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Unit 1 

MANAGERIAL ECONOMICS 

The science of Managerial Economics has emerged only recently. With the growing 

variability and unpredictability of the business environment, business managers have become 

increasingly concerned with finding rational and ways of adjusting to an exploiting 

environmental change. 

The problems of the business world attracted the attentions of the academicians from 

1950 onwards. Managerial economics as a subject gained popularity in the USA after the 

publication of the book “Managerial Economics” by Joel Dean in 1951. 

Managerial economics is a discipline which deals with the application of economic 

theory to business management. It deals with the use of economic concepts and principles of 

business decision making. Formerly it was known as “Business Economics” but the term has 

now been discarded in favour of Managerial Economics. 

Managerial Economics may be defined as the study of economic theories, logic and 

methodology which are generally applied to seek solution to the practical problems of business. 

Managerial Economics is thus constituted of that part of economic knowledge or economic 

theories which is used as a tool of analysing business problems for rational business decisions. 

Managerial Economics is often called as Business Economics or Economic for Firms. 

Managerial economics generally refers to the integration of economic theory with 

business practice. Economics provides tools managerial economics applies these tools to the 

management of business. In simple terms, managerial economics means the application of 

economic theory to the problem of management. Managerial economics may be viewed as 

economics applied to problem solving at the level of the firm. 

It enables the business executive to assume and analyse things. Every firm tries to get 

satisfactory profit even though economics emphasizes maximizing of profit. Hence, it becomes 

necessary to redesign economic ideas to the practical world. This function is being done by 

managerial economics. 

Managerial economics, used synonymously with business economics. It is a branch of 

economics that deals with the application of microeconomic analysis to decision-making 

techniques of businesses and management units. It acts as the via media between economic 

theory and pragmatic economics. Managerial economics bridges the gap between "theory and 

practice". 
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DEFINITION: 

 

According to E.F. Brigham and J. L. Pappar, Managerial Economics is “the application of 

economic theory and methodology to business administration practice.” 

To Christopher Savage and John R. Small: “Managerial Economics is concerned with business 

efficiency”. 

Milton H. Spencer and Lonis Siegelman define Managerial Economics as “the integration of eco-

nomic theory with business practice for the purpose of facilitating decision making and forward 

planning by management.” 

In the words of Me Nair and Meriam, “Managerial Economics consists of the use of economic 

modes of thought to analyse business situations.” 

D.C. Hague describes Managerial Economics as “a fundamental academic subject which seeks to 

understand and analyse the problems of business decision making.” 

In the opinion of W.W. Haynes “Managerial Economics is the study of the allocation of 

resources available to a firm of other unit of management among the activities of that unit.” 

According to Floyd E. Gillis, “Managerial Economics deals almost exclusively with those busi-

ness situations that can be quantified and dealt with in a model or at least approximated 

quantitatively.” 

SCOPE OF MANAGERIAL ECONOMICS: 

 

Managerial economics is widely applied in organizations to deal with different business issues. 

Both the micro and macroeconomics equally impact the business and its functioning. 
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Micro-Economics Applied to Operational Issues 

To resolve the organisation’s internal issues arising in business operations, the various theories 

or principles of microeconomics applied are as follows: 

 Theory of Demand: The demand theory emphasises on the consumer’s behaviour towards 

a product or service. It takes into consideration the needs, wants, preferences and 

requirement of the consumers to enhance the production process. 

 Theory of Production and Production Decisions: This theory is majorly concerned with 

the volume of production, process, capital and labour required, cost involved, etc. It aims 

at maximising the output to meet the customer’s demand. 

 Pricing Theory and Analysis of Market Structure: It focuses on the price determination 

of a product keeping in mind the competitors, market conditions, cost of production, 

maximising sales volume, etc. 

 Profit Analysis and Management: The organisations work for a profit. Therefore they 

always aim at profit maximisation. It depends upon the market demand, cost of input, 

competition level, etc. 

 Theory of Capital and Investment Decisions: Capital is the most critical factor of 

business. This theory prevails the proper allocation of the organisation’s capital and 

making investments in profitable projects or venture to improve organisational efficiency. 

 

 

https://theinvestorsbook.com/market-structure.html
https://theinvestorsbook.com/investment.html
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CHARACTERISTICS OF MANAGERIAL ECONOICS 

 

1. Micro economic character: Managerial economics is micro economic in character 

because it is a unit of study i.e. firm. It only deals the problems of firms but not deal with 

the entire economy as a unit of study. However, it takes the help of macroeconomic to 

understand and adjust to the environment in which the firm operates. 

2. Choice and Allocation: Managerial economics is concerned with decision-making of 

economic nature. This implies that managerial economics deals with identification of 

economic choices and allocation of scarce resources. 

3. Goal oriented: Managerial economics is goal-oriented and prescriptive. It deals with 

how decisions should be formulated by managers to achieve the organizational goals. 

4. Conceptual and Metrical: Managerial economics is both ‘Conceptual and Metrical’. An 

intelligent application of quantitative techniques to business presupposes considered 

judgment and hard and careful thinking about the nature of the particular problem to be 

solved. Managerial economics provides necessary conceptual tools to achieve this. 

Moreover, it helps the decision-maker by providing measurement of various economic 

entities and their relationships. This metrical dimension of managerial economics is 

complementary to its conceptual framework. 

5. Pragmatic: Managerial economics is pragmatic. It is concerned with those analytical 

tools, which are useful in improving decision-making. Economic theory appropriately 

ignores the variety of backgrounds and training found in individual firms but managerial 

economics considers the particular environment of decision making. 

6. Normative: Managerial economics belongs to normative economics rather than positive 

economics. In other words, it is prescriptive rather than descriptive. The main body of 

economic theory confines itself to descriptive hypothesis, attempting to generalize about 

the relations among different variables without judgment about what is desirable or 

undesirable. Managerial economics firstly tells what aims and objectives a firm should 

pursue and secondly, it tells how best to achieve these aims in particular situations. 

7. Multi-disciplinary: Managerial economics is related with different disciplines such as 

Statistics, Mathematics, Management, Operational Research, Psychology etc 

NATURE OF MANAGERIAL ECONOMICS: 

To know more about managerial economics, we must know about its various 

characteristics. Let us read about the nature of this concept in the following points: 
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Art and Science: Managerial economics requires a lot of logical thinking and creative skills for 

decision making or problem-solving. It is also considered to be a stream of science by some 

economist claiming that it involves the application of different economic principles, techniques 

and methods, to solve business problems. 

Micro Economics: In managerial economics, managers generally deal with the problems related 

to a particular organisation instead of the whole economy. Therefore it is considered to be a part 

of microeconomics. 

Uses Macro Economics:  A business functions in an external environment, i.e. it serves the 

market, which is a part of the economy as a whole. 

Therefore, it is essential for managers to analyse the different factors of macroeconomics such as 

market conditions, economic reforms, government policies, etc. and their impact on the 

organisation. 

Multi-disciplinary: It uses many tools and principles belonging to various disciplines such as 

accounting, finance, statistics, mathematics, production, operation research, human 

resource, marketing, etc. 

Prescriptive / Normative Discipline: It aims at goal achievement and deals with practical 

situations or problems by implementing corrective measures. 

https://theinvestorsbook.com/marketing.html
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Management Oriented: It acts as a tool in the hands of managers to deal with business-related 

problems and uncertainties appropriately. It also provides for goal establishment, policy 

formulation and effective decision making. 

Pragmatic: It is a practical and logical approach towards the day to day business problem 

PRINCIPLES OF MANAGERIAL ECONOMICS 

 

 

The Incremental Principle 

The incremental concept is probably the most important concept in economics and is certainly 

the most frequently used in Managerial Economics. Incremental concept is closely related to the 

marginal cost and marginal revenues of economic theory. 
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The two major concepts in this analysis are incremental cost and incremental revenue. 

Incremental cost denotes change in total cost, whereas incremental revenue means change in 

total revenue resulting from a decision of the firm. 

The incremental principle may be stated as follows: 

A decision is clearly a profitable one if 

(i) It increases revenue more than costs. 

(ii) It decreases some cost to a greater extent than it increases others. 

(iii) It increases some revenues more than it decreases others. 

(iv) It reduces costs more than revenues. 

2. Marginal Principle 

Marginal analysis implies judging the impact of a unit change in one variable on the other. 

Marginal generally refers to small changes. Marginal revenue is change in total revenue per unit 

change in output sold. Marginal cost refers to change in total costs per unit change in output 

produced (While incremental cost refers to change in total costs due to change in total output). 

The decision of a firm to change the price would depend upon the resulting impact/change in 

marginal revenue and marginal cost. If the marginal revenue is greater than the marginal cost, 

then the firm should bring about the change in price. 

3. The Opportunity Cost Principle 

Both micro and macro economics make abundant use of the fundamental concept of opportunity 

cost. In everyday life, we apply the notion of opportunity cost even if we are unable to articulate 

its significance. In Managerial Economics, the opportunity cost concept is useful in decision 

involving a choice between different alternative courses of action. 

Resources are scarce, we cannot produce all the commodities. For the production of one com-

modity, we have to forego the production of another commodity. We cannot have everything we 

want. We are, therefore, forced to make a choice. 

Opportunity cost of a decision is the sacrifice of alternatives required by that decision. Sacrifice 

of alternatives is involved when carrying out a decision requires using a resource that is limited 
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in supply with the firm. Opportunity cost, therefore, represents the benefits or revenue forgone 

by pursuing one course of action rather than another. 

The concept of opportunity cost implies three things: 

(i) The calculation of opportunity cost involves the measurement of sacrifices. 

(ii) Sacrifices may be monetary or real. 

(iii) The opportunity cost is termed as the cost of sacrificed alternatives. 

Opportunity cost is just a notional idea which does not appear in the books of account of the 

company. If resource has no alternative use, then its opportunity cost is nil. 

In managerial decision making, the concept of opportunity cost occupies an important place. The 

economic significance of opportunity cost is as follows: 

(i) It helps in determining relative prices of different goods. 

(ii) It helps in determining normal remuneration to a factor of production. 

(iii) It helps in proper allocation of factor resources. 

4. Discounting Principle 

This concept is an extension of the concept of time perspective. Since future is unknown and 

incalculable, there is lot of risk and uncertainty in future. Everyone knows that a rupee today is 

worth more than a rupee will be two years from now. This appears similar to the saying that “a 

bird in hand is more worth than two in the bush.” This judgment is made not on account of the 

uncertainty surrounding the future or the risk of inflation. 

It is simply that in the intervening period a sum of money can earn a return which is ruled out if 

the same sum is available only at the end of the period. In technical parlance, it is said that the 

present value of one rupee available at the end of two years is the present value of one rupee 

available today. The mathematical technique for adjusting for the time value of money and 

computing present value is called ‘discounting’. 
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5. Concept of Time Perspective Principle 

The time perspective concept states that the decision maker must give due consideration both to 

the short run and long run effects of his decisions. He must give due emphasis to the various time 

periods. It was Marshall who introduced time element in economic theory. 

The economic concepts of the long run and the short run have become part of everyday 

language. Managerial economists are also concerned with the short run and long run effects of 

decisions on revenues as well as costs. The main problem in decision making is to establish the 

right balance between long run and short run. 

In the short period, the firm can change its output without changing its size. In the long period, 

the firm can change its output by changing its size. In the short period, the output of the industry 

is fixed because the firms cannot change their size of operation and they can vary only variable 

factors. In the long period, the output of the industry is likely to be more because the firms have 

enough time to increase their sizes and also use both variable and fixed factors. 

In the short period, the average cost of a firm may be either more or less than its average 

revenue. In the long period, the average cost of the firm will be equal to its average revenue. A 

decision may be made on the basis of short run considerations, but may as time elapses have long 

run repercussions which make it more or less profitable than it at first appeared. 

6. Equi-Marginal Principle 

One of the widest known principles of economics is the equi-marginal principle. The principle 

states that an input should be allocated so that value added by the last unit is the same in all 

cases. This generalization is popularly called the equi-marginal. 

Let us assume a case in which the firm has 100 unit of labour at its disposal. And the firm is 

involved in five activities viz., А, В, C, D and E. The firm can increase any one of these 

activities by employing more labour but only at the cost i.e., sacrifice of other activities. 

An optimum allocation cannot be achieved if the value of the marginal product is greater in one 

activity than in another. It would be, therefore, profitable to shift labour from low marginal value 

activity to high marginal value activity, thus increasing the total value of all products taken 

together. 
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RELATIONS  BETWEEN MICROECONOMICS AND MACROECONOMICS 

 

Economists also look at two realms. There is big-picture macroeconomics, which is concerned 

with how the overall economy works. It studies such things as employment, gross domestic 

product, and inflation the stuff of news stories and government policy debates. Little 

picture microeconomics is concerned with how supply and demand interact in individual markets 

for goods and services. 

 

 

MICROECONOMICS 

Microeconomics is the study of particular markets, and segments of the economy. It looks at 

issues such as consumer behaviour, individual labour markets, and the theory of firms.  

Microeconomics studies the actions of individual consumers and firms; managerial 

economics is an applied specialty of this branch. Macroeconomics deals with the performance, 

structure, and behavior of an economy as a whole. Managerial economics applies microeconomic 

theories and techniques to management decisions. It is more limited in scope as compared to 
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microeconomics. Macroeconomists study aggregate indicators such as GDP, unemployment 

rates to understand the functions of the whole economy 

 

Micro economics involves 

 Supply and demand in individual markets. 

 Individual consumer behaviour. e.g. Consumer choice theory 

 Individual labour markets – e.g. demand for labour, wage determination. 

 Externalities arising from production and consumption. e.g. Externalities 

 

MACROECONOMICS 

Macro economics is the study of the whole economy. It looks at ‘aggregate’ variables, such as 

aggregate demand, national output and inflation. Microeconomics and managerial economics 

both encourage the use of quantitative methods to analyze economic data. Businesses have finite 

human and financial resources; managerial economic principles can aid management decisions 

in allocating these resources efficiently. Macroeconomics models and their estimates are used by 

the government to assist in the development of economic policy. 

Macro economics involves 

 Monetary / fiscal policy. e.g. what effect does interest rates have on the whole economy? 

 Reasons for inflation and unemployment. 

 Economic growth 

 International trade and globalisation 

 Reasons for differences in living standards and economic growth between countries. 

 Government borrowing 

 

 

https://www.economicshelp.org/university/consumer-choice.html
https://www.economicshelp.org/labour-markets/wage-determination.html
https://www.economicshelp.org/blog/9448/economics/externalities-free-market/
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THE MAIN DIFFERENCES BETWEEN MICRO AND MACRO ECONOMICS 

1. Small segment of economy vs whole aggregate economy. 

2. Microeconomics works on the principle that markets soon create equilibrium. In macro 

economics, the economy may be in a state of disequilibrium (boom or recession) for a 

longer period. 

3. There is little debate about the basic principles of micro-economics. Macro economics is 

more contentious. There are different schools of macro economics offering different 

explanations (e.g. Keynesian, Monetarist, Austrian, Real Business cycle e.t.c). 

4. Macro economics places greater emphasis on empirical data and trying to explain it. 

Micro economics tends to work from theory first – though this is not always the case. 

 

ROLE AND RESPONSIBILITIES OF MANAGERIAL ECONOMIST 

A managerial economist helps the management by using his analytical skills and highly 

developed techniques in solving complex issues of successful decision-making and future 

advanced planning. 

The role of managerial economist can be summarized as follows: 

 He studies the economic patterns at macro-level and analysis it’s significance to the 

specific firm he is working in. 

 He has to consistently examine the probabilities of transforming an ever-changing 

economic environment into profitable business avenues. 

 He assists the business planning process of a firm. 

 He also carries cost-benefit analysis. 

 He assists the management in the decisions pertaining to internal functioning of a firm 

such as changes in price, investment plans, type of goods /services to be produced, inputs 

to be used, techniques of production to be employed, expansion/ contraction of firm, 

allocation of capital, location of new plants, quantity of output to be produced, 

replacement of plant equipment, sales forecasting, inventory forecasting, etc. 

 In addition, a managerial economist has to analyze changes in macro- economic 

indicators such as national income, population, business cycles, and their possible effect 

on the firm’s. 

 He is also involved in advicing the management on public relations, foreign exchange, 

and trade. He guides the firm on the likely impact of changes in monetary and fiscal 

policy on the fim’s functioning. 

 He also makes an economic analysis of the firms in competition. He has to collect 

economic data and examine all crucial information about the environment in which the 

firm operates. 
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 The most significant function of a managerial economist is to conduct a detailed research 

on industrial market. 

 In order to perform all these roles, a managerial economist has to conduct an elaborate 

statistical analysis. 

 He must be vigilant and must have ability to cope up with the pressures. 

 He also provides management with economic information such as tax rates, competitor’s 

price and product, etc. They give their valuable advice to government authorities as well. 

 At times, a managerial economist has to prepare speeches for top management. 

OBJECTIVES OF FIRMS 

1. Profit maximisation 

2. Sales maximisation 

3. Increased market share/market dominance 

4. Social/environmental concerns 

5. Profit satisficing 

6. Co-operatives 

Sometimes there is an overlap of objectives. For example, seeking to increase market share, may 

lead to lower profits in the short-term, but enable profit maximisation in the long run 

Profit maximisation 

Usually, in economics, we assume firms are concerned with maximising profit. Higher profit 

means: 

 Higher dividends for shareholders. 

 More profit can be used to finance research and development. 

 Higher profit makes the firm less vulnerable to takeover. 

 Higher profit enables higher salaries for workers 

See more on: Profit maximisation 

https://www.economicshelp.org/blog/3201/economics/profit-maximisation/
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Alternative aims of firms 

However, in the real world, firms may pursue other objectives apart from profit maximisation. 

1. Profit Satisficing 

 
 In many firms, there is a separation of ownership and control. Those who own the 

company (shareholders) often do not get involved in the day to day running of the 

company. 

 This is a problem because although the owners may want to maximise profits, the 

managers have much less incentive to maximise profits because they do not get the same 

rewards, (share dividends) 

 Therefore managers may create a minimum level of profit to keep the shareholders 

happy, but then maximise other objectives, such as enjoying work, getting on with other 

workers. (e.g. not sacking them) This is the problem of separation between owners and 

managers. 

 This ‘principal-agent‘ problem can be overcome, to some extent, by giving managers 

share options and performance related pay although in some industries it is difficult to 

measure performance. 

 More on profit-satisficing. 

2. Sales maximisation 

Firms often seek to increase their market share – even if it means less profit. This could occur for 

various reasons: 

https://www.economicshelp.org/blog/26604/economics/principal-agent-problem/
https://www.economicshelp.org/blog/20374/labour-markets/performance-related-pay/
https://www.economicshelp.org/blog/136609/concepts/profit-satisficing/
https://www.economicshelp.org/wp-content/uploads/2017/12/profit-satisficing.png
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 Increased market share increases monopoly power and may enable the firm to put up 

prices and make more profit in the long run. 

 Managers prefer to work for bigger companies as it leads to greater prestige and higher 

salaries. 

 Increasing market share may force rivals out of business. E.g. the growth of supermarkets 

have lead to the demise of many local shops. Some firms may actually engage in 

predatory pricing which involves making a loss to force a rival out of business. 

3. Growth maximisation 

This is similar to sales maximisation and may involve mergers and takeovers. With this 

objective, the firm may be willing to make lower levels of profit in order to increase in size and 

gain more market share. More market share increases its monopoly power and ability to be a 

price setter. 

4. Long run profit maximisation 

In some cases, firms may sacrifice profits in the short term to increase profits in the long run. For 

example, by investing heavily in new capacity, firms may make a loss in the short run but enable 

higher profits in the future. 

5. Social/environmental concerns 

A firm may incur extra expense to choose products which don’t harm the environment or 

products not tested on animals. Alternatively, firms may be concerned about local community / 

charitable concerns. 

 Some firms may adopt social/environmental concerns as part of their branding. This can 

ultimately help profitability as the brand becomes more attractive to consumers. 

 Some firms may adopt social/environmental concerns on principal alone – even if it does 

little to improve sales/brand image. 

6. Co-operatives 

Co-operatives may have completely different objectives to a typical PLC. A co-operative is run 

to maximise the welfare of all stakeholders – especially workers. Any profit the co-operative 

makes will be shared amongst all members. 

CONCEPT OF MANAGERIAL ECONOMICS 

Economics Concept # 1. Value: 

Ordinarily, the concept of value is related to the concept of utility. Utility is the want satisfying 

quality of a thing when we use or consume it. Thus utility is the value-in-use of a commodity.  

In economics, value means the power that goods and services have to exchange other goods and 

services, i.e. value-in-exchange. If one pen can be exchanged for two pencils, then the value of 
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one pen is equal to two pencils. For a commodity to have value, it must possess the following 

three characteristics. 

1. Utility: 

It should have utility. A rotten egg has no utility because it cannot be exchanged for anything. It 

possesses no value-in-exchange. 

2. Scarcity: 

Mere utility does not create value unless it is scarce. A good or service is scarce (limited) in 

relation to its demand. All economic goods like pen, book, etc. are scarce and have value. But 

free goods like air do not possess value. Thus goods possessing the quality of scarcity have 

value. 

3. Transferability: 

Besides the above two characteristics, a good should be transferable from one place to another or 

from one person to another. Thus a commodity to have value-in-exchange must possess the 

qualities of utility, scarcity and transferability. 

Basic Concept of Economics # 2. Value and Price: 

In common language, the terms ‘value’ and ‘price’ are used as synonyms (i.e. the same). But in 

economics, the meaning of price is different from that of value. Price is value expressed in terms 

of money. Value is expressed in terms of other goods.  

Basic Concept of Economics # 3. Wealth: 

In common use, the term ‘wealth’ means money, property, gold, etc. But in economics it is used 

to describe all things that have value. For a commodity to be called wealth, it must prossess 

utility, scarcity and transferability 

Forms of Wealth: 

Wealth may be of the following types: 

1. Individual Wealth: 

Wealth owned by an individual is called private or individual wealth such as a car, house, 

company, etc. 

2. Social Wealth: 

Goods which are owned by the society are called social or collective wealth, such as schools, 

colleges, roads, canals, mines, forests, etc. 

3. National or Real Wealth: 

National wealth includes all individual and social wealth. It consists of material assets possessed 

by the society. National wealth is real wealth. 
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4. International Wealth: 

The United Nations Organisation and its various agencies like the World Bank, IMF, WHO, etc. 

are international wealth because all countries contribute towards their operations. 

5. Financial Wealth: 

Financial wealth is the holding of money, stocks, bonds, etc. by individuals in the society. 

Financial wealth is excluded from national wealth. This is because money, stocks, bonds, etc. 

which individuals hold as wealth are claims against one another.  

 

Basic Concept of Economics # 4. Stocks and Flows: 

Distinction may be made here between a stock variable and a flow variable. A stock variable has 

no time dimension. Its value is ascertained at some point in time. A stock variable does not 

involve the specification of any particular length of time. On the other hand, a flow variable has 

a time dimension. It is related to a specified period of time. 

So national income is a flow and national wealth is a stock. Change in any variable which can be 

measured over a period of time relates to a flow. In this sense, in ventories are stocks but change 

in inventories in a flow. 

A number of other examples of stocks and flows can also be given. Money is a stock but the 

spending of money is flow. Government debt is stock. Saving and investment and operating 

surplus during a year are flows but if they relate to the past year, they are stocks. But certain 

variables are only in the form of flows such as NNP, NDP, value added, dividends, tax 

payments, imports, exports, net foreign investment, social security benefits, wages and salaries, 

etc. 

Basic Concept of Economics # 5. Optimisation: 

Optimisation means the most efficient use of resources subject to certain constraints it is the 

choice from all possible uses of resources which gives the best results, it is the task of 

maximisation or minimisation of an objective function it is a technique which is used by a 

consumer and a producer as decision-maker. 

A consumer wants to buy the best combination of a consumer good when his objective function 

is to maximise his utility, given his fixed income as the constraints. Similarly, a producer wants 

to produce the most suitable level of output to maximise his profit, given the raw materials, 

capital, etc. as constraints. 

As against this, a firm cans hence the objective of minimisation of its cost of production by 

choosing the best combination of factors of production, given the manpower resources, capital, 

etc. as constraints. Thus optimisation is the determination of the maximisation or minimisation of 

an objective function. 
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Basic Economic Problem 

 The fundamental economic problem is the issue of scarcity and how best to produce and 

distribute these scare resources. 

 Scarcity means there is a finite supply of goods and raw materials. 

 Finite resources mean they are limited and can run out. 

 Unlimited wants mean that there is no end to the quantity of goods and services people 

would like to consume. 

 Because of unlimited wants – People would like to consume more than it is possible to 

produce (scarcity) 

 

EXAMPLES OF THE ECONOMIC PROBLEM  

Consumers 

Households have limited income and they need to decide how to spend their finite income. For 

example, with an annual income of £20,000, a household may need to spend £10,000 a year on 

rent, council tax and utility bills. This leaves £10,000 for deciding which other food, clothes, 

transport and other goods to purchase. 

Workers 

Householders will also face decisions on how much to work. For example, working overtime at 

the weekend will give them extra income to spend, but less leisure time to enjoy it. A worker 

may also wish to spend more time in learning new skills and qualifications. This may limit their 

earning power in the short-term, but enable a greater earning power in the long-term.  For 

example, at 18 a student could go straight into work or they could go to university where they 

will hope to gain a degree and more earning power in the long-term. 

Producers 

A producer needs to remain profitable (revenue higher than costs). So it will need to produce the 

goods which are in high demand and respond to changing demands and buying habits of 

consumers – for example, switching to online sales as the high street declines. Producers will 

need to constantly ask the best way of producing goods. For example, purchasing new machines 

can increase productivity and enable the firms to produce goods at a lower cost. This is important 

for fast-changing industries where new technology is frequently reducing costs of production. 

Without firms adapting to how they produce, they can become unprofitable. 

Firms may also need to make long-term investment decisions to invest in new products and new 

means of production. 
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Government 

The government has finite resources and its spending power is limited by the amount of tax that 

they can collect. The government needs to decide how they collect tax and then they need to 

decide whom they spend money on. For example, the government may wish to cut benefits to 

those on low income to increase incentives to work. However, cutting benefits will increase 

inequality and relative poverty. 
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