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“Being an entrepreneur you learn more 
from your failures than  success.”

- Kevin P Ryan



ORIGIN OF MANAGERIAL ECONOMICS

 Like every other individual a manger of a business firm has to take decisions in the face of scarcity 
and alternative uses of resources. In fact success of a business firm largely depends upon the 
efficiency in utilization of limited resources remaining in the disposal of the business firm. 

Thus managerial economics is evolved as an important tool kits which is useful in the decision 
making for the manager. 

 The development of managerial economics as a separate discipline has a recent origin. Joel Dean’s 
book Managerial Economics published in 1951 is taken as the pioneer in this discipline.

Managerial economics borrows theories from traditional economics i.e. microeconomics where as 
it borrows tools from decision science i.e. mathematics and statistics and it tries to find out 
optimum solution of business problems. Optimal Solution to Business Problem Business Decisions 
and Problems Decision Science Tools and Techniques Traditional Economics Concepts and 
Theories 
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DEFINITION

• “The integration of economic theory and business practice for the purpose of 

facilitating decision-making and forward planning by management.” -

Spencer and Seligman 

• “Managerial economics can be viewed as an application of that part of 

microeconomics that focuses on such topics as risk, demand, production, cost, 

pricing, and market structure.” -Petersen and Lewis 

• “Managerial economics is concerned with the ways in which managers should 

make decisions in order to maximize the effectiveness or performance of the 

organizations they manage.” - Edwin Mansfield
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Definitions..

• “Managerial economics is the study of allocation of resources available to a firm among 

the activities of that unit.” – Hynes

• “Use of economic analysis in formulating policies is known as managerial economics” -

Joel Dean 

• “Managerial economics is the application of economic theory and the tools of decision 

science to examine how an organization can achieve its aims or objectives most 

efficiently.” - Dominic Salvatore 

• “Managerial economics is the application of economic theory and methodology to 

business administration practice.” - Pappas and Brigham
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Business Management-
Decision problems-

Managerial Economics-Application of 
Economics to solving Business Problems  

Optimal Solutions for Business 
Problems

DEFINITION

Economics- Theory and 
Methodology



DECISION MAKING AND FORWARD PLANNING 

• It is the PRIME FUNCTION of management executive in a business organization .

• Decision making means the process of selecting one action from two or more 
alternative course of action.

• Forward planning means establishing plans for future

• The question of choices arises because resources such as capital land labour and 
management are limited and can be employed in alternative uses

• The decision making function thus becomes one of making choices or decisions 
that will provide most efficient means of attaining a desired end like profit 
maximization.

• Once the decision has been made about the particular goal to be achieved plans 
as to production , pricing  , capital ,raw material labour are prepared.
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Establishing the objective

Defining the problem

Identifying possible alternative courses of action

Considering legal and social 
constraints

Evaluating alternative courses of action and choosing 
the best

Implementing and monitoring the decision

Considering financial, 
technological, infrastructural 

and input constraints
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STEPS IN MANAGERIAL DECISION MAKING



THE DIFFERENCE 
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CHARACTERISTICS OF MANAGERIAL 
ECONOMICS
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CHARECTERISTICS/NATURE OF MANAGERIAL ECONOMICS

1. Managerial economics is microeconomics in character: 

Because, the unit of study is firm

Problems of business firm is studied in it.

It does not deal with entire economics as unit of study.

2. Managerial economics largely uses of theory of firm or economics of firm: It also seeks to apply profit theory 
which forms part of distribution theory in economics.

3.Managerial economics is pragmatic: It avoids abstract issues of economic theory but involves complications 
ignored in economic theory to face overall situations in which decisions are made.

4.Managerial economics belongs to normative economics: It belongs to descriptive economics it is prescriptive 
rather than descriptive .The main body of economic theory confines itself to descriptive theory.

Eg. The law of demand states that as price 

Demand         but this statement does not tell whether the outcome is good or bad.

Managerial economics is concerned with what decision ought to be made hence involves value judgement.
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CHARECTERISTICS/NATURE OF 
MANAGERIAL ECONOMICS

This has two aspects: 

1.Aims and Objective of firms

2. How best to achieve these aims in particular situations hence it is described as normative economics.

MANAGERIAL ECONOMICS USES MACRO-ECONOMICS:

Because,

 it provides intelligent understanding of the environment in which the business must operate.

 This enables the business executive to adjust in the best possible manner with external forces over which 

he has no control but plays a crucial role in the well being of his concern.

 The important topics are: business cycle, national income accounting, economic policies of the 

government like taxation, foreign policy, anti monopoly measures, labour relations.

 To conduct business without knowledge of GDP,BOT would be like sailing without navigation tools.
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Other Names

Sometimes expressions like Economics and Enterprise,  Theory of Firm or economics of firm have 

also been used for managerial economics.

It is however not appropriate to use these terms because managerial economics though primarily 

related to the economics of the firm, differs from it in the following respect:

1. Economics of the firm deals with the theory of the firm that is a body of economic principles 

relating to the firm alone, whereas managerial economics deals with the application of the same 

principles of business.

2. Economics of firm is too simple in its assumptions whereas Managerial economics has the 

reckon with the actual business behaviour which is much more complex.
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