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Math questions:


Qdx = 150 + -10*Px + - 5*Pz + 2*Pw + 4*ADx + 2.5*Y 


Where



Qdx = Demand for firm x

Px = Price of good x



Pz = Price of good z


Pw = Price of good w



ADx = Advertising for good x

Y = Income in market 


Qsx = 150 + 5*Px + -2*Pv + -5*PL + -0.5*PK  


Where



Qsx = Supply for firm x


Px = Price of good x



Pv = Price of good v


PL = Price of labor



PK  = Price of capital

1.
If 
Pz = $10
Pw = $100
ADx = $50
Y = $40  

Solve for the inverse demand curve and the traditional demand curve.  Show your work. 

2.
If 
Pv = $50
PL = $20
PK = $200



Solve for the inverse supply curve and the traditional supply curve. Show your work.

3.
Solve for the equilibrium Px and Qx.  Show your work.

4.
If the price of v and z rises, how would this impact your answer to #3.  Answer this both theoretically and 


empirically.

5.
i.
Is x an inferior, normal, or superior good?  How do you know this?


ii.
Is z a substitute or complement for x?  How do you know this?


iii.
Is w a substitute or complement for x? How do you know this?

6.
Calculate and interpret the point elasticity of demand and supply with respect to each independent variable 
in the above functions.  Show your work.

7.
Given 

P = 200 - 4Q

P = $150




a.
What is the own-price elasticity for this firm?


b.
Assuming profit maximization, what is the Lerner Index for this firm?


c.
Assuming profit maximization, what is this firm’s marginal cost?


Show your work and explain your answer.

8.
Own-price elasticity = -1.5. (or –0.5)  If the firm increased (or decreased) price what would happen to 


a.
total revenue.

b.
marginal revenue.



Be able to explain why.

9.
Marginal revenue > 0 (or < 0).  If the firm increased (or decreased) price what would happen to


a.
own-price elasticity.
b.
total revenue.


Be able to explain why. 
 

10.
Given

P = 200 – 4Q

TC = 1,000 + 25Q + 2.5Q2

What is the profit maximizing level of 



a.
output?


b.
price?





c.
revenue?

d.
total cost?



e.
profit?


f.
own-price elasticity



g.
Lerner Index.

Essay Questions
1.
Derive the method to calculate the own-price elasticity that addresses the problem of ceteris paribus.

2.
Explain how one calculates a demand elasticity from a 


a.
linear model.

b.
 multiplicative  or double-logged model.

3.
Show that the own-price elasticity is equal to -1 at the midpoint of a linear demand curve.

4.
Given your answers to #1 and #3, show how elasticity varies along a linear demand curve.

5.
Show mathematically the relationship between marginal revenue and the own-price elasticity.

6.
Show mathematically the relationship between the Lerner Index and the own-price elasticity.  

7.
List the determinants of the own-price elasticity.  
8.
You hire an employee who is somewhat confused about the nature of demand.  In a brief essay, explain 
to your employee 


a.
how own-price elasticity varies along a demand curve. Be as intuitive as possible in your 



discussion.


b.
the connection between own-price elasticity of demand and total revenue.


c.
the link between total revenue and marginal revenue.


d.
With each of these links established, summarize the connections between demand, own-price 


elasticity, total revenue and marginal revenue.


Note:
An illustration would help your explanation.

9.
An analysis of data from your firm reveals that last year the own-price elasticity was –1.  In the 


current quarter the own-price elasticity is –0.84.  Write a brief essay that explains why the firm has not 
been profit maximizing recently.  Be sure your reasoning is clear to managers and co-workers who are 
intelligent, but failed to take Managerial Economics in school.
10.
Your manager remembers the following relationship from college economics: MR = MC.  


Clearly explain what this relationship is and the reasoning behind this equality.

11.
Your manager wonders how much market power your firm currently possesses.  Explain how one can answer this question by simply knowing the current price of the good and the own-price elasticity.  In your 


discussion be sure to explain why your measure allows us to see the firm’s level of market power.
12.
A co-worker argues that goods are inherently normal, inferior, or luxury goods.  Explain why the 


nature of a commodity is determined by consumer perception, not necessarily the characteristics of the 
good.

13.
A co-worker argues that two goods are substitutes if they are physically the same product.  Explain why 


this may or may not be the case.

14.
Your manager wonders about the impact the business cycle has upon demand for the product.  Explain 


how the calculation of income elasticity can be used to understand the impact of the business cycle.

Book Questions
From Chapter Four
1.
Why is the MBA a popular degree?
2.
What is “comparative static analysis”?

From Chapter Five

Note: Skip p.149 until the middle of p.170 (start reading with Demand Sensitivity Analysis)

1.
Review the case study on page 195 to 198 and answer questions A-D.

