Managerial Economics

Study Guide for Chapter Two

January 18, 2012
Math:


Given

i.
P = $900 – 2Q

TC = $100 + 100Q + 2Q2


ii.
P = $20,000 – 10Q
TC = $5,000 + 2,000Q + 2Q2


iii.
P = $25,000 – 10Q
TC = $300,000 + 20,000Q + 20Q2


iv.
P = $50.00 – 0.25Q
TC = $100 + 10Q + 0.25Q2
 

For each of these firms (i-iv) answer these questions:

1.
What is the revenue maximizing level of 



a.
output?


b.
price?





c.
revenue?

d.
total cost?



e.
profit?




2.
What is the profit maximizing level of 



a.
output?


b.
price?





c.
revenue?

d.
total cost?



e.
profit?


3.
What is the average cost minimizing level of 



a.
output?


b.
price?





c.
revenue?

d.
total cost?



e.
profit?

 


4.
For which of these firms is profit maximizing profit less than zero?
BOOK QUESTIONS

1.
Explain the difference between “self-interested behavior” and “selfish behavior”.  Why does “selfish

behavior” not lead to success in business?
2.
Explain why the statement: “That may be OK in theory, but it doesn’t work in practice” is incorrect.
3.
What are the five dimensions of Market-Based Management (as developed by Koch Industries)?
4.
How does behavioral economics differ from traditional economics? 

5.
Describe the incremental concept in managerial decision-making (review the example given in the book).

ESSAY QUESTIONS
1.
a.
List the contributions Alfred Marshall made to the study of microeconomics.

b.
What is the “Marshallian Method”? 
2.
Define...

a.
deduction
b.
induction
c.
abduction

d.
Give examples from the class of analysis that is deductive, inductive, or abductive.
3.
Be able to define the following:


a.
Total Revenue

b.
Marginal Revenue


c.
Total Cost

d.
Marginal Cost


e.
Average Revenue

f.
Average Cost




g.
Average Variable Cost
h.
Average Fixed Cost
4.
a.
True or False
If a firm is minimizing average cost, it is profit maximizing.



Explain your answer.  

b.
True or False
If a firm is profit maximizing, it is average cost minimizing.



Explain your answer. 
5.
Your manager remembers the following relationships from college economics: ATC = MC and


MR = MC.  Clearly explain what these relationships are and the reasoning behind these equalities. 
6.
Your manager gives you the following information: Average Total Cost = $10, Marginal Cost = $15,


Marginal Revenue = $20.  She wants to know what action the firm should take if it wishes to


a.
Minimize Total Cost


b.
Minimize Average Cost


c.
Maximize Profit


What choice would you recommend your manager make? Briefly explain why.  
PROBLEM i

	PROFIT MAX
	

	Output
	100.0

	Price
	$700.00 

	Total Revenue
	$70,000.00 

	Total Cost
	$30,100.00 

	Profit
	$39,900.00 

	REVENUE MAX
	

	Output
	225.0

	Price
	$450.00 

	Total Revenue
	$101,250.00 

	Total Cost
	$123,850.00 

	Profit
	($22,600.00)

	AVERAGE COST MIN
	

	Output
	7.1

	Price
	$885.86 

	Total Revenue
	$6,263.96 

	Total Cost
	$907.11 

	Profit
	$5,356.85 


PROBLEM ii
	PROFIT MAX
	

	Output
	750.0

	Price
	$12,500.00 

	Total Revenue
	$9,375,000.00 

	Total Cost
	$2,630,000.00 

	Profit
	$6,745,000.00 

	REVENUE MAX
	

	Output
	1000.0

	Price
	$10,000.00 

	Total Revenue
	$10,000,000.00 

	Total Cost
	$4,005,000.00 

	Profit
	$5,995,000.00 

	AVERAGE COST MIN
	

	Output
	50.0

	Price
	$19,500.00 

	Total Revenue
	$975,000.00 

	Total Cost
	$110,000.00 

	Profit
	$865,000.00 


PROBLEM iii
	PROFIT MAX
	

	Output
	83.3

	Price
	$24,166.67 

	Total Revenue
	$2,013,888.89 

	Total Cost
	$2,105,555.56 

	Profit
	($91,666.67)

	REVENUE MAX
	

	Output
	1250.0

	Price
	$12,500.00 

	Total Revenue
	$15,625,000.00 

	Total Cost
	$56,550,000.00 

	Profit
	($40,925,000.00)

	AVERAGE COST MIN
	

	Output
	122.5

	Price
	$23,775.26 

	Total Revenue
	$2,911,862.18 

	Total Cost
	$3,049,489.74 

	Profit
	($137,627.56)


PROBLEM iv

	PROFIT MAX
	

	Output
	40.0

	Price
	$40.00 

	Total Revenue
	$1,600.00 

	Total Cost
	$900.00 

	Profit
	$700.00 

	REVENUE MAX
	

	Output
	100.0

	Price
	$25.00 

	Total Revenue
	$2,500.00 

	Total Cost
	$3,600.00 

	Profit
	($1,100.00)

	AVERAGE COST MIN
	

	Output
	20.0

	Price
	$45.00 

	Total Revenue
	$900.00 

	Total Cost
	$400.00 

	Profit
	$500.00 


