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A Beautiful Mind (film), 516
AB Volvo see Volvo Group
absolute advantage, 205-208
acquisition utility, 290-291, 616-617
action see group behavior logic
advantage
absolute, 205, 207, 231
and Prisoner’s Dilemmas, 25-27
first-mover, 373-376
law of comparative, 205-208
Age of Turbulence (book), 625
agency cost see firm cost structure basics
agency problem, 337-340 see also size
airport security economics, 7
Alt-A mortgages, 624-626
American Airlines frequent flyer program,
345-346, 490-491
American Economic Association, 82
American Insurance Group, 627
American Medical Association, 81

anarchy and private property rights, 21, 22-23

antitrust law in monopolies, 457
Aon Hewitt, 42
Apple Corporation
competitive market process, 304-305
designs and profit, 410
innovator’s dilemma, 435
monopoly power, 456

monopsony power and collusion, 569-570

music streaming, 375-376
stock value, 544
Ariely, Daniel
complexity as justification for lab
experiments, 641
demand curve, 602-603
framing and decision making, 613
human irrationality, 600, 645, 663-666

market demand and free goods, 296-297, 603

Aristotle, 73
Arkes, Hal R., 618
Aronson, E., 617

AT&T discounts, 487
average costs
long run, 366, 367, 369, 370, 372
short run, 363, 364
average short run fixed cost, 365
average short run total cost, 366
average short run variable cost, 365
Avlonitis, George, 603

bad monopolies, 472

bailout and stimulus package
housing and economic crisis, 395-397
in behavioral economics, 627-629

banana wars, 213

Bank of America, 627

bankruptcy laws to prevent last-period

problem, 332
banks and risk taking, 64-66

barriers to entry in monopolies, 453-454, 473

battle of the sexes game, 88-90
Bear Stearns, 627

Becker, Gary, 300-301, 602, 602
Beech, Anthony, 530

behavioral economics see also economic way of

thinking, human behavior
acquisition and transaction utility

in, 616-617
concepts in, 600-604
dominance and invariance in, 609-611
endowment effect, 613-616
governmental mandates, 670-673
neuroeconomics, 619, 620
prospect theory in, 604-608

behavioral economics challenges

adaptive environments, 645-646
constrained laboratory studies, 640-642
determining rationality levels, 646-650
entrepreneurship, 651-653
errant decisions, 642-645, 650-651
flawed memories in, 656-661
nudges, 661-670
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behavioral economics challenges (cont.)
perfect rationality caricature, 633-640
rational choice in, 655-656
sunk costs in, 617-618, 653-654
behavioral finance
efficiency in, 620-621
behavioral rules and property rights, 19
benefit see satisfaction maximization
Bentley, Arthur, 73
Bernanke, Ben, 627-628
easy money policy and housing bubble, 390
global savings glut, 623
non-existence of bubble, 393
Bernoulli, Daniel, 605
Blockbuster, 384-385
Blumer, Catherine, 618
bondholders in hostile takeovers, 539-540
bonuses, 42, 591-592
book profits, 316
Boulding, Kenneth, 654
brainpower
correcting errant decisions, 642-645
in behavioral economics, 611-613
Brandenburger, Adam, 489-490
Brennan, Geoffrey, 669
Broad, Lewis, 618
Brown, Jerry (California Governor)
and water allocation, 158, 159
bubble (economic)
behavioral economics, 621-629
conventional economics, 386-395
Buchanan, James, 669
Bush, George W. (United States
President), 624, 627
business owners see residual claimants
buyer and seller competition, 100-102

California driving and cell phone costs, 238
California drought
and extraction limits, 33
and private resource ownership, 28
and produce consumption, 159
and voluntary water conservation, 81
and water pricing, 158-161
elasticity of demand, 284-286
Camerer, Colin, 602
capital resources
and franchising, 352
definition of, 11
quicksilver capital consequences, 253-263

Card, David, 172
Carnegie, Andrew, 68
cartel pricing
airline frequent flyer, 490-491
company credit cards, 491-492
meet-the-competition pricing, 488-489
most-favored-customer pricing, 489-490
cartels
game theory and the Nash equilibrium,
515-516
government supported, 516-517
incentives to collude and cheat within,
513-514
monopsonist power in, 568-570
regulation of, 521
with lagged demand, 517-518
Carter, Jimmy (United States President), 153
ceteris paribus, 102, 104
changes
and management commitment to workers,
141-144
in features and nonprice competition, 118,
118, 122-123
in firm cost structure, 342-344
in perfect competition model, 413, 414
in supply and demand, 114, 115-116,
286-288
Chesterton, G. K., 36
China
as collectivist society, 70
carbon dioxide (COZ) emissions, 234
comparative trade advantage, 205, 207-208,
214-215
economic power house, 622
exchange rate policy, 228
tire production and unfair trade, 214
choice see also cost, constrained choice
framing in behavioral economics, 637-639
rationality in behavioral economics, 647-650,
655-656
Christensen, Clayton, 431
Chrysler Corporation, 538
Church, Pam, 527
Citi Group, 628
Civil Aeronautics Board (United States), 517
clearing (market), 126
climate change see global warming
Clinton, Bill (United States President), 624
Coase, Ronald, 334-336, 338
Coca-Cola Company, 453
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Code of Hammurabi (law), 153
Coleman, Major, 626
collective action in economic group behavior
theory, 74
collective good see public good
common-interest theory, 72-73
communal property rights
conditions for, 27-30
conversion to individual, 29
pollution as a consequence of, 30-31
communication systems
and economics, 12
and Prisoner’s Dilemmas, 23
incentives to replace, 45-47
company towns in make-or-buy decisions, 350
comparative advantage
and Prisoner’s Dilemmas, 25-27
in international economics, 205, 207-208,
214-215, 231
compensation see wages
competition see also perfect competition model
and minimizing agency costs, 337-338
and pay incentives, 42
as economic hostage, 193-194
efficiency of, 116, 117-118
nonprice, 118-123
produces tough bosses, 84
queues and, 126-129
theory of, 99-111
competitive labor markets
overtime pay in, 562-563
process, 124-126
wages in a, 130-136, 556-563
competitive market process see also
monopsonistic labor market
capital mobility and, 255-258
credible commitments in, 139-144
efficiency of, 116-118
environmental economics, 234, 235
equilibrium in, 111-116
mandatory retirement in, 136-139, 144-145
product improvement and, 118-123
supply and demand in, 551, 555-556
conditional-sum game, 344-346
Confederation of British Industry (CBI), 79
conflict avoidance and private property rights,
21-23
Congress (United States)
most-favored customer policy, 489-490
Smoot-Hawley Tariff Act, 212

conspicuous consumption, 292-294
constrained choice see also choice
in a laboratory setting, 640-642
in rational decision making, 57, 58, 59
consumer surplus
and perfect price discrimination, 467
and price discrimination, 467
definition of, 421
consumption
affecting demand in the future, 297-302
conspicuous, 292-294
rational, 271, 273-276
contracts
incentives to follow, 337
violation in game theory, 22-23
Cook, Scott, 331
cooperation
and conditional-sum game, 344-346
and game theory, 18, 22
and group size, 75
and private property rights, 18-19
evolutionary foundations of, 68-71
problems with achieving in business
interactions, 17-18
copyrights see patents
corporate raider see hostile takeover
corporation see firm
cost see also choice, prices
in rational decision making, 59-60
normal profits as a, 315-316
of fringe benefits, 162-163
cost structure terminology
basic terms in, 312-316
cost curve for profit maximization, 323-324
law of diminishing marginal returns, 318,
319, 320
marginal costs, 316, 317-318
cost-benefit analysis
and marginal costs, 320, 321, 322
and maximizing satisfaction, 60-63
in economic group behavior theory, 74-75
in rational decision making, 60-63
monopoly, 461-462, 463
of environmental economics, 233-234
tenure, 571-572
coupon system in gasoline rationing, 155, 156
Cowen, Tyler, 624
crisis
and bank risk taking, 64-66
as result of perverse incentives, 44
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crisis (cont.)
economic effects of, 5-6
housing and economic, 386-398
mortgage, 624-629, 671
savings and loan (S&L), 380-383
currency exchange
determination of exchange rate, 223, 224-225
international trade, 221-223
curve
competitive labor markets, 125
demand, 103, 104, 105, 105-107
efficiency of market process, 117
shortages, 113
supply and demand, 234, 235
supply as, 109

David, Paul, 478-479
Dealey, W.L., 478
debt
financing organizational growth through,
378-380
in the S&L industry crisis, 380-383
decision matrix and game theory, 18, 22, 22
decision making
brain’s autocorrection of errant, 642-645
in behavioral economics, 637-640
dedicated investment, 348
demand see also market demand, supply
and the hierarchy of needs, 182, 183-185
as inverse relationship, 102
definition of, 102
determinants of, 104, 105-107
effects of change in, 114, 115-116
product improvement and, 121, 122-123
demand curve
depiction of, 103, 103, 104
monopolistic competition, 411
monopoly, 460
price discrimination, 465
pure monopoly, 408
slope, 105, 107
Department of Housing and Urban Development
(United States), 625-626
depreciation of international exchange rate,
220, 221
deregulation
and cartels, 516-517
determinants
of demand elasticity, 104, 105-107, 285, 288
of supply, 108, 110-111

Diocletian (Roman emperor), 153
discounting to calculate present value (PV), 62-63
diseconomies of scale, 367, 369
disincentives in business groups, 83
Disney Corporation, 241
distributional effect of international trade,
203, 208

Dodd-Frank Act (US law), 66
dominance in behavioral economics, 609-611
DonorsChoose.org, 10
downsizing (organization)

and technology, 342

and worker layoffs, 542-543
drought see California drought
Drucker, Peter, 316
Dubner, Stephen, 43, 79
Dunn-Rankin, Derek, 251, 252
duopoly, 514
DuPont Corporation, 583-584
durable goods monopoly, 475-476
Dvorak, August, 478-479

economic loss definition, 316
economic profit
definition of, 316
in imperfect competition model, 506, 507
in perfect competition model, 416, 418
economic theory
developing and using, 14, 15-16
of group behavior, 74-75, 81-83
of regulation, 524-525
economic way of thinking see also behavioral
economics
and flawed memories, 659-661
in decision making, 51-53
scope of, 14
economics
division into micro and macro, 16-17
large scope of, 13-14
economies of scale
and firm size, 338
global competition and, 622
in perfect competition model, 420, 421
long run, 366, 367-368
economies of scope, 346-347
effective wages and minimum wage laws, 172-175
efficiency
in behavioral economics, 620-621
in perfect competition model, 421, 422, 424-426
in reducing pollution costs, 245, 245, 246-248
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market process, 116, 117-118
of hostile takeovers, 537-543
pay for worker, 578-579
efficient-market hypothesis, 620-621
Einstein, Albert, 15, 634-635
elasticity of demand
applications, 282-285
definition of, 277-279
perfect competition model, 412
price determinants, 285, 288
Employee Retirement System (University of
California), 143
employer cartel, 568
endowment effect, 613-616, 655
Enron, 44
entrepreneur
definition of, 9
risk taking cost benefit, 63
talent as a resource, 11
environmental economics see also pollution
and government action, 240, 240-245
behavioral economics, 645-646
competitive markets and, 234, 235
cost-benefit analysis, 233-234
electric cars and, 251-252
energy usage in food supply chain, 249-251
external benefits of, 238, 238-239
external costs, 235, 236-238
quicksilver capital consequences, 253-263
Environmental Protection Agency (United
States), 66
equilibrium
in international monetary exchange, 224-225
in market process, 111, 111-112
in perfect competition model, 423, 424
in rational consumption, 271, 273-274
in labor market, 556-557
labor market, 556-557
Nash, 515-516
short/long run, 123
equilibrium price
and market shortages, 113
definition of, 113
effects of change in, 115
with product improvement, 122
equilibrium quantity, 113
equity
financing organizational growth through,
378-380
in the S&L industry crisis, 380-383

European Union
“mad cow disease” and trade wars, 214
banana wars, 213
evolution
and cooperation in human behavior, 68-71
of human brain, 81
exchange and Prisoner’s Dilemmas, 25
exchange rate
and domestic market conditions, 225, 226-228
determination of, 223, 224-225
in international finance, 220, 221
explicit costs, 313
exporters in international trade, 209
external benefits
definition of, 235
in environmental economics, 238, 238-239
external costs
and optimal firm size, 340-342
definition, 235
government action to reduce, 241-245
in environmental economics, 235, 236-238, 240
in perfect competition model, 425

Fama, Eugene, 620-621
Fannie Mae, 389-390, 624-625, 627
fat tax, 283-284
Federal Communications Commission (United
States), 120
Federal Election Campaign Act (US law), 489
Federal Reserve (United States)
easy money policy and housing bubble, 390
housing bubble, 627-628
international exchange rates, 227-228
FedEx, 343
Feldman, Paul, 79
Field, Tiffany, 530
finance
behavioral, 620-629
democratizing, 671-673
international exchange, 220, 221, 224, 226-228
firm see also organization
and management microeconomic questions,
16-17
benefits of honesty, 186-187
capital mobility and competitiveness in, 255
credible commitments in, 139-144
forming cartels to boost prices, 299
incentives in, 40-47, 311-312
mandatory retirement in, 136-139, 144-145
monopolies within, 477-478, 533-534
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firm (cont.) Ford, Gerald (United States President), 517
quicksilver capital consequences, 253-263 Ford, Henry, 130-134, 455
wages in a competitive market, 130-136 franchising, 351-355
firm cost structure basics Freakonomics (book), 43
and executive incentives, 376-377 Freddie Mac, 389-390, 624-625, 627
changes in, 342-344 free exchange rate system, 223, 225
cost effectiveness of, 13 free market economy
financing growth through debt/equity, pencil production in, 36-40
378-386 free-rider problem, 75, 78-79
franchising, 351-355 free trade see also international trade, trade
last-period problem, 324-332 and nudges, 661-666
make-or-buy decisions, 346-351 comparative advantage, 205, 207-208, 231
terminology, 323-324 restrictions to, 211-214, 216-219
firm cost structure in behavioral finance, Friedman, Milton, 176-177, 601, 635, 648
621-629 Friedman, Rose, 176-177
firm cost structure in the long run fringe benefits see also wages
fund misuse, 383-385 by large and small firms, 166-168
indebtedness, 385 incentives for, 161-162
marginal/average costs, 366, 367, 370, 372 optimum, 165-166
very long run, 372-373 supply and demand for, 163-165
firm cost structure in the short run workers and, 162-163, 559
average fixed cost, 365 Frito-Lay, Inc., 343
average total cost, 366 full wage rate, 558
average variable cost, 365 future see time
fixed/variable costs, 362, 363
marginal/average costs, 363, 364 Galbraith, John Kenneth, 450
firm existence game theory
and market efficiency, 333-335 and cartels, 515-516
as solution for tragedy of the commons, and private property rights, 22
32-33 and trust in business, 188, 188-189
because of last-period problem, 328 and Nash equilibrium, 515-516
costs of dealing in markets, 335-337 battle of the sexes, 88-90
firm size conditional-sum, 344-346
agency problem, 337-340 definition of, 18, 22
and changes in cost structure, 342-344 Prisoner’s Dilemmas, 23, 24, 25-27, 85, 86-87
cost limit, 336-337 garage sales, 10
optimum, 340-342 Gates, Bill, 68
first-mover advantage theory, 373-376, General Electric, 88
431-436 General Motors
fixed costs in the short run, 362, 363 bailout of, 628
fixed exchange rate, 223 credit card and demand elasticity, 491
floating exchange rate, 223, 223, 225 production targets as management strategy,
flying cost 585
and airport security, 7 purchasing products, 346
conditional-sum game, 345-346 geographic isolation and property rights, 19
food cost and obesity, 6-7 Gibbons, Robert, 330
forcing contracts gift card economics, 10
definition of, 441 Gigerenzer, Gerd, 634
teams, 443 Gilder, George, 254
Ford Motor Company, 434 Glass-Steagall Act (US law), 391
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global warming
collective agreement problems in averting,
258-263
economic effects of, 234
Golder, Peter, 374-376, 431
good bosses, 90-92
good monopolies, 472
goods
demand for, 288-290
demand for inferior, 289
effect of changes in product, 120-123
effect of feature and size changes, 118, 122-123
free, 296-297, 603
in a monopoly, 475-476
in international trade, 209
lagged demand, 298-300
network effect, 300, 302-305
standard, 274, 275-276, 291, 294, 295,
296-297
utility firm purchase, 290-291
Good-Touch/Bad-Touch curriculum, 527
Google
Android operating system, 486
innovator’s dilemma, 433
Gourville, John T., 618
government action
in environmental economics, 240, 240-245
in housing and economic crisis, 389-390,
395-397
innovator’s dilemma in, 435
government economic policy see also regulation,
politics
and elasticity of demand, 284-286
and international exchange rates, 227-228
behavioral economics, 670-673
California drought, 157-161
capital mobility and competitiveness, 255-258
excise taxes, 150, 151, 152-153
gasoline prices, 154, 154, 156
mandated fringe benefits, 161-168
military service recruitment policy, 176-178
minimum wage laws, 168-176
support of cartels, 516-517
to maintain monopoly power, 456-458,
473-474
government enforcement
and bank risk taking, 65-66
and private property rights, 19-20
internalizing the social cost, 29-30
residual claimants not as productive, 91

government monopoly, 476-477
graph see curve
Gravity Payments, 134
Great Depression, 671, 672
Great Recession
and bank risk taking, 64-66
economic effects of, 5-6
economic lessons learned, 66
green economics see environmental
economics
Greenspan, Alan, 625, 672
group behavior logic see also teams
common-interest theory, 72-73
economic theory, 74-75, 81-83
large groups, 77-81
rational action, 54-55
small groups, 75-77
group size
and cooperation in human behavior, 68-71
and pursuing common interest, 75-80
Grove, Andy, 435
guarantees as hostages, 195
Gurbaxani, Vijay, 340-341

Halberstam, David, 133
Hall, Bronwyn, 541
Hardin, Garrett, 27, 33
Hayek, F.A.
consumer choice, 455
decidsion makng in groups, 635-637
incentives as business strategy, 46-47
knowledge role, 99
market prices and optimizing resource
allocation, 11-12
pricing as market signal, 98
Heffetz, Ori, 642
Heller, Michael, 34
heuristics in decision making, 68-69
Hewitt, Aon, 591-592
hierarchy of needs, 150
economics of, 180-185
principles of, 178-180
hierarchy of wants, 52
hold-up demand, 350
honesty
and game theory, 188, 188-189
and hostages, 192-195
business benefits, 186-187
in dealing with workers, 590-591
moral hazards and, 190-191
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hostages
and honesty in business, 192-195
business logos as, 192-193

hostile takeover see also management
as check for management, 533-534
corporate control market, 534-537
efficiency of, 537-543
reasons for, 534

housing and economic crisis (United States)
bailout and stimulus package, 395-397
housing bubble, 386-395
lessons learned from, 397-398

housing bubble
behavioral economics, 621-629, 670-671
burst, 394-395
origins of, 386-390

human behavior see also behavioral economics,

opportunistic behavior, rational decision
making, rational thinking

and hierarchy of needs, 178-185
and law of demand, 291-297
and private property rights, 20-21
and property rights, 18-19
and voluntary acceptance of norms, 20-21
benefits of honesty in business, 186-187
economic way of thinking and, 51-53
evolutionary foundations of, 68-71
in preventing global warming, 258-263
memory failure, 656-661
perfect rationality caricature, 633-640
pollution as antisocial, 31
predictability of, 269-270

human capital, 560-561

hypothetical value function, 607

IBM Corporation
antitrust law, 457
demand and price sensitivity, 485-486
innovator’s dilemma, 433-434

Icahn, Karl, 384-385

imbalance in international monetary exchange

payments, 224-225

imperfect monopolistic competition
customer service, 508
development incentives, 508-509
long run, 507, 507-508
price variation parameters, 505
real-world market structures, 504-505
short run, 506, 506-507
strategies for, 502-504

imperfect oligopoly production, 509, 511-513
imperfect price discrimination, 468, 469
implicit cost

cost of education, 314-315

definition of, 313
imports effect on domestic producers, 209, 210
impulse buying and law of demand, 294
incentives see also wages

and higher wages, 587

and honesty in business, 186-187

and piece rate, 580-581

and piece rate pay, 582-586

as way to prevent tragedy of the commons,

40-41

business groups, 75-81

encourage contract following, 337

for memory failure, 656-661

for workers to shirk responsibility, 84, 86-87,

93

fringe benefits as, 161-168

growing importance of, 42

importance of, 45-47

in corporate pyramid structure, 12

monopoly effect on cost saving, 473

overpayment as, 130-134

pay, 41-42

perverse, 42-45
income effect, 104
increase in demand in market process, 105-106
India, 622
Indounas, Kostis, 603
inefficiency

created by external benefits, 238, 238-239

in environmental economics, 237

market process, 117

of monopoly, 461-462, 463, 493
inelastic demand

definition of, 277-279

of flawed memory, 660
inflation and exchange rate, 227
information exchange

and exchange as market function, 100

as a cascade, 623-624

between buyers and sellers, 100-101
information problem

corporations lacking communication, 12

in participatory management, 46-47
innovator’s dilemma, 430-436
Intel, Inc., 87, 194, 435, 485
interconnectedness of demands, 302
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interdependencies in common-interest theory, 73

internal coordinating costs and optimal firm
size, 340-342
international exchange rate, 220, 221
international finance
currency exchange, 221, 224, 226-228
monetary exchange, 220, 221
international money market, 223, 224-225
international trade see also free trade, trade
aggregate gains from, 203-205
exporters of domestic goods in, 209
importer competition in, 209, 210
law of comparative advantage, 205, 207-208,
214-215, 231
quicksilver capital consequences, 253-263
terms of, 231
trade restrictions, 210-212, 216-219
trade wars, 212-214
Internet economy
as gold rush, 430
balance of control and freedom in, 35
emergence of, 10
Intuit, Inc.
Microsoft buyout, 331
invariance in behavioral economics, 609-611
inverse relationship see also law of demand
demand as, 102, 274
demand for labor, 551
firm size and transaction costs, 341
labor supply and costs, 125
investment goods see capital resources
iPhone see Apple Corporation
Ireland corporate tax rate, 256, 256
Irrational Exuberance (book), 600, 622
irrationality see also rational thinking
and law of demand, 294-295
feedback loops in, 643-645, 667
in behavioral economics, 638-639
in housing and economic crisis, 388-390
isolation and property rights, 19
Israel military service, 177

Japan corporate tax rate, 256, 256
Jensen, Michael, 536

joint ownership as hostage, 194
Justice Department (United States), 457

Kahneman, Daniel, 599
dominance and invariance, 609-611
endowment effect, 614

framing and robustness of preference, 613
gains, losses and risk, 609-610
irrationality, 647-649
prospect theory, 604-608
Kant, Immanuel, 81
Kanter, Rosabeth, 76
Kerkorian, Kirk, 538
Keynes, John Maynard, 66
Keynesian economics
after Great Recession, 66
in behavioral economics, 628
Kirzner, Israel, 100, 602
Knetsch, J., 614
Knight, Frank, 3
communication, 636-637
need for firms, 335
Kodak Company
innovator’s dilemma, 434
limits on monopoly power, 455
Kreutzer, David, 298
Krueger, Alan, 172

labor markets
and fringe benefits, 163-165
competition in, 549-551
competitive supply and demand, 125
equilibrium in, 556-557
minimum wage laws, 169-171
monopsonistic, 563, 567-568
overtime pay in, 562-563
productivity in, 551-554
supply and demand in, 124-126, 549-556
tenure in, 571-578
LaCour-Little, Michael, 626
lagged demand theory
and cartels, 517-518
and consumption, 297-300
land resources, 11
last-period problem
and firm existence, 328
end of supplier contracts, 325-328
fired workers, 329
military personnel shirking, 329
old business owners who sell, 330-332
retirement shirking, 330
law of comparative advantage, 205-208, 332
law of demand see also inverse relationship
and behavior predictability, 270
and behavioral economics, 602-603
and scope in economics, 14
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law of demand (cont.)
elasticity in, 277, 280, 282
in rational consumption, 274, 275-276
management pricing decisions based on, 306
objections to, 291
law of demand concerns
conspicuous consumption, 292-294
free goods, 296-297
irrationality, 294, 294-295
random behavior, 295, 295, 296
law of diminishing marginal returns, 318,
319, 320
law of diminishing marginal utility, 271, 272
lax work demands and wages, 559
leadership
causes of market, 376
oligopolist price, 510-512
League of Women Voters, 81, 82
Lee, Dwight, 298
Lehman Brothers, 627
Lehn, Kenneth, 540
lemon problem, 186-187
Lessig, Lawrence, 34-35
Levi Strauss, 441
Levitt, Stephen, 43, 79
libertarian paternalism in behavioral economics,
669-670
Lieberman, Fred
competitive market pricing, 97-99
price adjustment and market equilibrium, 116
Liebowitz, Stan, 479, 480
Lincoln Electric
perverse incentives in, 42-43
piece-rate payment system, 585-586
List, John, 642
List, Steven, 642
Locke, John, 21
lock-in theory, 478-481
Loewenstein, Gerge, 602
logos as hostages, 192-193
Lomborg, Bjern, 251
long run
average costs in, 366-372
equilibrium, 123
hostile takeover, 540-541
imperfect oligopoly production, 512-513
in imperfect monopolistic competition, 507,
507-508
in natural monopoly, 519
monopoly production, 499, 500-501

monopoly profitability, 463, 464-465
perfect competition production in, 418-421
very, 372-373
loss aversion in behavioral economics,
606-611
Lott, John, 187

macroeconomics, 17
“mad cow disease,” 214
Madison, James (United States President), 476
make-or-buy decisions, 346-351
managed earnings incentives, 44-45
management see also hostile takeover
and microeconomic questions of interest,
16-17
and piece rate system, 585-587
base pricing decisions on the law of
demand, 306
hostile takeovers and, 533-534
incentives in, 40-47
mandatory retirement age of, 136-139
need for good bosses who are also tough,
90-92
tough bosses, 83-88
worker pay considerations, 134-136
management for performance, 579-582
mandatory retirement
abolishing, 144-145
in a competitive market, 136-139
marginal benefits see also satisfaction
maximization
in cost-benefit analysis, 61-62
in environmental economics, 236, 237
in perfect competition model, 421, 422-423
marginal costs
basic terminology, 316, 317-318
definition of, 108
in cost-benefit analysis, 61-62, 320, 322
in environmental economics, 236, 237
in monopoly, 460-461
in perfect competition model, 421, 422-423
in short run, 363, 364
long run, 366, 367-368, 369
price to maximize profits, 323-324
to market supply, 324-325
marginal costs of labor
computing, 553
definition of, 566
fringe benefits, 161
marginal product, 319

© in this web service Cambridge University Press

www.cambridge.org



http://www.cambridge.org/9781107139480
http://www.cambridge.org
http://www.cambridge.org

Cambridge University Press

978-1-107-13948-0 - Microeconomics for MBAs: The Economic Way of Thinking for Managers
Richard B. McKenzie and Dwight R. Lee

Index

More information

Index

marginal revenue
definition of, 323
in monopoly, 458, 460-461
marginal utility in rational consumption, 271
Margolis, Stephen, 479, 480
market
and private property rights, 19-20
definition of, 8
efficiency, 333-335
equilibrium, 111-113
leadership, 376
national currency, 223, 224-225
power of free, 36-40
price discrimination, 468, 469-470
spontaneity of emergence, 8-10
structures, 407
market demand see also demand
and currency exchange rate, 226
in competitive labor market, 124-126,
551-554
in rational consumption, 276, 277
market economy
in large group settings, 80-81
prices act as incentive in, 47
market failure
definition of, 235
monopoly as example of, 450-452
market process
competition among buyers and sellers in,
100-102
definition of, 98
efficiency of, 116, 117-118
equilibrium in, 111, 111-112
setting, 99-100
shortages in, 113, 113-114
supply and demand in, 102-116
market supply curve
for profit maximization, 324-325
in perfect competition model, 414, 415, 417
Marx, Karl, 73
Maslow, A.H., 52, 150, 178, 183-185
Hierarchy of Needs, 178-185
mature firm cost structure
fund misuse, 383-385
indebtedness, 385
maximizing principle in cost-benefit analysis, 60
McDonald’s Corporation, 352-355
McKenzie, Richard, 92, 158-159, 649-650,
651-653
McMartin Preschool (California), 527

mental accounting in behavioral economics,
611-613
Merrill Lynch, 627
Micklethwait, John, 455
Microsoft Corporation
antitrust violation, 457
monopoly power and durable goods, 475
netbooks and price sensitivity, 485-486
operating systems and network effect,
304-305
military conflict economics, 7
military service recruitment policy, 176-178
Miller, Gary, 71, 585
Mills, J., 617
minimum wage laws see also wages
as price floor, 168
extended view of, 172-175
monopsonistic labor market, 569-570
standard view of, 168-172
Misbehaving: The Development of Behavioral
Economics (book), 600
Mises, Ludwig von, 54
Mitchell, Ian, 530
Mitchell, Mark, 540
Mitsubishi Motors, 43
mobility of capital in environmental economics,
253-263
models
as simplified economic theory, 15
Fred and Harry property rights, 21-23
perfect competition, 101-102
monetary system
in international economics, 220, 221
in POW camp, 9
money cost, 59
money wages in minimum wage laws, 172-175
monopoly
and internalization of social costs, 30
bad, 472
durable goods, 475-476
in firm departments, 477-478
in government, 476-477
natural, 370-371, 518-519
regulation, 520-522
monopoly cost structure theory
inefficiency of, 461-462, 463
long run, 499-501
price controls under, 470, 470
price discrimination, 465, 465, 467, 469-470
profits, 463, 464-465
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monopoly cost structure theory (cont.)
short run profit/loss, 498, 498, 499
supply and demand, 458, 460-461
taxing profits, 471, 471-472
total cost of, 472-474
monopoly power
limits to, 454-458
natural monopolies, 518-519
origins of, 452-454
monopsonistic labor market see also competitive
labor markets
cartels act as, 568-570
employers in, 564
hiring in, 567-568
labor costs, 565, 566
minimum wage laws, 569-570
workers and customers suffer in a, 563-564
monosopsony power, 564
Moore, Gordon E., 87
moral hazards
and excessive risk taking, 6
and honesty in business, 190-191
housing and economic crisis, 396
mortgage crisis
and bank risk taking, 64-66
in behavioral economics, 624-629
mortgage-backed securities, 65
multiplier effect, 66
Murphy, Kevin, 300-301, 330

Nalbantian, Haig, 443-444
Nalebuff, Barry, 489-490
Namibia elephant poaching, 32
Nash equilibrium, 515-516
Nash, John, 515-516
National Conference of Mayors (United States),
474
natural monopoly
definition of, 370-371
power in, 518-519
regulation, 522, 523-524
NBC (television network), 656-661
network effect theory, 297-298, 300, 302-305
neuroeconomics, 619, 620
New York Times (newspaper), 28, 160, 171, 259,
591, 599, 600
Nixon, Richard (United States President), 153
noncompetitive labor market see monopsonistic
labor market
nonprice competition, 118-123

normal profits as a cost, 315-316

Nudge (book), 600

nudges
in behavioral economics, 637
problems with, 666-670
proposed, 661-666

Obama, Barack (United States President)
bank bailout, 628
climate change policies, roadblocks to,
258-259
corporate tax rate, 256
mortgage guarantee, 398
overtime pay regulation, 562-563
tariff on Chinese tire imports, 214
Trade Authority Bill, 215
“Obamacare,” 66
obesity economics, 6-7
Olson, Mancur, 74, 81, 339
opportunistic behavior see also human behavior
and agency problem, 337-340
and last-period problem, 325
in franchising, 353
in teams, 444
opportunity cost
as real cost, 59
of queue length, 129
optimal product mix, 120
optimum-size firm, 340-342
organization see firm
Ostrom, Elinor, 32
outsourcing
and profitability, 533
and technology, 343
overpaying workers, 130-134
ownership see agency problem, residual
claimants
and last-period problem, 330-332
as a socially recognized right of action, 19
joint, 194

participatory management via incentives, 46-47

patents, 35

pay see wages

pedophile behavior regulation, 526-532

pencil production, 12, 36-40

perfect competition model see also competition
definition of, 407, 408-409
in competitive market process, 101-102
supply and demand in, 102-111
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perfect rationality
caricature, 633-640
impossibility of, 56
in behavioral economics, 647-648
perfectly elastic demand, 286, 286, 408, 408
performance pay, 40-47, 578-579
persuasion to reduce external costs, 241-242
perverse incentives
avoided in a two-part pay system, 587
consequence of pay for productivity, 42-45
piece rate system, 582-587
pipelines in make-or-buy decisions, 347-349
Plastic Jungle, 10
Polaroid Corporation, 456
politics see also government economic policy
and academic tenure, 572-575
and international trade restrictions, 211-214
pollution see also environmental economics
as a consequence of communal property
rights, 30-31
commute to work options, 248-252
cost reduction, 245, 245, 246-248
game theory and, 86
reducing external costs of, 245, 245, 246-248
Posner, Richard
financial industry, deregulation of, 390-394
herding as rational behavior, 639-640
regulation to control competition, 524
Postal Service (United States)
as nonprofit government producer, 243-244
monopoly limits, 452, 523
POW see prisoner of war camp
Predictably Irrational (book), 600
present value, 62
price ceiling, 154
price control in monopoly, 470
price discrimination
as strategy, 481-487
by market segment, 468, 469-470
monopoly pricing strategy, 465, 465-470
perfect, 467, 467-468
price discrimination examples
after-Christmas sales, 483
coupons, 483
golf balls, 487
hardback and paperback book editions, 482
passage of time, 483
product features, 485-486
theater, 483-485
unadvertised prices, 487

price elasticity
and demand curve slope, 281-282
elasticity coefficients, 279-280
types of, 277-279
price floor, 168
price searchers, 427
price strategy
price discrimination, 481-487
pricing cartels, 487-492
profits from, 481
price takers
in perfect competition model, 426-427
perfect competitiors as, 453
Price, Dan, 134
prices see also cost
and the Hierarchy of Needs, 182-185
California drought water, 157-161
competitive, 101-118
determinants of elasticity of demand, 285,
287-288
governmental control of, 153, 154, 156-161
in environmental economics, 237-238
in large group settings, 80-81
market economy incentive, 47
nonprice, 118-123
role in market economy, 98
prices and the law of demand
lagged demand goods, 298-300
management directives, 306
network effect goods, 300, 302-305
standard goods, 274, 275-276, 291, 294, 295,
296-297
prices in perfect competition model, 411, 412,
414
principle-agent problems see agency
problem
prisoner of war camp (POW)
communication systems in, 12
market emergence in, 8-9
Prisoner’s Dilemmas see also self-interest
and conditional-sum game, 344-346
franchising, 352-353
in environmental economics, 236
in game theory, 23, 24, 25-27
in the workplace, 85, 86-87
role of the residual claimant in, 90-92
tough bosses affecting, 83-88
trade protectionism as, 213-214
private benefits/goods in economic group
behavior theory, 74
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private property rights
and game theory, 18-20
and social rights, 29
and the market, 19-20
and the tragedy of the anticommons, 34-35
conversion of communal to, 29
voluntary and social contract acceptance,
20-23
privatization of government services,
257-258
producer surplus, 421
product see goods
production
and elasticity of demand, 282-283
and Prisoner’s Dilemmas, 24-27
in nonprice competition, 118-123
in price competition, 101-118
increase in international trade, 204
make-or-buy decisions, 346-347
mystery of, 36-40
team, 437-439
tough bosses mean greater, 84
production cost
and quantity, 108
franchising, 354-355
law of diminishing marginal returns, 318, 319,
320
marginal costs, 316, 317-318
reducing external, 243-244
production in imperfect competition
real-world market structures, 504-505
strategies for, 502-504
production in imperfect monopolistic
competition
customer service, 508
development incentives, 508-509
long run, 507-508
price variation parameters, 505
short run, 506-507
production in imperfect oligopoly, 509,
511-513
production in monopolistic competition, 407,
410-411, 498, 498, 499, 500-501
production in oligopoly, 407, 411
production in perfect competition
comparison with other models, 407
efficiency, 421, 422, 424-425
long run, 418, 419, 421
price takers/searchers, 426-427
problems with, 428-430

production decisions, 411, 412, 414

short run, 414, 415, 417

unreal nature of, 425-426
production in pure monopoly, 407, 409-410
production possibilities curve (PPC), 57, 58, 59
productivity

and pay incentives, 41-42

labor, 551-554

teamwork important in, 84-85

workers wages affecting, 130-134
profit sharing

definition of, 442

teams, 443
profitability

and innovation, 430-436

and outsourcing, 533

as hostage, 193

from pricing strategies, 481

in monopolies, 463, 464-465

monopoly short run, 498, 498, 499

production rule, 412
property rights

communal, 27-30

definition of, 18

pay incentives as, 40-47

theft affecting, 31

to reduce external costs, 242-243
prospect theory

gambles in, 604-605

risk adversity and, 606-608
Public Broadcasting System (United States), 120
public good

behavioral economics, 640

in economic group behavior theory, 75
publicity to reduce external costs, 242
pyramid corporate structure, 12

quantity demanded, 103
QUERTY computer keyboard monopoly, 478-481
queues
and behavioral economics, 612
economic foundation of, 126-129
Quicken see Intuit, Inc.
Quicken (software), 331

Radford, R.A., 24

raises (wage), 591-592

random behavior and the law of demand, 295,
296

rational addiction theory, 300-301
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rational consumption
consumer equilibrium, 271-274
law of demand, 274-276
marginal utility in, 271, 273
rational decision making
cost-benefit analysis, 60-63
in a constrained environment, 57, 58, 59-60
in behavioral economics, 646-650
rational thinking see also human behavior,
irrationality, wants
and behavioral economics, 601-603
and marginal cost, 316, 317-318
as basis for studying human behavior, 54-56
assumption of, 15
in the economic way, 4, 53-54
rationing on demand, 155, 156
Read, Leonard, 12, 36
real income and exchange rates, 225-226
redistributional effect of monopolies, 473
reference point of equilibrium, 111-112
reference price in behavioral economics,
616-617
regulation see also government economic policy
economic theory of, 524-525
monopoly, 520-522
natural monopolies, 522, 523-524
of hugging, 526-532
politics of, 520
relative productivity in international economics,
205-208
rent seeking in monopolies, 473-474
reputation
as hostage, 192
make-or-buy decisions, 350-351
residual claimants see also ownership
and incentives, 48
private property owners as, 18
role in Prisoner’s Dilemmas in large groups,
90-92
resource misallocation see tragedy of the
anticommons
resources
and problem of scarcity, 11-13
and tragedy of the anticommons, 34-35
and tragedy of the commons, 27-29
definition of, 10
economic problem of limited, 10-11
misuse of firm’s, 134-135
residual claimants will economize on, 92
restrictions of international trade, 210-212

retirement
abolishing, 144-145
mandatory, 136-139
shirking close to, 330
revenue sharing, 441
Reynolds International Pen Company, 456
risk
and moral hazards, 6
and pay incentives, 41-42
and piece rate pay, 582-586
franchising, 354-355
of financing growth through debt/equity,
378-383
risk adversity in behavioral economics,
606-611
risk cost
definition of, 60
effect on cost-benefit analysis, 63-66
rivalry and property rights, 33
Road to Serfdom (book), 668
Roberts, John, 432, 433, 435, 585
royalty payments, 354
Rubin, Paul
benefits of cooperation, 69
franchising, benefits of, 352

Safelite Auto Glass, 41
salary see wages
Sandusky, Jerry, 531-532
satisfaction maximization see also marginal
benefits
and Hierarchy of Needs, 178-180
and rationality, 68
group member may not equally share, 82
via cost-benefit analysis, 60-63
S&L industry crisis, 380-383
scarcity problem, 11-13
schedule see table
Schiller, Robert
choice framing, 609
housing bubble, 621-629
irrational exuberance, 600
Schotter, Andrew, 443-444
Schumpeter, Joseph, 505
science
decision making in, 637-640
simplification of complex in, 634-635
scope of economics, 13-14, 346-347
Sculley, John, 435
Second World War prisoner camps, 8-9
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self-correcting nature
of errant decisions, 642-645
of markets, 100
self-interest see also Prisoner’s Dilemmas
and continual want for more, 11
and market emergence in POW camp, 8-9
and philanthropy, 68
and rationality, 67
in group action, 54-56
lacking in large group decisions, 78
seller/buyer competition, 100-102
Shark Tank (TV program), 429-430
Shayo, Moses, 642
Shiller, Robert, 398
economic bubbles and irrational exuberance,
388, 670-673
subprime crisis, 626
shirking
and piece rate pay, 584-585
military personnel, 329
rises with group size, 440
short run
definition of, 362
equilibrium, 123
fixed/variable costs in, 362, 363
hostile takeover, 540-541
in imperfect monopolistic competition, 506,
506-507
in monopoly, 498, 498, 499
shortages
and product prices, 155
in market process, 113-114
in perfect competition model, 424-425
Sierra Club, 82
Simon, Herbert, 334, 599, 630
size
change in product, 118, 118, 122-123
team, 440-441
Skouras, Thanos, 603
slope
and elasticity, 281-282
demand, 105, 107
supply, 108, 110-111
Smith, Adam
“Invisible Hand,” 38, 40
avoiding losses, 605
gains from trade, 203
specialization of labor, 334
Smith, Vernon, 655
Smoot-Hawley Tariff Act (US), 212

social contracts
and Prisoner’s Dilemmas, 24, 25-27
in private property rights, 21-23
social discrimination and wages, 561-562
software industry in the network effect theory,
303-305
Soman, Dilip, 618
Southwest Airlines piece-rate pay, 580-581
Sowell, Thomas, 389-390
failure of government, 640
specialization
of goods, 204
of knowledge, 130-134, 571-578
of resources, 24-27
Spencer, Herbert, 73
Spotify, 375-376
Starbucks and demand elasticity, 491-492
Stiglitz, Joseph, 396
stock see equity
storefronts as hostages, 193
subprime crisis, 626-627, 671
Subprime Solution (book), 626
substitutes
as determinants of elasticity, 285-286
effect, 104
goods as, 454
sunk costs
definition of, 313-314
in behavioral economics, 617-618, 653-654
Sunstein, Cass
irrationality and economic theory, 633, 635,
645
libertarian paternalism, 669-670
nudges, 600
nudging and behavior change, 661-663,
666-667
supplier
end of contract problems, 325-328
hold ups, 350
supply see also demand
as a curve, 109
as table, 108, 109
definition of, 107
effects of change in, 114, 115-116

in competitive labor market, 124-126, 554-556

product improvement and, 121-123

slope and determinants of, 108, 110-111
supply and demand theory

basics of, 107-111

California drought, 157-161
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environmental economics, 234, 235
excise taxes, 150, 151, 152-153
for pollution rights, 247
gasoline prices, 154-156
mandated fringe benefits, 161-168
military service recruitment policy, 176-178
minimum wage laws, 168-176
monopoly, 458, 460-461
problem with, 130-134

surplus
in labor equilibrium model, 556
in market process, 111, 112-113
in perfect competition model, 424-425

table
demand as, 103, 103
supply as, 108, 109

Taines, Franklin, 624

tariff
and protectionism, 212-214
and trade restrictions, 211-212
definition of, 211

taxes
excise, 150, 151, 152-153
fat, 283-284

international corporate, 256, 256-257
monopoly profits, 471, 471-472
to reduce external costs, 244
teams see also group behavior logic
production, 437-439
size of, 440-441
value of, 436-437
wages, 441-445
technology resources
and economies of scale, 367
and firm size, 340, 342-344
and very long run, 372-373
definition of, 11
disruptive, 432-436
telephone company monopoly power, 452
Tellis, Gerald, 374-376, 431
tenure
and academic politics, 572-575
as a tournament, 576-578
cost-benefit analysis, 571-572
nature of, 570-571
why business people don’t have, 575-576
terms of trade, 231
textbook market system, 9

Thaler, Richard
behavioral economics, 600-601
decision making, 604, 638
endowment effect, 614-615
irrationality and economic theory, 633, 635,
645
libertarian paternalism, 669-670, 675
mental accounting, 611
nudging and behavior change, 661-663,
666-667
quasi-rational economics, 602
transaction utility, 616-617
The Federalist (papers), 476
“The use of knowledge in Society” (essay), 99
The Subprime Solution (book), 622
The Theory of the Leisure Class (book), 292
The Wealth of Nations (book), 334
The Winner's Curse (book), 600
theft
and group size, 79
and property rights, 31
theory
common-interest, 72-73
definition of, 15
economic group behavior, 74-75, 81-83
economic regulation, 524-525
first-mover advantage, 373-376
Hierarchy of Needs, 178-185
law of demand, 274, 275-276, 291
lock-in, 478-481
network effect, 297-298, 300, 302-305
of lagged demands, 297-300
rational addiction, 300-301
rationality in, 53-54, 55-56
supply and demand, 107-111, 130-134
Theory of Moral Sentiments (book), 605
Third Annual National Climate Assessment
(report), 258-259
time
and elasticity of demand, 286
as solution to last-period problem, 327-328
effect on cost-benefit analysis, 62-63
tipping point
and first-mover advantage, 373-374
software industry, 304
tire trade war, 214
total cost
of monopoly, 472-474
short run average, 366

723

© in this web service Cambridge University Press

www.cambridge.org



http://www.cambridge.org/9781107139480
http://www.cambridge.org
http://www.cambridge.org

Cambridge University Press
978-1-107-13948-0 - Microeconomics for MBAs: The Economic Way of Thinking for Managers
Richard B. McKenzie and Dwight R. Lee

Index

More information

724

Index

Touch Research Instutute, 530
tough bosses and Prisoner’s Dilemmas, 83-88
tournaments
team, 445
tenure as, 576-578
work motivation, 442
Toyota Motor Corporation reputation, 350-351
trade see also international trade, free trade
and Prisoner’s Dilemmas, 24, 24, 25-27,
213-214
wars, 214
Trade Authority Bill (US law), 215-216
tragedy of the anticommons, 33-35
tragedy of the commons
and California drought, 157-161
in communal resources, 27-29
incentives and, 40-47
theft affecting, 31
voluntary organizations and firms as solutions
for, 32-33
transaction costs
and make-or-buy decisions, 347
as reason for firm’s existence, 335-337
transaction utility, 290-291, 616-617
Troubled Asset Relief Program (US), 394-395
trust see honesty
Tversky, Amos, 599
dominance and invariance, 609-611
framing and robustness of preference, 613
gains, losses and risk, 609-610
irrationality, 647-649
prospect theory, 604-608
two-part wages, 587, 590-591

United Kingdom profit, sharing, 442
United States
balance of payments deficit, 224-225
carbon dioxide (CO,) emissions, 234
communal property rights, 29
food supply chain, energy use, 249-251
relative corporate tax rate, 256
textile firms in, 215-216
United States trade
“mad cow disease” and, 214
and value of dollar, 221-225
banana wars, 213
gains from, 203, 205, 207-208, 214-215
tire production and, 214
unlearning preconceived ideas about
economics, 3-8

usage rights and the tragedy of the
anticommons, 34-35
utility
definition of, 54
marginal, 271, 273
transaction, 290-291, 616-617
utopian community commitment
mechanism, 76

value
in franchising, 354
of labor, 553
team, 436-437
Vandell, Kerry, 626
variable costs
and shift in long run, 371, 372
in perfect competition model, 416,
417
in short run, 362, 363
Veblen, Thorstein, 292
very long run, 372-373
Vietnam
textile firms in, 215-216
vision in market leadership, 376
voluntary organizations and tragedy of the
commons, 32
Volvo Group, 258

wage differences
among labor markets, 559-560
bonuses versus raises, 591-592
fringe benefits, 559
in competitive market, 130-136
nonmonetary benefits, 557-559
worker differences, 560-563

wages see also minimum wage laws,

incentives, fringe benefits

and obesity, 6-7
credible commitments in, 139-144
determining correct, 579-582
for performance, 578-579
in labor equilibrium model, 556-557
incentives and higher, 587
mandatory retirement, 136-139
productivity affects, 84
salary and commission, 587, 590-591
team, 441-445
two-part, 587

Wall Street Journal (newspaper), 161, 216,

259, 487
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Walmart, 434
wants see also human behavior
allocating resources for competing, 11-13
and Hierarchy of Needs, 181
continual nature of, 11
wars (trade), 212-214
Wachovia, 627
water aquifers
tragedy of the commons in, 27-29
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