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Part 1: Answer each discussion in 150 plus words
Discussion 1
1. Discuss the typical risks faced by a firm.
2. In a market economy, the price system facilitates allocation of resources. Discuss how a manager may contribute to the profit maximization goal of a firm by studying managerial economics.
Discussion 2
1.  Price elasticity of demand is an important tool for managers in in a selling environment in deciding what to put on sale. Assume you are the District Manager of a grocery chain which sells everything like Ralphs or Albertsons. What will you put on sale in your district during the Valentine's Day week? You must provide your reasons. 
2. As a Manager, your goal is to maximize profit of your business. Assume you are in charge of managing your company's costs - you are the Controller of Accounts and all purchases must be approved by you. With appropriate examples, illustrate how you and your Division will contribute to maximizing profit of your business

Discussion 3

1. Perfect Competition is a model of which examples are few and far between. Yet economists love to discuss this model. Explain why. 
2. One of the criticisms of oligopolies is the adverse impacts these firms have on income distribution. Do you believe that is a valid criticism? Discuss with appropriate examples.
Discussion 4 
1. "Forecasting is both an art and a science." Discuss with particular reference to Panel Consensus and Econometric Method.
2. Name at least two legislations to prevent monopolization of businesses. Do you believe these legislations have been helpful? Discuss.
Part 2: Pick 1 question for each chapter and answer
Chapter 1: Introduction
1. What is managerial economics and what are the questions we will try to answer in this course? 
2. In your own words describe the process of change for businesses (4 stage model) and explain where in that process the firm you work at would be?
3. Relate the concepts of scarcity and opportunity cost.
4. What is the opportunity cost of you taking ECO607 this month? 
5. Explain how the ‘what, how and whom’ questions are solved in the US economy and give instances of it
Chapter 2:The Firms and its Goals
1. Why does a firm perform certain functions internally and others through the market? Provide instances of both functions in your workplace.
2. What is profit maximization hypothesis? Is this the goal of the firm you work for?
3. What is the difference between optimizing and satisficing? What firms do in reality?
4. How do we measure risk and how do we calculate stockholder’s wealth?
5. How implicit costs and opportunity costs differentiate financial profits from economic profits?
6. Explain how the Economic Value Added is the closest measure for economic profit?

Chapter 3: Supply and Demand
1. What is Demand?
2. What is market demand function? Think  in a real product and provide the demand function of it with 5 specific variables. 

3. What is the difference between shifts in demand vs. changes in quantity demanded? 

4. What is Supply?
5. What is a supply function? Think in the same product you presented for question two and provide the supply function for it with 5 specific variables.
6 . What is the difference between shifts in supply vs. changes in quantities supplied ?

7. Think in your last visit to a mall and identify a case of market shortage and another case of market surplus. Make a market graph for each case (Demand and Supply, Price and Quantity of equilibrium). 8. Assume that family income goes down and nothing else changes. What will happen to the price and quantity of equilibrium in the market of high definition TVs?
Chapter 4: Demand Elasticity
1. If you are a gas station manager and reduce the price of each gallon of regular gasoline 50%, why would you be interested in knowing the price elasticity of gasoline?

2. Given the price elasticity values in Table 1 below, what price policy would you recommend the gas station manager?

3. Base on Table 1, provide one instance of a product with elastic demand and another instance of an inelastic or unitary demand.
· a) Draw the respective demands using those elasticity values (Hint: Start with an initial point (Q,P)=(100,10), drop/increase the price 10% and find the second and third points using the elasticity value). Figure 4.3 in page 86 may help.
· b) If you want to increase the revenue level of those 2 products, would you increase or reduce prices 10%? Demonstrate that revenue in fact increases (Hint: Revenue = Q*P. Table 4.2 in page 89 may help).
4. If the price elasticity of demand for beer is -0.84 and wine -0.55 (page 93) how much revenue changes for both products if you increase prices by 10%. Would this decision increase profit?
5. What is income elasticity of demand?

6. Pick 2 businesses from the list in Table 2 and predict what would be the demand change in those businesses since the economic recession started in December 2008.
Supplement to Chapter 4
			Table 1: Some Real-World Price Elasticities of Demand (All elasticities are in absolute values)

	Metals
	1.52

	Electrical engineering products
	1.39

	Mechanical engineering products
	1.3

	Furniture
	1.26

	Motor vehicles
	1.14

	Instrument engineering products
	1.1

	Professional services
	1.09

	Transportation services
	1.03

	Gas, electricity, and water
	0.92

	Chemicals
	0.89

	Drinks (all types)
	0.78

	Clothing
	0.64

	Tobacco
	0.61

	Banking and insurance services
	0.56

	Housing services
	0.55

	Agricultural and fish products
	0.42

	Books, magazines and newspapers
	0.34

	Food
	0.12

	Oil
	0.05

	Source: Microeconomics, Parkin, p. 87
	




Table 2: Some Real-World Income Elasticies of Demand

	
	 

	
	Airline travel
	5.82

	Movies
	3.41

	Foreign travel
	3.08

	Electricity
	1.94

	Restaurant meals
	1.61

	Local buses and trains
	1.38

	Haircuts
	1.36

	Automobiles
	1.07

	Tobacco
	0.86

	Alcoholic drinks
	0.62

	Furniture
	0.53

	Clothing
	0.51

	Newspapers and magazines
	0.38

	Telephone
	0.32

	Food
	0.14

	Source: Microeconomics, Parkin, p.91
	



	





Chapter 6: The Theory and Estimation of Production
1. What are total, average and marginal product?
2. What is the law of diminishing returns? Provide an example.
3. If you are a manager, why you wouldn’t like the level of production of your firm to be in the stages of production I and III?
4. Explain in your own words how the optimal use of labor occurs when the Marginal Labor Cost equals the Marginal Revenue Product. Generalize your understanding to the use of multiple inputs.
5. What are increasing, decreasing and constant returns to scale?
6. Explain ‘lean manufacturing’ and how this could be applied to your job place.
Chapter 7:The Theory and Estimation of Cost
1. Why managers should differentiate historical costs from replacement costs?
2. Why managers should be aware of implicit and explicit costs?
3. Why sunk costs should not be considered for optimal managerial decisions?
4. Explain how the law of diminishing returns determine increasing marginal costs in the short run.
5. Explain the formulas, shapes and relationships of total costs, total variable costs, total fixed costs, average costs, average variable costs, average fixed costs and marginal costs (Hint: and the shapes (review pages 260-261 and Figure 7.2)
6. How a reduction/increase in the price of labor affect graphs a and b in Figure 7.2?
7. How Supply Chain Management can increase profits?
8. Cost reductions increase profits. Describe 3 out of the 8 ways firms reduce costs (pp. 280-285) and provide your own real examples.
9. Look at Figure 7.11: If the expected demand is 25000 units, what plant size would you recommend to install? Why?
10. Give your own examples of economies of scope and economies of scale.
Chapter 8:Pricing and Output Decisions: Perfect Competition and Monopoly
1.       Compare and differentiate the 4 basic characteristics of monopolistic competitive markets and oligopoly markets (Refer to Table 9.1)

2. Provide your own real examples of perfect competitive and monopoly markets, and explain how these firms are price takers and price makers.

3. How a perfect competitive firm determines the optimum output level? (Use Figure 8.4)

4. How much profit perfect competitive firms make in the short run and long run? (Figure 8.7 may help)

5. If a perfect competitive firm is making a loss, should it continue or exit the market? (You may want to look at Figure 8.8)

6. How a monopoly determines the optimum output level and optimum price? (Figure 8.11 may be useful)

7. How much profit monopoly firms make in the short run and long run?

8. Can a monopoly make a loss in the short run and long run?

9. What is the main lesson managers can learn from the study of perfect competitive markets?

10.What is the main lesson managers can learn from the study of monopoly markets?
Chapter 10: Special Pricing Practices
1.       What is a cartel and what is its objective?
2.       Why the collusion agreement of a cartel is difficult to maintain?
3.       How the barometric price leadership works? Provide an instance.
4.       How the dominant price leadership works? Provide an example.
5.       Illustrate the 3 degrees of price discrimination with your own real examples.
6.       Why most firms would use cost-plus pricing rather than MR=MC?
7.       If average cost is constant, how cost-plus pricing gives the same result as MR=MC?
8.       Why transfer pricing using external market prices helps a firm to maximize profits?
9.       Based on your own experience as consumer provide instances that illustrate some of price skimming, penetration pricing, limit pricing, predatory pricing, prestige pricing and psychological pricing.
Chapter 11:Game Theory and Asymmetric information
1.       What is game theory and give an example of a real game you played lately.
2.       Define and give an example of zero-sum games and non-zero sum games (cooperative and non-cooperative)
3.       Explain how Company A and Company B in Figure 11.3 follow their dominant strategies to maximize revenue, but the outcome is not optimum.
4.       Do you think the Prisoner’s Dilemma game is relevant for managerial decisions?
5.        What would you suggest to break the Prisoner’s Dilemma outcome in the game of Figure 11.3? Hint: repetition in page 431
6.       Explain how game theory can help managers to make managerial decisions. Hint: PARTS framework.
7.       How we find the adverse selection problem in Craig’s List? How can we minimize that problem?
8.   Have you experienced moral hazard situations? Explain the situation and how it could be minimized
9.   Describe your own labor market experiences of market signaling.
Chapter 14 and Appendix 4A
1. What are the 5 major functions of the US government in our economy? Provide real instances for each one.
2. Briefly explain the main purpose of the following antitrust laws: Sherman Act, Clayton Act, Federal Trade Commission Act, Robinson-Patman Act, Celler-Kefauver Act and Hart-Scott-Rodino Act.
3. How the antitrust policy was played against Microsoft in the US and Europe from 1999 to 2007?
4. Briefly explain with your own real examples the two types of externalities
5. How can local governments use quota restrictions, taxes and marketable permits to reduce the consumption of cigarettes because of its negative effect on non-smokers?
6. How the Coase theorem could be applied to the previous smoking situation?
7. What are the main elements of selling products and services to the US government?
8. What are the reasons and incentives to engage in merger activities?
Chapter 4A: Applications of Demand and Supply
1. Explain Price Floor with an Example.
2. Explain Price Ceiling with an example.
3. What are the functions of Rental prices?
4. Who gains and who loses from Rent Control?
5. Explain Quantity Restrictions with an example?
Chapter 5:Demand Estimation and Forecasting
· Why do we need a good data? 
· What are regression and regression analysis?
· What is the difference between a simple regression equation and a multiple regression equation?
· What are the two types of data used in regression analysis?
· What does the coefficient of determination measure?
· For what are the t-test and F-test used for?
· What is forecasting and what would a firm need to forecast? 
· [bookmark: _GoBack]What are the conditions for a good forecast? 
· What is qualitative forecasting? 
· What is quantitative forecasting? 
· What is trend analysis? 
· What is exponential smoothing? 
· What is the delphi method? 
· How economic indicators can help managers? (Consider Table 5.4) 

