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Estimating demand, 123—144. See also

Forecasting

collecting data for, 124—128

for movies, 123, 158—159

with regression analysis, 128—144

Estimation:

of demand, see Estimating demand

of dollar values, 443

of production functions, 199—200

Estimation error, 132

Euro Disney, 3, 155—156

Europe, air route competition in, 337

European Aeronautic Defense and

Space (EADS), 559

EV, see Expected value

EVI, see Expected value of

information

Exchange rate, changes in, 49

Exchange rate risk, 476

Executive compensation and

incentives, 573—575

Expected revenue, from auctions,

641—647

Expected-utility rule, 487—495

in oil drilling, 488—491

reasoning behind, 491—492

and risk aversion, 492—495

Expected value (EV), 468—469. 597

Expected-value criterion, 470—473

Expected value of information (EVI),

508—509

Explanatory variables, see

Independent variables

Externalities:

and global warming, 430—432

market failures due to, 424—427

positive, promoting, 432—434

remedying, 427—430

Externality fees, 428—429

F

Facilities:

as fixed inputs, 181—182

multiple, maximizing production

with, 200—202 '

Failed agreements, 608-6“) 3‘

Fast—Mod franchising, 25—26, 5%1

"l’uH In!" strategy, 355 5’

FDA, m: Food and Drug 6;

Administration

Federal Deposit Insurance

Corporation (FDIC), 553

Federal Express, 337

Federal Savings and Loan Insurance

Corporation (FSLIC), 553

Federal Trade Commission Act

(1914), 419

Filene's, 501

Firm value, 13

First Chicago NBD, 247

First-degree price discrimination, 100

First-mover advantage, 385

Fitting trends, 147—153

Five-forces model, 328-330

Fixed costs, 217, 222, 223, 237

Fixed inputs (production), 181—182

Fixed-price contracts, 648

Food and Drug Administration

(FDA), 415, 434—435, 451—452

“Forcing” contracts, 563, 564

Ford Motor Company, 539, 581

Forecasting, 11, 144—158

accuracy of, 156-157

barometric models for, 153—154

conditional, 156

of economy, 506, 530—532

errors in, 156

fitting a simple trend, 147—153

informal, 519—520

margin of error with, 12

of performance, 155—157

time period for, 157

time-series models for, 145—147

wishful, 484

Fox network, 375, 650

Franchising:

fast-food, 25—26, 50—51

integration vs., 566

sports, 191

Free trade, 286

Frito-Lay, 504

FSLIC (Federal Savings and Loan

Insurance Corporation), 553

F-statistic, 137—138

Fudenberg, Drew, 354, 355

Full-cost pricing, 95—96

Functional organization, 558

G

The Game ofBusiness (John

McDonald), 370

Game theory, 370—398

in airline competition strategies,

370—371, 397—398

analyzing payoff tables, 375—378

in competitive strategy, 383 —397

equilibrium strategies, 378—383

interactive (strategic) thinking

in, 328

in mixed strategies, 409—413

sizing up competitive situations,

371—375

Game trees, 388-391

The Cap, 238

General Agreement on Tariffs and

Trade (GATT), 286

General Electric, 421

General Foods, 235

General Motors (GM), 107—108, 249

337, 368, 476, 569

Georges Bank, 347—348

Gerber, 327, 355, 356

Getty Oil, 5—6, 610

Gillooly,]eff, 348

GlaxoSmithKline PLC, 16

Globalization, 475—476

Global warming, 430—432

GM, see General Motors

Goldwyn, Sam, 607

Goodness of fit, 135

Google, 102

advertising on, 645

DoubleClick takeover by, 421

market share of, 237, 238

teams at, 560

user network of, 285

Governance reforms, 573

Government:

antitrust laws, 334, 418—423

in infant formula debate, 327

y

in mixed economies, 416

positive externalities promoted by,

432—433

and private market functioning,

416, 41 7

regulation by, see Regulation

spending programs of, 219

Group performance, evaluating, 568

Guarantees, 548

H

Harding, Tonya, 348—349

Harper 8c Row Company, 594, 622

Harrison, Rodney, 191

Herfindahl—Hirschman Index

(HHI), 334

Herodotus, 624

Hess gas stations, 50

Heteroscedasticity, 144

Hewlett-Packard, 303, 383

HHI (Herfindahl—Hirschman Index)

334

High-definition DVD standard,

383—385

HIV prevention, 678—679

Honeywell International, 421

Hotwire.com, 103

Huxley, Aldous, 465

I

IBM, 235, 303, 337, 419, 560

ICU Medical, 560

Identification, 142

Imperfect information, 509—511

market failures due to, 435—438

in negotiations, 605—606

Incentives:

for cost control, 552

for creating positive externalities,

433

for managers, 13

to motivate workers, 565—566

for top management, 574—575

Incentive contracts (procurement),

648

Incentive pay, 544-545, 577

Income elasticity, 85—86

Increasing average cost, 233

Increasing-cost industries, 274

Increasing returns to scale, 188, 227

Index 737

Independent private value. (325)

Independent variables. 60. I30

Index of Leading Indicators, 154

Indifference curves, 115—1 18

603n.5 ’

Indirect market measures, 449—450

Industry demand, 84—85

Inefficient transactions, 277, 278

Inelastic demand, 82—83

Infant-formula industry, 326—327,

355—356

Inferior goods, 79

Infineon Corporation, 422

Information:

access to, 557

asymmetric, 545—554

in competitive situations, 375

expected value of, 508—509

imperfect, 435—438, 509—511

in negotiations, 605—606

optimal pricing for, 101—104

pervasive role of, 506—507

in probability assessment, 468n.2

on production, 199—200

valueless, 514—515

value of, see Value of information

Information economics,

237—238

Information goods and services,

optimal pricing of, 101—104

Information sharing, internal, 569

Information technology,

organizational structure and

568—569

Informativeness principle, 567, 588

In-house production, 556—557

Insurance, 485—486

asymmetric information for, 547,

551—554

of bank deposits, 553—554

medical, 547, 551—552

Intel Corporation, 303—304, 324,

337, 423

Intellectual property rights:

as barrier to entry, 303

copyrights, 434

patents, 433—434

Interactive thinking, 328

InternatiOnal business, perils of,

475—477

v
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International trade:

cost analysis in, 229-231

perfect competition in, 286—289

tariffs and quotas, 286—289

Internet:

market efficiency and, 283—285

pricing of services, 102, 104

Internet start-ups, 101

Intuit, 421

Inverse demand equation, 32

Investing. llllt'ul programming in,

ram 1-613 1 689-691

“Invisible hand." 27:3. 282, 283

Isocost line, 194—195

Isoquants, 191—192

ITunes, 434

J

Jackson, Thomas, 423

japan, trade with, 229—231

japan Airlines, 358

Jensen, Michael, 574

Johnson, Samuel, 123

K

Kahn, Alfred, 312—313

Kahneman, Daniel, 484

Kaplan, Edward, 678—679

Kerrigan, Nancy, 348, 349

Kierkegaard, Soren, 393

Kimberley-Clark, 344, 420

Kinked demand curves, 343-344

Kinney Shoe, 420

Kodak, 368

Kyoto Treaty, 432

L

Labor:

additional, marginal cost of, 185

in least-cost production, 189—190

marginal product of, 183—187

as variable input, 182

LAC, see Long—run average cost

Laffer, Arthur, 68

Lagrange multipliers, 67—68

Large numbers, law of, 473

Large-scale firms, 554—555

Lastminute.com, 103

Leading indicators of demand,

153—154

Least-cost function, 222

Least-cost production, 189—196

Legal barriers to entry, 303

Legal models, 11

“Lemons” markets, 546—548

Leno,_]ay, 589, 613

Letterman, David, 589—590, 611—614

Leverhulme, Lord, 123

Lexis-Nexis, 103

Limited liability, 570

Limit pricing, 303, 391

Linear production functions, 196

Linear programming (LP), 660—691

algebraic solutions, 669—671

applications of, 679—680

computer software for, 683—689

for cost minimization, 668—671

defined, 661

formulation issues, 671

graphing problems, 664—668

in investing, 660—661, 689—691

managerial decisions using, 662—664

for production at minimum cost,

682—683

for production for maximum

output, 680—682

for sensitivity analysis, 671—674

shadow prices, 674—679

Linear time trends, 149—150

Linear trends, 148

Lives, dollar value of, 450—451

LMC, see Long-run marginal cost

Lockheed, 235

Lockheed Martin, 421

Long-run average cost (LAC), 227,

228, 231—234

Long-run costs, 260

Long-run equilibrium, 272

Long-run marginal cost (LMC),

227, 228

Long-run production, 181, 187—196

least-cost production, 189—196

returns to scale, 187-189

Long-run production costs, 227—231

Loose oligopolies, 333

LP, see Linear programming

M

McAuliffe, Christa, 522-523

McDonald,]ohn, 370

McDonald's Corp., 26, 50—51, 368,

477, 500

McDonnell-Douglas, 235, 421

McNees, Stephen, 157

Managers, limiting power of, 571—573

Managerial duties, enforcemené of,

572 , ,1

Managerial economics: ;

central focus of, 16

defined, 1

main topics in, 17

Marginal analysis, 25—51

and calculus, 38—41

cost analysis, 34—35

defined, 27, 36

in fast-food franchising, 25—26,

50—51

marginal cost, 40, 43

marginal profit, 36—38

marginal revenue, 40, 42

maxim of, 28, 38

model of the firm in, 28—36

for optimization, 60—65

profit analysis, 35-36

profit maximization, 43—45

revenue analysis, 29—34

in searching for best price, 530

in sensitivity analysis, 46—51

for siting a shopping mall, 26—28

Marginal benefit curve, 278

Marginal cost (MC), 43, 224, 225

of an additional unit of output,

185n.4

of an input, 185

long-run, 227, 228

and marginal profit, 43—45

and profit function, 65

short-run, 224—228

Marginal cost of an input, 185

Marginal-cost pricing, 311—312

Marginal product (MP):

of labor, 183—187 '

of revenue, 185—186

Marginal profit. 36—38

as differ r-nu- helm-en marginal

revenue and marginal cost,

43—45

finding, 39—40

Marginal rate of substitution (MRS),

119—120

p

Marginal rate of technical

substitution (MRTS), 192. 194

Marginal revenue (MR), 40, 42

and marginal profit, 43—45

and price elasticity, 90—91

and profit function, 65

Marginal revenue product, 185—186

Margin oferror, 12

Market categories, 264—265

Market efficiency, 275—285

benefits and costs valuation,

276—278

ofdav care market, 276—281

and equity ofmarket, 282

and the Internet, 283—285

with multiple markets. 282—283

Market entry:

barriers to, see Barriers to entry

in competitive strategy, 385—386,

389—393

decision making for, 3—4

Market equilibrium, 272—275

Market failures, 416—438

and drug regulation, 451—452

due to externalities, 424—435

due to imperfect information,

435—438

due to monopoly, 417—423

and regulation. 416—417

Market for corporate control. 572

Market share, 1 1. 378—381

Market values, 448

Markup:

of bid prices, 647

optimal, 93—96

Mar kup rule. 94-95

Marriott Corporation, 124

Material costs. increase in, 48

Matsushita, 383

Maximization of total sales model, 14

Maximum(s):

in marginal analysis, 63—65

output, 680—682

profit, 38—39, 41

Maytag, 421

MC, see Marginal cost

MCI, 576

Mean, 129

Medical insurance, 547, 551—552

Merck &(}o.,16

Mergers, government policy for,

420, 421

MES (minimum efficient scale), 235

Metcall’s law, 10211.18

Method of Lagrange multipliers,

67—68

Microeconomic forecasts, 155

Microeconomic functions 01

government. 416

Micromarketing, 238

Microsoft, 421

Microsoft Cm‘poration. 102

antitrust suit against, 422-423

in HD format development,

383, 384

market share of, 237, 337

as monopoly, 419

risk management at, 486—487

user neLWork size. 285

Windows operating system.

108, 368

Milloy, Lam/er, 191

Minimum(s):

in marginal analysis. 63—65

production cost, 682—683

Minimum efficient scale (MES), 235

Mixed bundling, 367—368

Mixed strategies, 409—41 3

Mode1(s), 10—11, 14

barometric, 153—154

Bertrand, 349

biological, 11

competitive lx-hmior, 10

defined, 10

deterministic, 1 1

economic, 10

five—forces, 328—330

legal, 1]

maximization of total sales, 14

predictive, 10

principal-agent relationships,

585-588

probabilistic, 11

satisficing behavior, 14

scientific, 11

structural, 144

time-series, 145—147

Model of the firm, 28—36

Monopolies, 264, 265, 298—318

barriers to entry, 301—304

Index 739

cartels, 307—310

market failures clue to, 417—423

monopolistic competition,

314—31 7

natural, 233—234, 310—314

perfect competition vs., 304—307

pricing by, 299—301

pure, 299-304

of taxis in New York City, 298,

317—318

Monopolistic competition, 314—317

Monopsonists, 321

Moral hazard, 550—554

Morgenstern, Oscar, 487

Morton Thiokol, 522

Motivating workers, 562—566

Motorola, 303, 559n.15

Movie industry, 123, 158—159

MR, see Marginal revenue

MRS, see Marginal rate of substitution

MRTS, see Marginal rate of technical

substitution

Multicollinearity, 141

Multinational production and

pricing:

decision making for, 3

demand analysis for, 98-100

Multiple decision makers, 545. See

aLSo Asymmetric information

Multiple-issue negotiation, 599—604

Multiple markets, profits from, 66—67

Multiple production facilities,

200—202

Multiple regression, 133—135,

173-175

Multiproduct firms, 202—203

cost analysis for, 242—244

decision making in, 29

Multivariable functions, maximizing,

65-68

Murphy, Kevin, 574

Music indust'. y, 434

MusicMatch, 434

N

Nabisco, 238, 504

Nalebuff, Barry, 329

Napster, 434

NASA, 522—523

Nash equilibrium, 378, 380
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National Football League (NFL),

190—191

NationsBank, 247

Natural economic selection, 96n.13

Natural monopolies, 233—234,

310-314

Natural resources:

control of, 302-303

supply and prices of, 263—264,

289—290

Nature of the firm, 554—556

Navtech, 421

NBC, 92, 375—378, 383, 589, 590, 612,

613, 623, 628—629, 649, 650

NEC Corporation, 383

Negotiation, 589—614. See also

Bargaining

auctions vs., 626

with contingent contracts, 598—599

continuous variables in, 601—604

and differences in values, 595—598

and economic sources of

agreements, 591—594

by David Letterman, 589—590,

611—614

multiple-issue, 599—604

opening offer in, 10

repeated, 607—608

resolving disputes in, 594—595

for selling a warehouse, 591—593

strategy for, 604—611

Net benefit rule, 442

Netflix, 384

Netscape, 422, 423

Network externalities, 102

New England Patriots, 191

New York City blackout, 482—483

New York City taxis, 298, 317—318

New York Yankees, 191

NFL, see National Football League

Nike, 344

Nokia, 421

Northwest Airlines, 336—337, 358

Nuclear power industry, 218

Null hypothesis, 138, 139

0

Objectives, determining, 8-9

Objective function (OF), 59, 663,

672—674

O’Brien, Conan, 614

OF, see Objective function

Office Depot, 420

Ogilvy, David, 127n.2

Oil industry, 5—6, 308-310, 469—473

Oligopolies, 264, 326—356

advertising, 350—353

concentration and prices, 334—337

defined, 328

five-forces framework, 328—330

industry concentration, 330—334

infant-formula industry collusion,

326—327, 355—356

price competition, 342—349

quantity competition, 337—342

strategic commitments, 353—355

OLS regression, see Ordinary least-

squares regression

Olympics:

pricing of telecasts/online access,

92—93

television rights to, 623—624,

649—650

Omitted variables, 141

Omniture, 126

Online auctions, 645

Online information, 102—103

OPEC, see Organization of Oil

Exporting Countries

Opening offer, in negotiations, 10

Operations research (OR), 661

Opportunity costs, 214—215, 219—221

Optimal consumption, 118—121

Optimal decisions:

in practice, 95-96

and price discrimination, 96—100

price elasticity, revenue, and

marginal revenue. 88—91

Optimal reaction function, 340

Optimal stopping, 524—526 1“

Optimism, 484 W

Optimization: i I

constrained, 66—68 ,:

marginal analysis for, 60—65. See

aLso Marginal analysis

maximizing multivariable

functions,,65—68

maximizing profit, 59—60

techniques for, 59—68

using spreadsheets, 70—73

Optimization rule, 38—39

Options, 9—10

O.R. (operations research), 661

Oracle, 237, 285, 421

Ordinary least-squares (OLS)

regression, 128—135

Organizational design, 554—576

breadth of the firm, 556—557

division of decision-making

responsibilities, 557—562

incentive pay, 544—545, 577

for monitoring and rewarding

performance, 562-569

nature of the firm, 554—556

for separation of ownership and

control, 569—576

Organization of Oil Exporting

Countries (OPEC), 303,

308—310

Outcomes:

of bargaining, 439

in competitive situations, 372

decisions vs., 471—472

equilibrium, 604—605

Output:

break-even, 45

4

3

.'

Ovitz, Michael, 589, 590, 612

Ownership, separation ofcontrol

and, 569—576

P

Pan American World Airways, 358

Paramount Pictures, 383, 629

Pareto efficient, 283n.13

Patents, 433—434

as barrier to entry, 303

resolving disputes over, 594—595

Pay—for—performance compensation

plans, 574—575

Payoffs:

in competitive situations, 372

uncertainty about, 523

Payoff frontier, 592

Payoff tables, 375—378

Penn Square Bank, 553

Pennzoil, 5—6, 610—611

PeopleSoft, 421

PepsiCo, 125, 161, 162, 344

Perfect competition, 263—290

characteristics of, 269

competitive equilibrium, 269—275

demand curve in, 32n.2

international trade, 286—289

market efficiency, 275—285

monopoly vs., 304—307

supply and demand, 265—269

and supply of natural resources,

263-264, 289—290

Perfect information, in negotiations,

605

Perfectly competitive markets, 142

Perfectly elastic demand, 83, 84

Perfectly inelastic demand, 82—83

Perfect price discrimination, 100

Performance:

forecasting, 155—157

monitoring and rewarding,

562—569

pay-for—performance compensation

AIDS drugs in Africa, 15—16

AZT, 415—416, 451—452

drug regulation, 451—452

sequential decisions in, 477—482

Philips, 383

Picasso, Pablo, 290—291

Players, in competitive situations,

371—372

Point elasticities, 81-82

Political risk, 476

Pollution:

cleanup cost for, 426—428

external cost of, 425—426

as externality, 424—425

and global warming, 430—432

private payments for, 429—430

Pollution permits, 429

Polynomial functions, 197

Porter, Michael, 285, 328

Predatory pricing, 419—420

Prediction:

ofcredit risks, 517—5 19

of decision consequences,

10—1]

and price elasticity, 87—88

probabilistic, 512

of probabilities, 521

Predictive models, 10

Preferred courses of action, 11—12

Prescriptive approach, 18

Price(s). See also Pricing

searching for alternatives in,

528—530

shadow, 674—679

transfer, 561

Price competition (oligopolies),

342—349

Price-consumption curve,

121—122

Price discrimination, 96—100

Price elasticity, 80—91

and changes in revenue, 90

on demand curve, 88—90

Index 741

Pricing:

average-cost, 311, 312

and bargaining power, 330

concentration and,

334—337

contingent, 599

customized, 103—104

demand-based, 99

limit, 391

marginal-cost, 311—312

markup, 93—96

to maximize revenue, 91—93

by monopolies. 299—301, 303

multinational, 3, 98—100

optimal, 93—96

in practice, 95—96

for public projects, 447

transfer, 255—258

two-part, 100

ofversions, 104

Principal-agent relationships, 550

and corporate scandals, 575—576

cost associated with, 554

employer—worker, 562—563

incentives in, 567

in large publicly held corporations,

569—570

model of, 585—588

Prisoner's dilemma, 346—349,

381-383

Private markets, 416—41 7

Probabilistic models, 11

Probability(—ies). 467—468

Bayes' theorem for, 513—515

decision trees for, 469-475

information for determining,

512—516,519—523

relying on verbal expressions of,

483

subjective notion of, 467—468

in transactions with different

values, 596

Probability distributions, 468—469

Problem definition, 6—7

Procter 8c Gamble, 29, 50, 235, 238,

efficient, 282

elasticity of, 188

 

plans, 574—575

Performance evaluation:

cost analysis in, 238—244

identifying, 12

factors affecting, 84—85

and marginal revenue, 90—91

Noncooperative situations, 374

Nonlinear trends, 148

Nonmarketed goods and services,

valuing, 448—451

Non-zero—sum games, 373-374

Nordstrom, 238

Normal goods, 79

Northrup Grumman, 421

sequential, 526—527

and shadow prices, 676-678

Optimal pricing, 88—105

for information goods, 101—104

for markup, 93—96

for maximizing revenue, 91—93

maximizing, 680—683

observing/measuri
ng, 563—566

Outsourcing, 556, 557

Overconfidence, 521

Overestimates, 144

Overhead, increase in, 48

for groups, 568

for individuals, 567

Perlof'fiblr/fny, 415

Petronius Arbiter, 544

Pharmaceutical industry,

and prediction, 87—88

Price elasticity of demand, 81

Priceline.c0m, 103

Price takers, 269—270

Price wars, 344—346

344, 504, 581

Procurement:

by Department of Defense,

600—601

through auctions, 625, 647—648
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Products:

bundling, 365—368

customized, 103—104

multiple, maximizing production

of, 202—203

tying, 368—369

Product differentiation:

as bar rier to entrv, 302

in monopolistic competition,

314—31 5

in oligopolies, 351

Production, 179—203

economies of scope in, 235—236

C111(‘1('11[, 282

with [ixcd proportions, 196—197

in-housc vs. outsourced, 556-557

least—cost, 189—196

in the long tun, 187—196

for maximum output, 680—682

measuring production functions,

196—200

at minimum cost, 682—683

multinational, 3, 98-100

with mttltiple production facilities,

200—202

with multiple products, 202—203

with one variable input, 181—187

production function, 180—181

sales force allocation, 179,

203—205

Production costs, 221—231

long-run. 227—231

minimizing, 682—683

short-run, 222—226

Production functions, 180—181,

196-200

Production technologies, 180

Production with fixed proportions,

196—197

Productivity:

signaling, 549

specialization for improving, 557

Product line organization, 558

Product safety, 436

Profit, 8

accounting, 214

economic, 215—217

from multiple markets, 66—67

Profitability:

and concentration, 334—337

raising curt ent mar ket share for:

1411.4

Profit analysis, 35—36

Prolit curve, 38

Profit function, 36, 59—60, 63—65

Profit maximization:

calculus for, 59—60

limitations of, 8

with limited capacity, 219—221

by monopolies, 299—300

in perfectly competitive market, 270

by [)1 ice discrimination, 98

Prolit sharing, 565—566

Propel ly l ights, 416

Proxv battles, 570—571

Public corporations, separation ol

control and ownership in,

569—576

Public goods, 439—441

Public-sector decisions:

benefit-cost analysis for, 439—441

evaluating public projects, 444—447

objective in, 8

Punitive strategies, 393—394

Pure monopolies, 299—304

as market category, 264

perfect competition vs., 304—307

Pure public goods, 439

Pure selling problem, 91

Pure strategies, 409

Q

Quality, signaling, 548—549

Quality advantages, as barrier to

entry, 302

Quantity competition (oligopolies),

337—342

Quantity—price contracts, 601—604

Quiznos, 50

Quotas, trade, 286—289

R

R2 statistic, 135—136

Random errors, 144

Random fluctuations, 145

Randomized strategies, 409

Rational apathy, 570

R8cD, sée Research and development

Real income, 7611.4

Recessions, 145

gearing down for, 465, 495—496

and stock market prices, 530

Reebok, 344

Regional Greenhouse Gas Initiative,

429

RegIt-won .umhsis, 128—1 11

inn-v pretng N'l.||1\'11(\11'1ll1l.135%140

oi din." \ least-squat es regressilm,

128—111?» ' '

potential ptol)1ems with, 140—144

with spreadsheet programs,

171—175

Regulation, 415—41 7

of airlines. 336

()1 AZT, 415—416, 451—45‘

cmt minimization for, 668—669

of dr ugs, 451—452
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