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Introduction 

The end of chapter exercises in most textbooks are usually a test of the material 
covered. That isn’t the only aim here. Rather, these are also extensions, which intend 
to teach material that is not covered in Economics: A Complete Guide for Business. I 
don’t think that a book or a lecture is always a good medium to teach equations, 
models and graphs. They require a form of guided discovery where students need to 
be shown what to do, and then practice in their own time.  

 

 

Instructions for students: 

To prepare for these questions you should ensure you have the conditions you need to 
be able to concentrate. For some of them a calculator, spreadsheet programme, and/or 
internet access will be required. If you struggle with any question you should consult 
the relevant textbook reference or video and then try again.  
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Chapter 1: Incentives matter 

 

Question 1.1 

Which of the following statements are true? (For full marks, you must get all correct) 

a. We make value judgments based on the inherent properties of a good 
b. Products can satisfy different needs and therefore value is multifaceted 
c. Value is objectively determined by factors such as the amount of time and 

effort it takes to create something 
d. We make value judgements based on consuming one extra unit 
e. Products only serve a single need and therefore value is one dimensional	 
f. Value is subjectively determined based on the extent to which it satisfies 

consumers’ needs 

 

Question 1.2 

In what ways do Cigarettes and Facebook compete with each other? 

 

Question 1.3 

An individual’s demand curve for gasoline is given by P = 10 – Q. By how much 
does her consumer surplus fall if the price of gasoline rises from €2/gallon to 
€3/gallon? 

 

Question 1.4 

What is the best explanation for why people are typically willing to pay more for 
diamonds than they are for water? 

They’re scarcer 

They cost more to produce 

They have a higher marginal value 

They’re prettier 

All of the above 

 

Question 1.5 

Which of the following statements are false? 

People tend to have a high willingness to pay for saffron because it is hard to 
produce 
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People tend to have a high willingness to pay for saffron because it grows in small 
quantities 

People tend to have a high willingness to pay for saffron because it improves the 
quality of the food they make 

People tend to have a high willingness to pay for saffron because they have a need 
for tasty cuisine 

 

Question 1.6 

Are the following costs or benefits? 

a. The 100 tonnes of plutonium stored by the UK government at the Sellafield 
power plant 

b. Driving to work 

 

Question 1.7 

Over 1.6 million Americans are allergic to sesame, therefore in 2022 a new federal 
law meant that any food containing sesame had to be labelled. Several restaurant 
chains such as Olive Garden, Wendy’s and Chick-fil-A began adding sesame to 
products that didn’t have it before. Why? 

 

Question 1.8 

A consumer faces the following situation: 

Quantity MUApples MUOranges 

1 20 15 

2 16 13 

3 14 11 

4 6 9 

5 4 7 

6 2 5 

 

If Apples and Oranges are both free what is the 5th item of fruit chosen? 

 

Question 1.9 
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Assume that there are two goods in the world: apples and raspberries. Say that 
Geoffrey has a utility function for these goods of the following type, where r denotes 
the quantity of raspberries and a the quantity of apples. 

U = 4r + 3a 

a. Draw the indifference curves that are defined by this utility function. 
b. What is the marginal rate of substitution between the raspberries and the 

apples when Geoffrey consumes 50 raspberries and 50 apples? What is the 
marginal rate of substitution between these two goods when Geoffrey 
consumes 100 raspberries and 50 apples? What do the answers to these 
questions imply about the type of goods the apples and raspberries are for 
Geoffrey? 

c. If the price of raspberries is $1 per unit, the price of apples is $1 per unit, 
and Geoffrey has $100 to spend, what bundle of raspberries and apples 
would he buy? Would the marginal rate of substitution be equal to the ratio 
of the prices of these goods in the optimal bundle? If not, why not? 

d. If the unit prices of the raspberries and the apples are $4 and $3, 
respectively, what bundle of raspberries and apples would Geoffrey buy 
with his income of $100? 

 

Question 1.10 

Maximilian Untergrundbahn is now studying at the Paris campus and needs to stock 
up on drinks. As you should know, his utility function is simply: 

UM = xy  

The price of beer (x) is €4 and the price of wine (y) is €2, and Max has €40 to spend. 
Use the Lagrangian technique to find the optimal bundle of goods that maximises 
Max U’s utility. 

 

 

Question 1.11 

A firm has a production function of Q = F(K, L) =√K √L. In other words the cost of 
output is equal to the square root of the amount of capital multiplied by the square 
root of the amount of labour. If the price of capital is €4 per unit and the wage rate is 
€2, how much capital and labour should be employed in order to minimise the cost of 
producing 2 units of output?  
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Chapter 2: Cost and choice 

 

Question 2.1 

Consider Economics: A Complete Guide for Business, Ch. 2.1 

Imagine that you are given a choice between three banknotes: 

a. £50 

b. £20 

c. £10 

What is the cost of choosing the £20 note? 

 

 

Question 2.2 

Which of the following best explains the concept of cost, based on your 
understanding of the course? 
 

 The price you have to pay in order to buy something 

The subjective value that you place on the best alternative course of action 

The difference between how much you pay and the value you place on a good 

The total value of a good, including all sources of value creation 

 

Question 2.3 

A company has three business units: A, B, and C. Unit B has the largest budget, of 
£200,000, and delivered an after-tax income (NOPAT) of £20,000. Unit A delivers 
£14,000, from a budget of £100,000. And unit C delivers £4,500, from a budget of 
£20,000. Assuming a cost of capital of 12%, which business unit is generating an 
economic loss? 

Unit A 

Unit B 

Unit C 

None of them – they are all making an economic profit 
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Question 2.4 

Fill in the table below using the information in Economics: A Complete Guide for 
Business, Ch. 2.2 

 A B Total 

Initial profit 

 

   

Corporate overhead    

Profit if both open    

Profit if A is closed    

 

 

Question 2.5 

Find the expression for the average fixed cost, average variable cost, and average cost 
functions where the total cost function is: 

a. TC = 3 + 4q 
b. TC = 10 + q2 
c. TC = 100 − 3q + 10q2 

 

Question 2.6 

Mutual Industries owns three plants at which it produces exactly the same cars. Plant 
1 has cost function TC1 = 300 − 10q + 50q2. Plant 2 has cost function TC2 = 50 + 
10q2, and plant 3 has cost function TC3 = 1,000 + 20q. Mutual decided to produce 5 
cars in the least costly way. Which plant will be chosen? Find its cost. 

 

Question 2.7 

A good recipe for a French Peruvian dish called ceviche requires 16 ounces of fillet of 
red snapper, 3 ounces of lime juice, 1 ounce of coriander, and 8 ounces of Bermuda 
onion. This combination of inputs is expressed in the following production function: 

 
In this production function, z1 is fillet of red snapper, z2 is lime juice, z3 is coriander, 
and z4 is Bermuda onion. The unit of measure for each input is the ounce, and the unit 
of measure for ceviche (the output) is the quantity produced by the recipe. If a 
restaurant has on hand 32 ounces of snapper, 9 ounces of lime juice, 5 ounces of 
coriander, and 48 ounces of onion, how many “units” of ceviche can it produce? 
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Question 2.8 

The average variable costs for La Marmotte are given by the following equation: 

𝐴𝑉𝐶 = 𝑞&.() − 139.5 + (
4000
𝑞

) 

Calculate the profit maximising level of output. 

 Q = 66 

 Q = 67 

 Q = 68 

 Q = 69 

 

Question 2.9 

Imagine that a firm faces a demand curve such that Q = 10 – ¼P. If marginal costs are 
equal to 2Q calculate the profit maximizing price and quantity.  

P = 12, Q = 6 

P = 24, Q = 4 

P = 37, Q = 3 

 P = 40, Q = 10 

 

Question 2.10 

According to Bill Carr (former Amazon VP of digital music and video), “Netflix had 
a budget [of] $35 million dollars a year on video content”. What proportion of that do 
you think were fixed costs? 
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Chapter 3: Market exchange 

 

Question 3.1 

Consider the effects on the following markets (in parentheses).  

1. Eating wheat causes heart disease (wheat) 
2. The assembly line invention of Henry Ford (automobiles) 
3. An increase in the legal drinking age (beer) 
4. The discovery that drinking beer cures coronavirus (beer) 
5. The price of tacos, a substitute, goes down (pizza) 
6. The price of peanut butter, a complement, goes down (jam) 
7. Your income goes up while shoes are a normal good (shoes) 
8. A fixed subsidy per unit is granted to the producers of gasoline (gasoline) 
9. A minimum wage is imposed on the labour market (unskilled labour) 
10. A maximum price control is imposed on coffee (coffee) 

 

 

Question 3.2 

Which would lead to a fall in price and a rise in quantity? 

 2 and 8 

 4, 6, and 7 

1, 7 and 9 

7 and 9 

Only 9 

  

Question 3.3 

Consider a market with the following supply and demand curves P = 4QS and P = 12 
– 2QD 

a. Find the equilibrium price and quantity 
b. Suppose that a tax of €6 per unit is imposed on the sellers. What will 

the new equilibrium levels of price and quantity be? 

 

Question 3.4 

Assume that the market demand curve is QD = 40 - 2p and the market supply curve is 
QS = 4p - 20 

a. Find the equilibrium price and quantity. 
b. Calculate the consumer surplus and producer surplus. 
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c. Suppose the government imposes on each firm a $3 tax on each unit sold. 
What is the new equation for the supply curve? 

d. Calculate the new price and quantity. 
e. What is the price received by the producer? 
f. Find the tax revenue of the government and calculate how much is paid by the 

consumer and how much by the producer. 
g. How much consumer surplus has been lost? 
h. How much producer surplus has been lost? 
i. What is missing? 

 

Question 3.5 

Consider a competitive industry in which each firm has a demand function of QD = 
1,400 − 4P and a supply function of QS = 200 + 2P. 

a. Graph the demand and supply functions. 
b. What is the equilibrium price, that is, the price set by the market? 
c. What is the sum of the producer and consumer surpluses at the equilibrium 

price? 
d. Say a government bureaucrat sets the price at $300. What is the sum of the 

producer and consumer surpluses at that price?  
e. What about at a price of $100? 

 

 

Question 3.6 

In 1989 cell phone licenses in Cape Cod, USA, were distributed via a lottery. If the 
Coase Theorem holds, which outcome would be the most economically efficient? 

Whoever has the highest income wins the lottery 

An incumbent cell phone company wins the lottery 

A new entrant cell phone company wins the lottery 

A group of dentists win the lottery 

It doesn’t matter who wins the lottery 

 

Question 3.7 

You’re participating in a sealed-bid auction for a one-of-a-kind painting, for which 
you’d be happy to pay $100 but not a penny more. You place your bid in an envelope, 
all the envelopes are opened, and the high bidder buys the painting for the amount of 
her own bid. What number should you put in your envelope? 
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Question 3.8 

In 2013 the UK government auctioned off 2 licenses for providing 4G mobile phone 
services. The table below shows the bids that were made:1 

Company Bid 

Everything Everywhere Ltd  £588m 

Hutchison 3G UK Ltd  £225m 

Niche Spectrum Ventures Ltd (a subsidiary of BT Group 
plc) 

£187m 

Telefónica UK Ltd  £550m 

Vodafone Ltd  £791m 

If the government operates a second-price sealed bid (i.e. “Vickrey”) auction with 
uniform pricing, answer the following questions: 

a. Which companies win the licenses? 
b. How much do they each have to pay? 
c. Do either company generate consumer surplus? 
d. Briefly explain why companies will bid more honestly in this type of auction 

rather than under a first price sealed bid auction. 

 

Question 3.9 

The Federal Insurance Company offers an auto insurance policy that costs $1,000 
minus a $200 deductible for full coverage for an accident. The Union Insurance 
Company offers a policy that costs $900 minus a $600 deductible for full coverage. 
Drivers in this society are either safe or reckless. If a driver is safe, he has a 5% 
chance of having an accident that will destroy his car. If a driver is reckless, he has a 
50% chance of having an accident that will destroy his car. Mr. Landis owns a car 
worth $20,000 and has a utility function U(x) = x, where x is his wealth. 

If Mr. Landis is a safe driver, will he buy insurance? If so, from which company will 
he buy? What about if he is a reckless driver? If he could choose to be safe or 
reckless, what would he do? 

 

Question 3.10 

Explain how adverse selection and moral hazard apply to an all-you-can-eat buffet. 

																																																								
1 Assume that these are the bidder’s marginal valuation of the license. See 
http://media.ofcom.org.uk/news/2013/winners-of-the-4g-mobile-auction/ 
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Question 3.11 

Suppose that a person wants to buy a used car. She knows that half of the available 
used cars are good cars and the other half are “lemons”. She is willing to pay $10,000 
for a good car and $2,000 for a lemon. 

a. Assume that this buyer cannot distinguish the good cars from the bad cars. 
How much would she be willing to pay for any car? 

b. What types of car will be offered for sale in the market at the price 
calculated in part a? 

c. Based on your answer in Part b, calculate the ultimate equilibrium price of 
a car in the used-car market. 

 

Question 3.12 

Under conditions of asymmetric information, one strategy is to engage in signalling 
behaviour. But which of the following are examples of counter-signalling behaviour? 
(Choose all that apply) 

Being rude on a date  

Showing consideration to someone when on a date 

A rich person wearing second hand clothes 

A middle-income person wearing nice clothes 

An academic insisting on being referred to as “Dr” 
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Chapter 4: Prices and economic calculation 

 

Question 4.1 

Imagine a firm wants to increase the total revenue that it makes from a particular 
product. What must they do to their price? 

a. If the demand is elastic they should lower the price and also if the demand is 
inelastic they should lower the price 

b. If the demand is elastic they should lower the price but if the demand is 
inelastic they should raise the price 

c. If the demand is elastic they should raise the price but if the demand is 
inelastic they should lower the price 

d. If the demand is elastic they should raise the price and also if the demand is 
inelastic they should raise the price 

 

Question 4.2 

Virgin Atlantic have done some research and forecast that the average income of its 
customers will rise by 4% next year. They also believe that the income elasticity of 
demand for Premium Economy flights to India is 3.8.  

a. If they currently sell 30,660 tickets (with an average ticket price of £1,100) 
calculate next years revenue. 

b. Should they use the same estimate of the income elasticity of demand for 
standard Economy or Upper Class seats? 

 

Question 4.3 

At a student café, there are an equal number of two types of customers. The table 
below shows the marginal value that they place on two different goods. The café 
owner cannot distinguish between the two types of students because many students 
without early classes arrive early anyway (i.e., she cannot price discriminate). 

 A 

Students with early class 

B 

Students without early 
class 

Coffee 70 60 

Banana 50 100 

Is bundling more profitable than selling separately? If so, what price should be 
charged for the bundle? What about a mixed strategy of offering a bundle and a 
separate price? 
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Question 4.4 

What type of price discrimination is this cinema engaged in? 

 
 

Question 4.5 

In December 2020, it cost 99p to buy a cheeseburger at McDonald’s, £1.09 for small 
fries, and £1.89 for a medium milkshake. Total cost £3.97. However, all three items 
(albeit a small milkshake, but treat it as a perfect substitute for a medium one) were 
also available as part of a Happy Meal, costing just £3.09. What kind of price 
discrimination is this? 

First degree 

Second degree 

Direct 

Indirect 

 

Question 4.6 

Pharmaceutical companies have recently been engaged in major efforts to develop, 
receive regulatory approval, and manufacture a covid-19 vaccination. As of 
December 2020, there were three promising options, from Pfizer-BioNTech, Oxford 
University/AstroZeneca, and Moderna. Stock markets all over the world jumped on 
the news of each announcement. Presumably each company, and many more besides, 
invested heavily in options that didn’t prove to be successful.  

The course textbook mentions that Eli Lilly used internal prediction markets to assess 
the probability of success of new drugs being developed. Imagine that you worked for 
a pharmaceutical company, and operated an internal prediction market that allowed 
employees to “bet” on the success of any trialled vaccination.   

Which of the following is the least important for the functioning of an internal 
prediction market: 
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a. High liquidity 
b. Clear market prices 
c. A budget so that each participant can track their progress 
d. Ensure that only knowledgeable traders can participate 
e. Allow people with inside information to participate 
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Chapter 5: Competition and the market process 

 

Question 5.1 

Say that a monopolist has a cost function of the following type: C(q) = bq, which 
indicates that there are no fixed costs and that the marginal costs are constant. A 
regulatory agency claims that setting the price of this firm’s product so that it is equal 
to the average cost will provide the “best” outcome for society. 

a. Demonstrate that the claim of the regulatory agency is correct given the 
firm’s cost function 

b. Is it true that average-cost pricing produces an optimal result for all cost 
functions? 

c. What is special about this particular cost function that makes the agency’s 
claim true? 

 

Question 5.2 

Imagine that you are a competition authority doing an investigation into the market 
power of Ferrari.  

a. Provide an accurate, but unreasonably broad definition of the market.  
b. Provide an accurate, but unreasonably narrow definition of the market.  

 

Question 5.3 

Imagine that you are a competition author looking into the music streaming industry. 
Market shares are provided in the pie chart. Calculate the Herfindahl Index for the 
whole market. 
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Question 5.4 

Consider the figure below, which depicts the demand and cost situation of a 
monopolist. Is the monopoly price sustainable in this situation? 

 
Yes 

No 

Uncertain 

 

Question 5.5 

Credit card companies connect cardholders with retail merchants. Which two groups 
do the following platforms connect? 

• Shopping malls  
• Road transportation   
• Web search    
• Stock exchanges   
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Chapter 6: Capital theory and recalculation 

 

 

Question 6.1 

To some extent the main insight from corporate turnarounds is the ability to rearrange 
the capital structure in a way that exploits arbitrage opportunities. When the UK 
airline Dan-Air was sold to British Airways for £1, in 1992, it had a £7m hanger at 
London Gatwick airport on its books. However, it turned out that the hangar was 
actually worth £23m. What is the best explanation for what happened? 

a. The accountants had misunderstood the value of the hanger to Dan-Air 
b. The book value didn’t reflect the value in an alternative use 
c. The value of the asset is a function of the value of the land on which it’s based 
d. Externalities mean that it’s very hard to gain accurate valuations of airport 

infrastructure 
e. British Airways senior management deliberately low balled their offer 

 

 

Question 6.2 

Kenneth Boulding (1977) argued that the real factors of production where know-how 
(i.e. information), energy, and materials.2 These were necessary inputs to compensate 
for the inevitable process of decay. Consider how relevant each of those factors are 
for the creation and maintenance of the following human artefacts: furniture; clothing; 
automobiles; electrical appliances; record players; an opera house; an opera singer. 

 

																																																								
2 Boulding, K.E., 1977, “Notes on goods, services, and cultural economics” Journal of Cultural 
Economics, 1(1):1-12 


