1.3 Elements of managerial economics
1.3.1 Subject areas and relationships
The main areas are illustrated in Figure 1.1. This only shows the core topics covered; other areas, for example capital budgeting, location analysis and product strategy, are also frequently examined.
1.3.2 Presentation of topics
Since the objectives of a business form the starting point of any analysis of

its behaviour, the theory of the firm is the subject of the next chapter.

Traditionally, pricing has formed the central core of managerial economics,

although this narrow focus is somewhat misleading in terms of the breadth of analysis that is possible. As the various topics are examined, further applications and extensions of analysis will be discussed. In order to examine pricing it is necessary to consider demand and supply forces; in managerial economics supply forces are discussed under the theory of costs, as will be explained in Chapter 6. In order to consider demand we must first consider consumer theory and in order to consider costs we must first consider production theory.
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Figure 1.1. Relationships among subject areas.
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Consumer theory is included in the chapter on demand theory, but a

separate chapter is dedicated to production theory, since otherwise the chapter on cost theory would be too long. The main reason for this difference in treatment is that many aspects of consumer theory relate to behavioural psychology, and these are not normally discussed in managerial economics, while production theory deals more in engineering concepts which economists traditionally have been more willing to examine. The topics of demand and cost analysis both involve separate chapters on theory and on estimation, which is again a traditional distinction, but sometimes the relationship between these two aspects is not fully explained. Since it is very important to understand this relationship in order to appreciate the objectives and methods

involved in managerial economics, a section on methods now follows.
