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Name_____________________________       AREC 315
Fall 2007

Final Exam
(100 Points)

Read each question carefully.  Each question is worth five (5) points.  Answer each
question completely and concisely.  Use diagrams, graphs and equations when they are
asked for or when they help you in answering the question.  Label all diagrams correctly.
Show all of your work to receive full credit.  Manage your time wisely.

1.  In the cartel’s dilemma discussed in class, what makes the strategy by the 
members of the cartel a dilemma?  Why is knowledge of this type of behavior 
useful for understanding the pros and cons of markets?

2. Utilizing the appropriate figure, illustrate the three ways firms can compete in the 
market, according to Michael Porter.  Some firms will compete with one strategy, 
others two strategies, while some will use all three competitive strategies.
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3. What are the basic components of a competitor analysis that should be a key 
section of any business plan?

4. What does it mean to be “framed” when making a decision under uncertainty?  
Give an example.

5. Why is coalition building a valuable skill for any business executive?
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Suppose that a car rental business faces a demand represented by the equation

D = 80-2P + 0.8Y

where D is the quantity demanded in rentals a month, p is the price in dollars per rental,
and Y is the average consumer’s income in thousands of dollars a year.  Use the arc
elasticity approach to make the following calculations.

6.  Suppose that income Y = $200 and the car rental business raises the price from
p = $40 to p = $50.  Calculate the own-price elasticity of demand.  What does 
your answer mean?  Is the demand elastic or inelastic?  Why?

7. Suppose the price p = $40 and that income rises from $200 to Y = $250.  
Calculate the income elasticity of demand.  What does your answer mean?  Is this 
service a normal or inferior service?  Why?
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8. What is the net present value of an investment that has an initial cash outlay of 
$50,000 and net cash inflows of $8,000 the first year, $10,000 the second and 
third years, and $20,000 the fourth and fifth years if your opportunity cost of 
capital is 15%?

9.  Without recalculating Question #10, what do you think your decision would be if 
your discount rate was 25%?  Why?

10. What is the payback period for the investment in Question #10?  Show all your 
work.
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11. Using the appropriate economic model, graphically illustrate and explain why the 
federal government wants to promote competition in American marketplace as 
opposed to monopolistic practices.

12. What is the present value of $10,000 received three years from now if your 
opportunity cost of capital is 20%?

13.  Why are sunk costs and fixed costs not necessarily the same concept?

14. Why does the principle-agent issue create so many challenges for the business 
executive?
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15. The partial budgeting tool has its conceptual roots in economic theory.  Please 
briefly discuss what those roots are.

16. John and Jacob are discussing the impact demand elasticity has on price when 
there are shocks to supply (supply decreases).  Jacob’s position is that these 
supply shocks will have less of an impact on price if demand is inelastic while 
John believes the impact will be much more significant if demand is inelastic.  Is 
either of these individuals correct?  Why or why not?  Illustrate your answer with 
the appropriate market model.

17. Using the appropriate model, illustrate and explain why business firms attempt to 
use segmented pricing strategies.
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18. Short-run prices for most goods seem to be more volatile, due to demand shifts, 
than long-run prices for the same goods.  Is this statement true or false and why?  
Use a market diagram to illustrate your answer.

19. Graphically illustrate the impact superior human resource management can have 
on the productivity of employees.  What is the impact of this change on 
production costs?

20. Your wealthy aunt wants to establish a trust for you that will be accessible to you 
in ten years.  She will put $20,000 dollars in this trust each year.  If your 
opportunity cost of money is 10%, what is the present value of this gift to you 
today?


