
 

 

 
 
 
 
 

MBA Guidebook 
3rd Edition 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Steven M. Bragg 



 

 

Table of Contents 
Introduction ........................................................................................................................................... 1 

Chapter 1 – Accounting Basics ............................................................................................................ 3 
Learning Objectives ............................................................................................................................. 3 
Introduction .......................................................................................................................................... 3 
Financial Accounting Basics ................................................................................................................. 3 
Accounting Frameworks ....................................................................................................................... 4 
Accounting Principles ........................................................................................................................... 5 
The Accounting Cycle .......................................................................................................................... 6 
Types of Transaction Cycles ................................................................................................................ 7 
Source Documents............................................................................................................................... 7 
Double Entry Accounting ...................................................................................................................... 8 
The Accounting Equation ..................................................................................................................... 9 
Journal Entries ................................................................................................................................... 10 
Major Journal Entries ......................................................................................................................... 11 
The Accruals Concept ........................................................................................................................ 12 
The Realization Concept .................................................................................................................... 12 
Accrual Basis of Accounting ............................................................................................................... 13 
Cash Basis of Accounting .................................................................................................................. 14 
Summary ........................................................................................................................................... 14 
Review Questions .............................................................................................................................. 15 
Review Answers ................................................................................................................................ 16 

Chapter 2 – The Financial Statements ................................................................................................ 17 
Learning Objectives ........................................................................................................................... 17 
Introduction ........................................................................................................................................ 17 
The Balance Sheet............................................................................................................................. 17 
The Income Statement ....................................................................................................................... 19 
The Statement of Cash Flows ............................................................................................................ 21 
Interactions between the Financial Statements ................................................................................... 23 
Financial Statement Footnotes ........................................................................................................... 24 
Summary ........................................................................................................................................... 25 
Review Questions .............................................................................................................................. 26 
Review Answers ................................................................................................................................ 27 

Chapter 3 – The Interpretation of Financial Statements .................................................................... 29 
Learning Objectives ........................................................................................................................... 29 
Introduction ........................................................................................................................................ 29 
Interpretation of Financial Statements ................................................................................................ 29 
Horizontal Analysis............................................................................................................................. 30 
Vertical Analysis................................................................................................................................. 31 
Cash Coverage Ratio ......................................................................................................................... 32 
Current Ratio ..................................................................................................................................... 33 
Quick Ratio ........................................................................................................................................ 34 
Liquidity Index .................................................................................................................................... 34 
Accounts Payable Turnover Ratio ...................................................................................................... 35 
Accounts Receivable Turnover Ratio .................................................................................................. 36 
Inventory Turnover Ratio .................................................................................................................... 36 
Fixed Asset Turnover Ratio ................................................................................................................ 37 
Sales to Working Capital Ratio ........................................................................................................... 38 
Debt to Equity Ratio ........................................................................................................................... 38 
Fixed Charge Coverage ..................................................................................................................... 39 
Breakeven Point................................................................................................................................. 39 
Gross Profit Ratio ............................................................................................................................... 40 
Net Profit Ratio................................................................................................................................... 40 



Table of Contents 

ii 

Return on Net Assets ......................................................................................................................... 41 
EBITDA.............................................................................................................................................. 42 
NOPAT .............................................................................................................................................. 42 
Limitations of Ratio Analysis ............................................................................................................... 43 
Summary ........................................................................................................................................... 44 
Review Questions .............................................................................................................................. 45 
Review Answers ................................................................................................................................ 46 

Chapter 4 – The Cost of Capital .......................................................................................................... 47 
Learning Objectives ........................................................................................................................... 47 
Introduction ........................................................................................................................................ 47 
Cost of Capital Derivation ................................................................................................................... 47 

Cost of Debt ................................................................................................................................... 47 
Cost of Preferred Stock .................................................................................................................. 48 
Cost of Common Stock ................................................................................................................... 48 
Weighted Average Cost of Capital .................................................................................................. 48 

Variations in the Cost of Capital ......................................................................................................... 49 
Adjustments to the Cost of Capital...................................................................................................... 51 
Cost of Capital as a Threshold Value ................................................................................................. 52 
Summary ........................................................................................................................................... 52 
Review Questions .............................................................................................................................. 53 
Review Answers ................................................................................................................................ 54 

Chapter 5 – Discounted Cash Flow Techniques ................................................................................ 55 
Learning Objectives ........................................................................................................................... 55 
Introduction ........................................................................................................................................ 55 
Time Value of Money ......................................................................................................................... 55 
Present and Future Value Tables ....................................................................................................... 56 
Net Present Value .............................................................................................................................. 58 
Internal Rate of Return ....................................................................................................................... 59 
Incremental Internal Rate of Return .................................................................................................... 60 
Terminal Value ................................................................................................................................... 60 
Inclusions in Cash Flow Analysis ........................................................................................................ 61 
Summary ........................................................................................................................................... 61 
Review Questions .............................................................................................................................. 62 
Review Answers ................................................................................................................................ 63 

Chapter 6 – Business Investment Decisions...................................................................................... 65 
Learning Objectives ........................................................................................................................... 65 
Introduction ........................................................................................................................................ 65 
Strategic Considerations .................................................................................................................... 65 

Capacity Expansion Strategy .......................................................................................................... 65 
Capacity Reduction Strategy........................................................................................................... 66 
Risk Levels ..................................................................................................................................... 66 
Additional Risk Factors for International Investments ...................................................................... 67 
Factors Impacting Future Asset Usage ........................................................................................... 68 
Perceived Certainty of Future Demand ........................................................................................... 69 
Duration ......................................................................................................................................... 69 
Impact of Financing Alternatives ..................................................................................................... 69 

Investment Analysis Techniques ........................................................................................................ 70 
Constraint Analysis ............................................................................................................................ 71 
Accounting Rate of Return ................................................................................................................. 71 
Payback Method ................................................................................................................................ 72 
Real Options ...................................................................................................................................... 73 
Complex Systems Analysis ................................................................................................................ 75 
Summary ........................................................................................................................................... 75 
Review Questions .............................................................................................................................. 76 
Review Answers ................................................................................................................................ 77 



Table of Contents 

iii 

Chapter 7 – Capital Structure Analysis .............................................................................................. 79 
Learning Objectives ........................................................................................................................... 79 
Introduction ........................................................................................................................................ 79 
Optimal Capital Structure ................................................................................................................... 79 
Capital Structure Analysis .................................................................................................................. 80 
Line of Credit Issues .......................................................................................................................... 80 
Tax Shield Effects .............................................................................................................................. 81 
The Financial Leverage Concept ........................................................................................................ 81 
Issues Impacting Leverage................................................................................................................. 83 
Leverage Risk .................................................................................................................................... 84 
Impact of Compensation on Leverage ................................................................................................ 85 
Future Financing Flexibility ................................................................................................................. 85 
Loan Covenant Issues ....................................................................................................................... 85 
Maturity Structure of Debt .................................................................................................................. 86 
Creditor Position Considerations ........................................................................................................ 87 
Debt Paydown ................................................................................................................................... 87 
Cost of Capital Reduction ................................................................................................................... 87 
Planning for a Bond Rating................................................................................................................. 87 
Capital Structure Measurements ........................................................................................................ 89 

Interest Coverage Ratio .................................................................................................................. 89 
Debt Service Coverage Ratio.......................................................................................................... 89 

Timing of Changes to the Capital Structure ........................................................................................ 90 
Summary ........................................................................................................................................... 90 
Review Questions .............................................................................................................................. 91 
Review Answers ................................................................................................................................ 92 

Chapter 8 – Mergers and Acquisitions ............................................................................................... 93 
Learning Objectives ........................................................................................................................... 93 
Introduction ........................................................................................................................................ 93 
The Sales Growth Strategy ................................................................................................................ 93 
The Geographic Growth Strategy ....................................................................................................... 94 
The Product Supplementation Strategy .............................................................................................. 94 
The Full Service Strategy ................................................................................................................... 95 
The Vertical Integration Strategy ........................................................................................................ 95 
The Adjacent Industry Strategy .......................................................................................................... 96 
The Diversification Strategy ................................................................................................................ 96 
The Market Window Strategy ............................................................................................................. 96 
The Blocking Strategy ........................................................................................................................ 97 
The Bolt-on Strategy .......................................................................................................................... 97 
The Expertise Strategy ....................................................................................................................... 98 
The Low-Cost Strategy....................................................................................................................... 99 
The Industry Roll-up Strategy ............................................................................................................. 99 
The Acquirer’s Acquisition Process .................................................................................................... 99 

Researching Target Companies...................................................................................................... 99 
The Initial Contact......................................................................................................................... 101 
The Non-Disclosure Agreement .................................................................................................... 101 
The Letter of Intent ....................................................................................................................... 101 
Due Diligence ............................................................................................................................... 102 
Final Negotiations ......................................................................................................................... 102 
Summary ...................................................................................................................................... 102 

The Seller’s Acquisition Process ...................................................................................................... 102 
Hiring an Investment Banker ......................................................................................................... 103 
Identifying Buyers ......................................................................................................................... 104 
Approaching Buyers ..................................................................................................................... 105 
The Teaser Letter ......................................................................................................................... 105 
The Offering Memorandum ........................................................................................................... 106 
Presentations ............................................................................................................................... 107 



Table of Contents 

iv 

The Auction Process..................................................................................................................... 108 
Summary ...................................................................................................................................... 109 

Summary ......................................................................................................................................... 109 
Review Questions ............................................................................................................................ 110 
Review Answers .............................................................................................................................. 111 

Chapter 9 – Business Valuation ........................................................................................................ 113 
Learning Objectives ......................................................................................................................... 113 
Introduction ...................................................................................................................................... 113 
Liquidation Value ............................................................................................................................. 113 
Real Estate Value ............................................................................................................................ 114 
Relief-from-Royalty Method .............................................................................................................. 114 
Book Value ...................................................................................................................................... 114 
Enterprise Value .............................................................................................................................. 115 
Multiples Analysis ............................................................................................................................ 116 
Discounted Cash Flows.................................................................................................................... 118 

Post Five-Year Cash Flows .......................................................................................................... 119 
Negotiation of DCF Contents ........................................................................................................ 119 
The Discount Rate ........................................................................................................................ 119 

Replication Value ............................................................................................................................. 122 
Comparison Analysis ....................................................................................................................... 123 

The Comparison of Sales Multiples ............................................................................................... 123 
The Comparison of Cash Flows .................................................................................................... 123 
The Comparison of Contract Revenues ........................................................................................ 124 

The Initial Public Offering (IPO) Valuation......................................................................................... 124 
The Strategic Purchase .................................................................................................................... 124 
The Control Premium ....................................................................................................................... 125 
The Valuation Floor and Ceiling ....................................................................................................... 125 
Summary ......................................................................................................................................... 126 
Review Questions ............................................................................................................................ 127 
Review Answers .............................................................................................................................. 128 

Chapter 10 – Enterprise Risk Management ...................................................................................... 129 
Learning Objectives ......................................................................................................................... 129 
Introduction ...................................................................................................................................... 129 
Benefits of Risk Management ........................................................................................................... 129 
The Interrelationship between Risk and Strategy .............................................................................. 130 

Risk Retention Strategy ................................................................................................................ 130 
Risk Analysis as an Opportunity.................................................................................................... 131 
Special Risk Situations ................................................................................................................. 131 

Risk Management for the Enterprise ................................................................................................ 132 
Types of Risks ................................................................................................................................. 132 
The Risk Management Process Flow ............................................................................................... 134 

Risk Rankings .............................................................................................................................. 135 
Risk Quantification Issues ............................................................................................................. 137 
The Risk Profile ............................................................................................................................ 138 

Special Risk Situations ..................................................................................................................... 138 
Risk Planning Timeline ..................................................................................................................... 139 
Risk Management Best Practices ..................................................................................................... 140 
Risk Management Themes............................................................................................................... 140 
Biases in Risk Management ............................................................................................................. 143 
Summary ......................................................................................................................................... 144 
Review Questions ............................................................................................................................ 145 
Review Answers .............................................................................................................................. 146 

Chapter 11 – Product Development .................................................................................................. 147 
Learning Objectives ......................................................................................................................... 147 
Introduction ...................................................................................................................................... 147 
Product Development Overview ....................................................................................................... 147 



Table of Contents 

v 

Project Risk...................................................................................................................................... 148 
Product Development Funding Decisions ......................................................................................... 148 
Expected Commercial Value ............................................................................................................ 149 
The Project Failure Rate .................................................................................................................. 150 
Target Costing ................................................................................................................................. 151 

The Basic Steps of Target Costing ................................................................................................ 151 
Value Engineering Considerations ................................................................................................ 152 
The Cost Reduction Program........................................................................................................ 153 
The Milestone Review Process ..................................................................................................... 153 
Problems with Target Costing ....................................................................................................... 154 

Impact on Inventory Levels............................................................................................................... 155 
Minimize the Number of Parts Used .............................................................................................. 155 
Eliminate Identical Parts ............................................................................................................... 155 
Design for Broad Tolerance .......................................................................................................... 155 
Match Materials Quality to Design Specifications .......................................................................... 155 
Design for Assembly ..................................................................................................................... 156 
Design around Limited Availability Components ............................................................................ 156 
Design around Lifetime Buy Decisions .......................................................................................... 156 
Reduce the Number of Products ................................................................................................... 156 
Reduce Product Options ............................................................................................................... 157 
Include Suppliers in the Design Process ....................................................................................... 157 

Inactive Product Ideas ...................................................................................................................... 158 
Transitioning to New Technologies ................................................................................................... 158 
Summary ......................................................................................................................................... 159 
Review Questions ............................................................................................................................ 160 
Review Answers .............................................................................................................................. 161 

Chapter 12 – Marketing ..................................................................................................................... 163 
Learning Objectives ......................................................................................................................... 163 
Introduction ...................................................................................................................................... 163 
SWOT Analysis ................................................................................................................................ 163 
Identifying Customer Groups ............................................................................................................ 164 
Determining the Needs of Customers ............................................................................................... 165 
Developing a Product ....................................................................................................................... 166 
Product Prototyping.......................................................................................................................... 166 
Determining Price Points .................................................................................................................. 166 

Price Skimming ............................................................................................................................ 166 
Penetration Pricing ....................................................................................................................... 167 
Premium Pricing ........................................................................................................................... 168 
Value Pricing ................................................................................................................................ 170 
Full Cost Plus Pricing.................................................................................................................... 171 

Selecting Distribution Channels ........................................................................................................ 172 
Developing a Promotional Strategy .................................................................................................. 172 
Product Life Cycle ............................................................................................................................ 175 
The Long Tail ................................................................................................................................... 177 
Cannibalization ................................................................................................................................ 177 
Customer Retention ......................................................................................................................... 178 
Winning Back Customers ................................................................................................................. 178 
Marketing Risk ................................................................................................................................. 178 

Marketing Governance Risk .......................................................................................................... 179 
Brand Repositioning Risk.............................................................................................................. 179 
Celebrity Spokesperson Risk ........................................................................................................ 179 
False Marketing Claims Risk......................................................................................................... 179 
Advertising Reduction Risk ........................................................................................................... 180 
Increased Marketing Cost Risk ..................................................................................................... 180 
Socioeconomic Change Risk ........................................................................................................ 180 
Product Recall Risk ...................................................................................................................... 181 



Table of Contents 

vi 

Incorrect Segment Popularity Risk ................................................................................................ 181 
Promotion Budgeting ........................................................................................................................ 181 
Summary ......................................................................................................................................... 182 
Review Questions ............................................................................................................................ 183 
Review Answers .............................................................................................................................. 184 

Chapter 13 – Sales ............................................................................................................................. 185 
Learning Objectives ......................................................................................................................... 185 
Introduction ...................................................................................................................................... 185 
Relationship-Based Sales ................................................................................................................ 185 
Customer Relationship Management Systems ................................................................................. 186 
The Sales Cycle ............................................................................................................................... 187 
Inbound and Outbound Telemarketing.............................................................................................. 188 
The Revenue Budget ....................................................................................................................... 188 
Analysis of the Revenue Budget ....................................................................................................... 191 
Sales Pacing .................................................................................................................................... 192 
The Impact of Bottlenecks on Sales ................................................................................................. 192 
Incorrect Forecasting Risk ................................................................................................................ 194 
Customer Loss Risk ......................................................................................................................... 194 
Contracting Economy Risk ............................................................................................................... 194 
Summary ......................................................................................................................................... 195 
Review Questions ............................................................................................................................ 196 
Review Answers .............................................................................................................................. 197 

Chapter 14 – Operations Management ............................................................................................. 199 
Learning Objectives ......................................................................................................................... 199 
Introduction ...................................................................................................................................... 199 
Constraint Analysis .......................................................................................................................... 199 

Constraint Analysis Operational Terminology ................................................................................ 200 
Overview of Constraint Analysis.................................................................................................... 200 
The Cost of the Bottleneck ............................................................................................................ 202 
Local Optimization ........................................................................................................................ 202 
Constraint Analysis Financial Terminology .................................................................................... 203 
Constraint Analysis from a Financial Perspective .......................................................................... 204 
The Constraint Analysis Model ..................................................................................................... 204 
The Decision to Sell at a Lower Price ............................................................................................ 206 
The Decision to Outsource Production .......................................................................................... 207 
The Capital Investment Decision................................................................................................... 207 
The Decision to Cancel a Product ................................................................................................. 209 

Quality Management ........................................................................................................................ 210 
Types of Quality ........................................................................................................................... 210 
Costs Impacted by Quality ............................................................................................................ 211 
Ways to Improve Quality ............................................................................................................... 211 

The Produce to Forecast (Push) System .......................................................................................... 212 
The Produce to Order (Pull) System ................................................................................................. 213 

Fast Equipment Changeovers ....................................................................................................... 214 
Kanban Notifications ..................................................................................................................... 215 
First-Pass Quality ......................................................................................................................... 215 

Unique Operational Capabilities ....................................................................................................... 216 
Summary ......................................................................................................................................... 216 
Review Questions ............................................................................................................................ 218 
Review Answers .............................................................................................................................. 219 

Chapter 15 – Supply Chain Management ......................................................................................... 221 
Learning Objectives ......................................................................................................................... 221 
Introduction ...................................................................................................................................... 221 
Sole Source Inventory Purchases..................................................................................................... 221 



Table of Contents 

vii 

Supplier Assessment ....................................................................................................................... 222 
Enhanced Supplier Relations ........................................................................................................... 222 
Foreign Sourcing Considerations ..................................................................................................... 223 
The Lead Supplier ............................................................................................................................ 224 
The Stable Production Schedule ...................................................................................................... 224 
Automatic Supplier Replenishment ................................................................................................... 224 
The Total Inventory Concept ............................................................................................................ 225 
Supply Chain Buffer Stock Reduction ............................................................................................... 226 
Reduce Supplier Delivery Times ...................................................................................................... 226 
Aggregate Deliveries with Freight Forwarders .................................................................................. 227 
Suppliers Own On-Site Inventory ..................................................................................................... 227 
Reserve Supplier Capacity ............................................................................................................... 228 
Vertical Integration ........................................................................................................................... 228 
Supply Chain Cooperation................................................................................................................ 228 
Supply Chain Configuration Issues ................................................................................................... 229 
Supply Chain Risk ............................................................................................................................ 230 

Cross-Firm Effects of Supply Chain Disruptions ............................................................................ 231 
Supply Chain Risk Mitigation Techniques ......................................................................................... 231 
Summary ......................................................................................................................................... 232 
Review Questions ............................................................................................................................ 233 
Review Answers .............................................................................................................................. 234 

Chapter 16 – Recruiting and Hiring .................................................................................................. 235 
Learning Objectives ......................................................................................................................... 235 
Introduction ...................................................................................................................................... 235 
Job Specifications ............................................................................................................................ 235 
Recruitment Marketing ..................................................................................................................... 236 
Broadcasting .................................................................................................................................... 237 

Refining the Broadcasting Concept ............................................................................................... 237 
Broadcasting for Bulk Hiring.......................................................................................................... 237 
Blind Ads ...................................................................................................................................... 238 

The Search Firm .............................................................................................................................. 238 
Recruitment Management ................................................................................................................ 239 
General Hiring Principles .................................................................................................................. 240 

The Hiring Priority ......................................................................................................................... 240 
Respect for Candidates ................................................................................................................ 240 

Resume Analysis ............................................................................................................................. 241 
Telephone Screening ....................................................................................................................... 242 
Interview Preparation ....................................................................................................................... 242 
Interview Questions.......................................................................................................................... 243 
Applicant Testing ............................................................................................................................. 246 
Reference Checks ........................................................................................................................... 246 
Background Checks ......................................................................................................................... 247 
Applicant Evaluation......................................................................................................................... 248 
The Job Offer ................................................................................................................................... 250 

Discuss with the Candidate ........................................................................................................... 250 
Compensation .............................................................................................................................. 250 
Speed........................................................................................................................................... 251 
Verbal Offer .................................................................................................................................. 251 
Offer Deadline .............................................................................................................................. 251 
Negotiations ................................................................................................................................. 251 
Offer Letter ................................................................................................................................... 252 

Summary ......................................................................................................................................... 252 
Review Questions ............................................................................................................................ 253 
Review Answers .............................................................................................................................. 254 

 



Table of Contents 

viii 

Chapter 17 – Building and Managing Teams .................................................................................... 255 
Learning Objectives ......................................................................................................................... 255 
Introduction ...................................................................................................................................... 255 
What is a Team? .............................................................................................................................. 255 
When to Use a Team ....................................................................................................................... 256 
When Not to Use a Team ................................................................................................................. 256 
Types of Teams ............................................................................................................................... 257 

Recommendation Teams .............................................................................................................. 257 
Ongoing Activity Teams ................................................................................................................ 257 
Design Teams .............................................................................................................................. 258 
Management Teams ..................................................................................................................... 258 
Customer Account Teams ............................................................................................................ 258 

Types of Team Players .................................................................................................................... 259 
Issues Impacting Ineffective Teams .................................................................................................. 260 
Identification of Team Members ....................................................................................................... 261 
Team Sizing ..................................................................................................................................... 261 
The Statement of Work .................................................................................................................... 262 
Team Structure ................................................................................................................................ 262 
Team Direction................................................................................................................................. 262 
Work Assignments ........................................................................................................................... 263 
The Workload .................................................................................................................................. 263 
Team Transitions ............................................................................................................................. 263 
Communication Systems .................................................................................................................. 264 
Conflict Resolution ........................................................................................................................... 264 
Dealing with Counterproductive Behavior ......................................................................................... 265 
Internal Conflict Resolution............................................................................................................... 265 
Team Duration ................................................................................................................................. 266 
Team Termination ............................................................................................................................ 266 
Management Style ........................................................................................................................... 266 
Management Behavior ..................................................................................................................... 267 
The Decision Making Process .......................................................................................................... 268 
Consensus Building ......................................................................................................................... 269 
Causes of Faulty Decisions .............................................................................................................. 269 

Group Pressure ............................................................................................................................ 270 
Conformity .................................................................................................................................... 270 
Decision Cascades ....................................................................................................................... 270 
Polarization .................................................................................................................................. 270 
Confidence ................................................................................................................................... 270 

Keys to Team Success..................................................................................................................... 270 
Summary ......................................................................................................................................... 271 
Review Questions ............................................................................................................................ 272 
Review Answers .............................................................................................................................. 273 

Chapter 18 – Business Ethics ........................................................................................................... 275 
Learning Objectives ......................................................................................................................... 275 
Introduction ...................................................................................................................................... 275 
The Nature of Ethics ........................................................................................................................ 275 
Ethical Frameworks.......................................................................................................................... 276 
Consequentialism vs. Deontology..................................................................................................... 277 
The Stakeholder Perspective ........................................................................................................... 279 
Situations Involving Ethical Challenges ............................................................................................ 279 
Ethical Oversights ............................................................................................................................ 281 
Ethical Analysis ................................................................................................................................ 281 
Integration of Ethics into the Organization ........................................................................................ 282 
Summary ......................................................................................................................................... 282 
Review Questions ............................................................................................................................ 284 
Review Answers .............................................................................................................................. 285 



Table of Contents 

ix 

Chapter 19 – Business Strategy ....................................................................................................... 287 
Learning Objectives ......................................................................................................................... 287 
Introduction ...................................................................................................................................... 287 
Strategy Overview ............................................................................................................................ 287 
The Imitation Trap ............................................................................................................................ 289 
Differentiation ................................................................................................................................... 290 
Types of Strategies .......................................................................................................................... 290 
Blue Ocean Strategy ........................................................................................................................ 292 
Portfolio Analysis ............................................................................................................................. 292 
Strategic Analysis Tools ................................................................................................................... 294 

Value Chain Analysis .................................................................................................................... 294 
Experience Curve ......................................................................................................................... 294 
Scenario Planning ........................................................................................................................ 296 

Strategic Fit...................................................................................................................................... 296 
Planning versus Strategy ................................................................................................................. 296 
Summary ......................................................................................................................................... 297 
Review Questions ............................................................................................................................ 298 
Review Answers .............................................................................................................................. 299 

Chapter 20 – Managerial Economics ................................................................................................ 301 
Learning Objectives ......................................................................................................................... 301 
Introduction ...................................................................................................................................... 301 
What is Managerial Economics? ...................................................................................................... 301 
Opportunity Costs ............................................................................................................................ 301 
Implicit Costs ................................................................................................................................... 302 
Marginal Analysis ............................................................................................................................. 302 
The Supply and Demand Concept .................................................................................................... 303 
The Impact of Price Restrictions ....................................................................................................... 305 
Elasticity of Demand ........................................................................................................................ 307 
Factors Impacting Price Elasticity ..................................................................................................... 308 
Cross-Price Elasticity of Demand ..................................................................................................... 309 
Advertising Elasticity of Demand ...................................................................................................... 309 
Short-Term and Long-Term Decisions .............................................................................................. 310 

Productivity ................................................................................................................................... 310 
The Automation/Labor Tradeoff .................................................................................................... 311 
The Outsourcing/ Internal Labor Tradeoff ...................................................................................... 312 
Long-Term Cost Variability ........................................................................................................... 313 

Fixed Cost Effects ............................................................................................................................ 313 
Sunk Cost Effects ............................................................................................................................ 313 
Economies of Scale ......................................................................................................................... 314 
Economies of Scope ........................................................................................................................ 314 
Summary ......................................................................................................................................... 315 

Glossary ............................................................................................................................................. 319 

Index .................................................................................................................................................. 325 
 
  




