fundamental academic subject which seeks to understand and analyze problems of business decision-making. Operations research, on the other hand, is the functional activity carried out by specialists to help the manager to solve various decision problems

( Both managerial economics and operations research are concerned to model building. While managerial economics build models which are general and confined to broad economic decision-making, operations research models draw from various disciplines and are more job oriented. 

( Some of the operations research models like queuing and linear programming are widely used in managerial economics.

( Comparing to Managerial Economics Operations research is often expensive and time-consuming so it must be applied only to those decision problems where the time and money spend are worth of it.

Managerial Economics Vs Mathematics and Statistics

Managerial Economics and the theory of decision making

Basic economic concepts in ME:

>> Incremental reasoning concept

>> Marginal analysis

>> Discounting principle

>> Opportunity cost

>> Time perspective – Short run and long run

>> Scarcity

>> uncertainty and risk

Matrices Analysis

It is a set of variable arranged in rows and columns enclosed in square brackets.

Types: 

· Row Matrices

· Column Matrices

· Square Matrices

· Diagonal Matrices

Algebra of Matrices: -

· Sum of Matrices

· Subtraction of Matrices

· Multiplication of Matrices

1. Scalar (Variable with a number)

2. Vector (One Matrices with other)

Inverse Matrices
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