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1. Long-run real interest rates are expected to increase. An accountant and an MBA student (who just finished his course of Managerial Economics) where interviewed regarding the effect on the firm they both work at. Keeping all else constant, their answer would likely differ. How do you guess the interviewed will answer? Does the difference in response matters? If yes, why? If not, why not? (10 points)


Yes, both responses could be different. That is because the real interest rate in the long run is related to inflation rate and because the accountant and the MBA student have totally different working dutty. An accountant should take care about internal matters such as statements (income, cash flow, etc), balance sheet and he will in detail look into the data showed by the statements and adjust the data due to the rise of the interest rates. For his part, a MBA student has the work of pay more attention to analyze external issues for example cost increased caused by growing interest rate or take care about the macro things as for example the reduction of customers.


2. Many cities have experienced a substantial decrease in the amount of garbage being collected after they changed from levying a tax on each household to pay for the pickup to charging a fee for each bag or can picked up. Would this have been the result of a change in Demand? If so, why; if not, why not? If not, what was the probable reason?


Definitely people are trying to reduce cost throwing less garbage or they are going to other places where they do not have to pay. But for sure the people just want to reduce their expenses. According to the Theory of Demand and Supply, rise in price will result in decrease of demand.  In this case the garbage fee went up because the extra charge for each bag, so the demand decreased. 


3. Define three types of elasticity of demand.  Indicate how you would use information from recent research paid by your company that the own price elasticity of your product is -1.2 and not -0.8 as previously thought.

There are three different types of elasticity of demand: price elasticity of demand, income elasticity of demand and income elasticity of demand is a measure of the relationship between a change in the quantity demanded of a particular good and a change in its price and means that price is the most important thing affecting on demand. The product price change will cause the product demand change as well. 

Income elasticity of demand refers to the sensitivity of the quantity demanded for a certain product in response to a change in consumer incomes.  The formula for calculating income elasticity of demand is = percentage of demand change / percentage of revenue change. 

The income elasticity of demand usually is positive but it also can be negative. When the calculation is positive the good is classified as a normal good. When it´s higher than one the good have full income elasticity. When the calculation is between 0 to 1; it does not have enough income elasticity. When the calculation is less than 0, it is a inferior goods. 
Cross elasticity of demand measures the responsiveness in the quantity demand of one good when a change in price takes place in another good.

The formula for calculating cross elasticity of demand = percentage of change in demand / percentage of price change in substitutes.

When the  result of the calculation is less than 1.2 but higher than 0.8, it means that the price increase will lead the demand to reduce and the costumers may lose interesting in the products. 
4. A magazine, in an article dealing with management, wrote, “When he took over the furniture factory three years ago … [the manager] realized almost immediately that it was throwing away at least $100,000 a year worth of wood scrap. Within a few weeks, he set up a task force of managers and workers to deal with the problem. And within a few months, they reduced the amount of scrap to $7,000 worth [per year].” Was this necessarily an economically efficient move? Explain your answer


Economic efficiency is a state where every resource is allocated optimally so that each person is served in the best possible way and inefficiency and waste are minimized. The lowest cost of production it´s a good example of economically efficient. In this case the furniture factory was throwing away at least $100.000 in wood scrap that could be used to made new furniture. Then, when the manager hires new people they keep the good wood scrap for produce new furniture decreasing the waste to $7000. It definitely means that the move was an economically efficient move.
5. If all the assumptions of perfect competition hold, why would firms in such an industry have little incentive to carry out technological change or much research and development? What conditions would encourage research and development in competitive industries? 

In a perfect competition there is no chance of price control. In a perfect competition the market must have this criteria: 


All firms sell an identical product.


Companies are price takers, they can´t control de market price. 

Buyers have complete information about the product being sold and the prices charged by each firm.


The industry is characterized by freedom of entry and exit.Perfect competition is sometimes referred to as "pure competition".


If companies invest big amounts of capital in technological innovation, research and development; their product prices may increase. And, if customer’s don´t like it, they will give up purchasing the product and obviously if less clients are buying products of a firm the firm will gain less profits. 
