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Book Questions

1.
Define “Managerial Economics” (hint: look on the left of page one of chapter one)

2.
According to the text, managerial economics builds upon economic concepts, quantitative methods, and 
the management decision process.  What are the elements of each of these three areas?

3.
What is the role profits play in the economy?

4.
Why do firms exist and survive?

5.
What are the most vital questions facing a free-enterprise system?
6.
What is the present value of a firm with the following expected revenues and costs?

	Year
	Total Revenue
	Total Cost

	1
	$5,000
	$1,000

	2
	$4,000
	$2,000

	3
	$8,000
	$4,000

	4
	$11,000
	$3,000

	5
	$9,000
	$5,000




Assume an interest rate of 8%.


7.
What is the future value of $10,000 in 10 years?  Assume an interest rate of 5%.

Lecture Questions
1.
In lecture we listed seven possible explanations for why firms succeed. List and briefly discuss the 
problems with each explanation.
2.
Briefly, why is there no formula that guarantees success in business?
3.
Evaluate these statements:

a.
“The customer is always right!!!”


b.
“Quality is job one!!!”



What problems would a firm incur if these statements were always followed? 
4.
Why are ethics important to the functioning of a market economy?
5.
Explain the difference between economic profit and accounting profit.
6.
Price = $30
Quantity = 10
Explicit cost = $100
Implicit cost = $50



a.
What is this firm’s accounting profit?



b.
What is this firm’s economic profit?
7.
Define both positive and negative economic profit.

Economic Value Added and Profit Questions

8.
Why do we expect a competitive firm to earn normal profits in the long-run? Define the terms you 
employ in answering this question.

9.
NOPAT = $15 million 

Capital = $200 million






60% is financed through equity - @ 12%






40% is financed through debt - @ 5%



a.
Calculate this firm’s WACC and EVA.




b.
Explain, utilizing the concept of opportunity cost, the stock holders response to this 



firm’s EVA.
10.
What determines the price of a firm’s stock?  

11.
How does one determine a firm’s cost of capital? 

12.
Define “profit margin” and “return on shareholder’s equity”.
13.
List and explain why profits vary across firms.

“Boss Economics” Questions

14.
a.
According to Eric Jackson of Forbes, what are the seven habits of unsuccessful executives?


b.
Summarize these seven habits.
15.
According to Anderson and Kilduff (and Jeffrey Kluger of Time Magazine), how can a person appear to 
be competent?  
Does a person have to be competent to have people think they are competent?  

16.
What is the Kruger-Dunning Effect?


Behavioral Economics Questions

17.
List and define the elements of rational decision making.  
18.
What are the implications of the traditional approach to economics?

19.
What is “instrumental rationality”?

20.
What is “Behavioral Economics”?  Define “bounded rationality” and explain how the cost of 
thinking can lead to sub-optimal decisions
21.
Describe the following ideas from Behavioral Economics


a.
Framing

b.
Letting Sunk Costs Matter


c.
Faulty Discounting
d.
Overconfidence


e.
Status quo bias

f.
Fairness

22.
a.
According to Thaler and Sunstein (2008), how prevalent is overconfidence?


b.
How does overconfidence impact how people plan for the future and react to failure?

23.
The Pension Protection Act of 2006 encourages companies to automatically enroll employees in 


401(k) plans.  Why was it considered necessary to automatically enroll employees in a retirement 
plan? 
24.
Review “status quo bias” and the decisions of judges with respect to granting parole.  When do 


prisoners want to see a judge make this decision?

25.
Is more choice always better? How do investors react when given more choices to allocate their
portfolio?

26.
How does the timing of a choice impact the choice people make?

27.
Define


a.
Hyperbolic discounting

b.
Endowment Effect


c.
Loss Aversion


d.
Reflection


e.
the Ultimate Game


28.
How does the concept of “regression to the mean” impact how managers think they should treat 
employees?

