
Managerial Economics: 
Optimizing Business 
Decisions
Managerial economics applies economic theories and principles to 
business decisions. It helps managers make informed choices to 
achieve business goals. This includes understanding market 
dynamics, cost analysis, and strategic planning.
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Core Principles: Scarcity and 
Tradeoffs

Understanding Scarcity
Scarcity implies limited 
resources. Choices must 
be made on how to 
allocate these effectively.

Opportunity Cost
Every choice incurs an 
opportunity cost. It's the 
value of the next best 
alternative forgone.

Rational Choices
Decisions should be rational. Aim to maximize benefits while 
minimizing costs under constraints.
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Demand and Supply Analysis

Demand
Reflects consumer 
desire for a product.

Supply
Represents 
producer's ability to 
provide.

Equilibrium
Where supply meets 
demand.
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Cost Analysis and Production

Types of Costs

Fixed Costs
Variable Costs
Marginal Costs

CVP Analysis

Analyzes cost, volume, and profit 
relationships.

Optimal Input

Finding the best combination to 
reduce costs.
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Market Structures and 
Competition

Perfect Competition
Many firms, identical 
products.

Monopoly
Single firm, unique product.

Oligopoly
Few firms, interdependent.
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Pricing Strategies and 
Decisions

1
Cost-Plus
Adding a markup to costs.

2
Value-Based
Based on perceived customer value.

3
Competitive
Matching competitor prices.
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Risk and Uncertainty Analysis
Identify potential risks.

Assess likelihood and impact.

Develop mitigation strategies.
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Applications in Business Strategy

1 Strategic Planning

2 Investment

3 Market Entry
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