Managerial Economics

Bridging economic theory and business practice to empower
managers in making effective decisions amidst uncertainty,
competition, and dynamic market conditions.
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FOUNDATION

What 1s Managerial Economics?

Managerial Economics is the practical application of
economic theory to solve real-world business problems.
Unlike pure economics, which remains largely
theoretical, managerial economics is action-oriented

and decision-focused.

It combines microeconomic and macroeconomic
principles with management science and decision-
making tools to help managers choose the best course of

action amongst alternatives.

Economic Theory

Applies proven principles from
micro and macroeconomics

Business Solutions

Solves practical managerial
problems in real organisations

Decision Science

Integrates analytical tools for
rational decision-making
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& SCOPE

Key Areas of Managerial Economics

The scope of managerial economics is comprehensive, covering all major aspects of business decision-making from day-

to-day operations to long-term strategic planning.
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Demand Analysis & Forecasting Production & Cost Analysis

Understanding consumer behaviour, predicting future Choosing efficient production methods, optimising
sales patterns, and planning production schedules resource allocation, and controlling operational costs
accordingly

Pricing Decisions Profit Management

Determining optimal pricing strategies under various Maximising or optimising profits through strategic
market conditions and competitive scenarios planning and performance monitoring

Capital Budgeting Risk & Uncertainty Analysis

Evaluating long-term investment opportunities and Assessing potential risks, quantifying uncertainty,
allocating capital to projects with highest returns and developing contingency strategies
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Role in Managerial Decision-Making
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Goal-Oriented Decisions

Aligns choices with organisational objectives using tools
like marginal analysis and opportunity cost evaluation

Hy

Strategic Planning

Supports long-term planning with economic logic,
reducing guesswork and improving decision quality

In today's complex business environment, managers constantly face
decisions under conditions of limited resources and uncertain
outcomes. Managerial economics provides the analytical framework
to navigate these challenges effectively.
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Resource Optimisation

Improves allocation of scarce resources across competing
uses to maximise overall value creation

T

Uncertainty Reduction

Provides quantitative techniques to assess risk and make
informed decisions despite market volatility
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ANALYSIS

Understanding Demand
OGEIWSE

Demand Fundamentals

1 Studies the relationship between price and quantity
demanded in the marketplace

Law of Demand

2 Price increases lead to decreased demand; price
decreases lead to increased demand

Influencing Factors

3 Income levels, consumer tastes, prices of substitutes

and complements shape demand patterns

Demand Forecasting

4 Predicting future demand using trend analysis and
market surveys for planning

Accurate demand forecasting is essential for production planning,
Inventory management, and ensuring that supply meets customer
needs without excess wastage.
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Cost and Production Analysis

Understanding how costs behave at different output levels is
fundamental to pricing decisions and profit planning.
Production analysis reveals how inputs are transformed into

outputs efficiently. 1 \__“?,; ‘\!' :
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Types of Costs

Fixed costs remain constant; variable costs change with
output; semi-variable costs have both components

02

Time Horizons

Short-run involves at least one fixed input; long-run allows all

iInputs to vary

[J Key Insight: In the long run, firms can

03

adjust all inputs and benefit from
Production Function economies of scale, which significantly
reduce average costs and improve

Mathematical relationship showing how labour and capital

combine to create output competitiveness.
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Economies of Scale

Cost advantages gained when production increases, reducing
average cost per unit
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MARKET STRUCTURES

Market Structure and Pricing Strategies

Market structure fundamentally influences how firms set prices and compete. Understanding these structures helps
managers develop appropriate pricing strategies aligned with competitive dynamics.

o

oo

Perfect Competition

Many buyers and sellers; homogeneous products;
firms are price takers with no market power

%

Monopolistic Competition

Many firms with differentiated products; some price-
setting power through branding

Y

Monopoly

Single seller controls the market; significant barriers
to entry; firm is price maker

I

Oligopoly

Few large firms dominate; high interdependence;
strategic pricing decisions crucial

Common Pricing Strategies

Cost-Plus Pricing: Adding a markup percentage to total production costs

Penetration Pricing: Setting low initial prices to gain market share quickly

Price Discrimination: Charging different prices to different customer segments

Value-Based Pricing: Setting prices based on perceived customer value
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Why Managerial Economics
Matters

In today's competitive and dynamic business environment,
managerial economics has become indispensable for sustainable
growth and organisational success.
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Managerial Profit Planning Long-Term Vision
Efficiency Optimises resources  Supports strategic
Equips managers and manages costs planning and capital
with analytical tools to maximise allocation for
for rational, profitability sustained
scientific decision- competitive
making advantage
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Business Success

Essential foundation
for making informed
decisions that drive
organisational
excellence

"By applying economic principles systematically, managers can
navigate complexity, forecast demand accurately, and plan
strategically—turning economic theory into competitive
advantage."
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