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ECONOMICS 500

(Managerial Economics)
Spring 2008
Professor:
Dr. Junsoo Lee
Course:
EC 500

Office: 
263 Alston Hall

Phone:

205-348-8978 (Office)



205-366-1980 (Home)

Office Hours: Monday and Wednesday, 1:30 – 3 PM or by appointment

E-mail:
jlee@cba.ua.edu
Web Site:
http://www.cba.ua.edu/~jlee  (personal homepage)




http://www.cba.ua.edu/~jlee/ec500.htm (lecture notes home page)

COURSE OVERVIEW, OBJECTIVE & LEARNING OUTCOMES
· EC500 “An introduction to the foundations of both micro- and macroeconomic analysis, including consumer demand, production and cost analysis, price determination, and macroeconomic theory and policy.  Emphasis is on the theory of the firm.”  - UA Catalog

· The first component of the course is microeconomic analysis.  Managerial Economics is a core course aimed at presenting and developing a microeconomic approach to business decisions.  The concepts and problems are analyzed from the perspective of the firm and the managers' decisions.  Emphasis is thus placed on the study of the production process and the analysis of interactions in markets, both with the customers and the rival firms.  - Fernando Branco
· In today's dynamic economic environment, effective managerial decision making requires timely and efficient use of information.  Managerial Economics is the application of economic theory and methodology to managerial decision making problems within various organizational settings such as a firm or a government agency.  The purpose of this course is to provide students with a basic understanding of the economic theory and analytical tools that can be used in decision making problems.  

· Students who successfully complete the course will have a good understanding of economic concepts and tools that have direct managerial applications. The course will sharpen their analytical skills through integrating their knowledge of the economic theory with decision making techniques.  Students will learn to use economic models to isolate the relevant elements of a managerial problem, identify their relationships, and formulate them into a managerial model to which decision making tools can be applied.  Among the topics covered in the course are: price determination in alternative market structures, demand theory, production and cost functions, and decision making under uncertainty.  In addition, the course will provide a basic introduction to econometric analysis and its role in managerial decision making.  - S. Atri

· The second component of the course is macroeconomic analysis.  In macroeconomics, we examine the determination of income, employment, the price level, interest rates and exchange rates in the economy.  We narrow down our focus on the issues in open economy, mostly related to movements of exchange rates.  Exchange rates affect business decision in this global economy.  We investigate issues of foreign trade and macroeconomic policy.   
· The third component of the course is regression/forecasting analysis.  The goal of the component is for the student to learn how to conduct empirical studies for demand analysis and other issues in economics, finance and related fields.  The mathematics of econometrics will be introduced only as needed and will not be a central focus.  
Prerequisites
· The prerequisites for this course are Microeconomics and Macroeconomics.  A background of basic Algebra is needed as well.  Thus, students taking this course are expected to have had some exposure to economics and be comfortable with basic algebra.  Some knowledge of calculus would also be helpful although not necessary.  This course does use some mathematics and calculus but I will review and develop with you any calculus used in this course.  Emphasis is on being able to use the methods effectively, and on understanding the methods, their appropriateness, and their limitations.  

MOTIVATION

· Businesses face important decisions every day and it is the job of managers at all levels to choose among the options available to further the goals of the organization.  

· Managerial economics is a collection of concepts and methods that help managers make these decisions.  These methods are not foolproof.  Success sometimes depends upon luck, but thinking like an economist will often allow you take full advantage of lucky opportunities that arise and allow you to minimize the impact of bad luck.  Creative ideas are also a key to success; they are necessary but not sufficient.  Again thinking like an economist will allow you to capitalize on creativity.  

· What are some of these decisions that so importantly affect firms?  Should we enter a new line of work or introduce a new product or service?  Should we vertically integrate upstream or downstream?  Should we diversify?  How should we price our products?  Can we charge different prices to different customers?  Why?  How?  How do we address regulatory constraints?  Should we take them as given or be proactive?  If so, how?  All these decisions affect the profitability of the firm and hence its ability to grow and survive.  - Chris Decker

· By the end of this class you should be familiar with the basic tools of managerial economics and be able to apply them to questions like those just mentioned. 

METHOD OF INSTRUCTION

· The course will be given primarily through lecture and class discussion.  Each student is strongly encouraged to participate in class discussion and responsible for coming to the class prepared to contribute substantively to the class discussion.  Classroom participation is a vital part of this course. 
· Generally, an analysis of the readings will be used to guide our discussion, but the format will be free-flowing and may vary considerably.  In each lecture, we collectively share ownership and responsibility for the success of the course.  
· A minimum requirement for each class meeting is to have read the assigned material from the reference books (and articles), and to express opinions, comments, and insights relative to the discussion topic.  Students are also expected to participate in all class activities.  Excessive tardiness and absenteeism will negatively affect your contribution grade. 

COURSE COMPONENTS 
There will be two mid-term exams and one final exam.  Quizzes will be also given from time to time with or without prior notice.  Students will also submit homework assignments each week on the assigned readings.  Homework assignments will include hands-on data analysis exercises. 

Textbooks

Required 

Michael R. Baye.  "Managerial Economics and Business Strategy."  Sixth Edition, ISBN 0-07-337568-3  McGraw-Hill Irwin, 2008.
TERM PAPERS & PERIODIC ASSIGNMENTS

1.  “ECONOMIC WAY OF THINKING” PROJECT

Each student is required to write a one-page report with a good example of how economics is applied to everyday life.  For instance, Professor Daniel Hamermesh explains:

September 11, 2006 — My seven-year-old granddaughter called me to tell me that she just lost her 8th tooth.  I asked her how much the Tooth Fairy is paying these days, and she told me the price is $2.  When I was a kid, I got 10 cents.  Even with inflation since 1950, my 10 cents is the equivalent of only 84 cents today, meaning that the Tooth Fairy is now paying more than twice as much as in 1950.  The question is why?   My guess is that the decline in the birth rate in the last 40 years has reduced the number of little kids losing teeth, thus decreasing the supply of teeth.  Assuming Tooth Fairies haven’t changed their behavior, the supply curve has moved leftward and up the demand curve, reducing the number of teeth that Tooth Fairies buy and raising the price per tooth, as the evidence suggests.

More examples can be found at:

http://www.eco.utexas.edu/faculty/Hamermesh/EconThought.htm
Students are required to write the report TWICE.  The first report is due February 27 and the second report is due May 2.  The report, which should be typed (double-spaced), should not exceed two pages.  
2.  “BUSINESS OUTLOOK” BI-WEEKLY REPORT

Each student is required to read the column, “BUSINESS OUTLOOK” in Business Week, and write an executive summary, not exceeding a half page, on the economic issues discussed in this column.  
My TA will send a pdf file every other week, and the report is due on the following Monday. 

http://www.businessweek.com/




GRADING POLICY 

Two Mid-term exams 



200 pts 

Final exam 




150 pts
Quiz & Assignments 


              70 pts

Term Papers & Periodic Assignments
  50 pts
Class participation 


  
  30 pts

Total 





500 pts
Exams consist of a combination of multiple choice and essay type questions.  The essay questions involve diagrams and/or equations emphasizing material covered in the lectures.  The midterm exams cover new material only, while the final exam is comprehensive.

Make-up exams will not be given unless the student has a medical or other serious reason, in which case the student must be able to obtain a letter including a signature and telephone number.  Points will be deducted for late assignments.  Calculators may be used on exams, but may not be shared.  All exams are closed book and no notes allowed.  

There will be homework assignments from time to time.  Assignments will be distributed in class or on-line.  Recommended end-of-chapter problems will be discussed in class as time permits.  
Students are required to attend classes regularly and actively participate in all classroom activities.  All class assignments must be handed in on time.  

COURSE OUTLINE
Part I.  Managerial Economics (textbook)
1. Introduction: The Fundamentals of Managerial Economics (chapter 1)

2. Market Forces: Demand and Supply  (chapter 2)

3. Demand and Elasticities  (chapter 3)

4. Theory of Individual Behavior (chapter 4)

5. Production and Costs  (chapter 5)

6. Firms vs. Markets  (chapter 6)

7. Nature of Industry (chapter 7)

8. Managing in Competitive and Monopolistic Markets  (chapter 8)

9. Managing in Oligopolistic Markets  (chapter 9)

10. Strategic Interactions and Game Theory (chapter 10)

11. Pricing Strategies for Firms with Market Power (chapter 11)
Part II.  Macroeconomics (handouts)
1. Business Outlook, Business Week
2. Macroeconomics; a few chapters
