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Professor:  Dr. Tom Kelly

Phone: (254) 710-4146

Email: Tom_Kelly@Baylor.edu
COURSE DESCRIPTION:


This course presents the fundamental concepts of micro and macro economics and integrates them from a managerial decision-making perspective.  Emphasis is placed on real world influences and policy perspectives that bridge the gap between theory and reality.  Understanding these basic economic concepts will enable managers of resources to better understand how to achieve organizational or enterprise goals by applying economic theory and methodological techniques in both industry and global environments. 

COURSE OBJECTIVES:
The following are the general course objectives.  More specific objectives are listed within the schedule.  At the end of the course each student should be able to:

A. Understand how markets operate, including the role of competitive market forces affecting consumer demand and producer supply and their influence on prices and income.

B. Understand the effects on firm pricing strategies and other firm conduct and performance of various industry market structures, including the influence of imperfect competition.

C. Understand the role of influences affecting aggregate expenditure on goods and services, including the role of the central bank and financial markets. 

D. Understand international balance of payment issues and their impact on foreign markets and exchange rates.

E. Be able to integrate micro and macro economic analysis to develop a competitive strategy in a global economy.
REQUIRED TEXT and WEBSITES:  


Paul G. Farnham, Economics for Managers, Pearson Prentice-Hall, 1st edition.  

Text web link:  www.prenhall.com/farnham
METHODOLOGY:
Text content integrated with discussions that focus on applications of economic concepts.  Student progress will be measured via written assignments, in-class quizzes on assigned chapters, and faculty assessment of in-class contributions to class discussion.  Approximately two-thirds of the class is devoted to microeconomic analysis and one-third to macroeconomic analysis.  At the end we will review two cases in chapter 16 that show how macro and micro analysis are combined in management decision-making.
Class Topics and Assignments:  As preparation for class read each chapter prior to attending class.  Also, prepare the related assignments (some are written; others require advanced preparation if asked to present views in class.  For each chapter go to the text web site www.prenhall.com/farnham and take the multiple choice self test and review the sample discussion questions for each chapter.  Some of these questions will be on the in-class exams.
Chapter 1:  Brief Overview:  Managers and Economics  

Case for analysis:  Micro and Macro Economic Influences in Brazil
Learning Objectives:  To distinguish between macro- and micro-economic issues affecting management decisions.  Specific issues:

· The role of prices as signals in microeconomics

· Relative prices and allocation of resources

· The continuum of market structures

· The competitive versus monopoly extremes

· Monopolistic competition and oligopoly

· The goal of profit maximization

· Macroeconomic influences on managers

· The circular flow of income

· Factors affecting macroeconomic behavior

· Monetary v. fiscal policy

· The influence of changes in the foreign sector

Review the technical and application questions at the end of chapter 1 for class discussion. 

Related web assignment:  find and copy two news articles:  one article related to microeconomics and one article related to macroeconomics.  Summarize each article’s 

topic and conclusions in brief written form.  

Chapter 2:  Demand, Supply, and Equilibrium Prices  

Case for analysis:  The Copper Limbo  

Learning Objectives:  The review market concepts as follows:

· The goals and constraints of market participants.

· The link among markets in the circular flow of income.

· The determinants of demand for the individual versus the market.

· The determinants of supply.

· The role of market clearing equilibrium v. surplus and shortages.

· The determinants of disequilibrium pricing.  
Exercises:  Write answers to technical questions 3-5 at the end of the chapter.  Be able to answer in class application questions 3-5 at the end of the chapter. 

Related web assignment:  Log on to www.cnn.com or www.msnbc.com and search under 
key words “crude oil prices.”  Find an article that discusses recent changes in the price 
of crude oil.  Summarize the topic and prepare a brief written summary of reasons given by
the article for changes in oil prices.  Relate to a diagram of supply and demand to illustrate 
this impact.  
	Chapters 3 & 4: Demand Elasticities and Estimation

Case Study on Higher Fuel Prices (Chapter 3)

Case Study on GM Automobile Demand (Chapter 4)

Learning Objectives:  To understand the following concepts:

· The concept of price elasticity and effect on total revenue 

· Patterns and determinants of consumption.

· Qualitative and non economic approaches.  

· Estimating consumer demand using economic approach.

    

	Related assignment:  Review the technical and application questions at end of chapter 3 for 
class discussion.  Examine statistical results for question 5 on page 121, write down and be 

able to discuss answers in class.
  


Chapter 5:  Production and Cost Analysis in the Short Run

Case Study on Production and Cost Analysis in the Fast Food Industry
Learning Objectives:  To understand and apply the following:

· The short-run versus long-run production function

· The law of diminishing returns

· The determinants of labor productivity.

· Productivity changes across industries and over time.

· Explicit versus implicit costs.

· Accounting versus economic profit.

· The importance of opportunity costs.

· Relationship between total, average, and marginal costs.

· Real world estimates of marginal costs curves.

· The implication of constant or declining marginal cost curves on competitive strategy.

Related assignment:  Work technical problem 5 at end of chapter 5.  Be able to answer  questions 3, 7, and 8 in class.  Be able to discuss application questions at end of chapter in class.

Chapter 6:  Production and Cost Analysis in the Long Run

Case Study on Production and Cost Analysis in the Shipping Industry

Learning Objectives:  To understand and apply the following:

· Model of long-run production function

· The role of technology 

· The prices of inputs of production

· The role of competitive environments

· Political and legislative influences

· The long-run cost function

· Economies and diseconomies of scale

· Methods of determining the minimum efficient scale

Related assignment:  Be able in class answers to technical questions 1-4 and to all the application questions at the end of chapter 6.

Chapter 7:  Market Structure – Perfect Competition

Case Study on Competition in the Potato Industry

Learning Objectives:  To understand and apply the following:

· The model of perfect competition

· The role of profit maximization and normal profits

· Long-run adjustment through entry and exit

· Long-run optimal scale of production

· Illustrations of competitive markets.

Related assignment:  Work technical question 2 (written) and be able to answer in class the remaining technical and application questions at the end of chapter 7. 

Chapter 8:  Market Structure: Monopoly and Monopolistic Competition

Case Study on Market Power in the Local Phone Service Industry

Learning Objectives:  To understand and apply the following:

· The monopoly model

· Sources of market power: barriers to entry

· Economies of scale and mergers

· Barriers created by government

· Network externalities

· Changes in market or monopoly power

· Measures of market power

· Antitrust issues and selected cases

· Assumptions of monopolistic competition

· Short-run and long-run models of monopolistic competition

Related assignment:  Write answers to technical questions 1-7 and be able to discuss in class the application questions at the end of chapter 8.

MID-TERM EXAM ON CHAPTERS 1-8

Chapter 9:  Market Structure: Oligopoly

Case Study on Oligopoly Behavior in the Airline Industry
Learning Objectives:   To understand and apply the following:  
· Non-cooperative oligopoly models: Kinked demand curve 

· Game theory models: prisoner’s dilemma and Nash equilibrium

· Strategic entry deterrence and limit pricing

· Predatory pricing

· Cooperative oligopoly models: cartels 

· Tacit collusion and price leadership

· Effect of fixed costs on pricing and coordinate behavior

Related assignment:  Answer technical questions 1-8 and be able to discuss in class. 

Chapter 10:  Pricing Strategies for the Firm

Case Study on Restaurant Pricing Strategies

Learning Objectives:  To understand and apply the following:

· The role of markup pricing

· Business pricing strategy and profit maximization

· Price discrimination theory: first, second, and third degree

· Price discrimination strategies: personalized pricing, group pricing, lock-in and network externalities, versioning, bundling, promotional pricing, two-part pricing

· Marketing and price discrimination

· Macroeconomic conditions and pricing policies
Related assignment:  Answer technical questions and be able to discuss application questions at end of chapter 10.

Chapter 11:  Measuring Macroeconomic Activity

Case on Impact of Macro Environment on Manufacturing Firms

Learning Objectives:  To understand and apply the following:

· Measurement of GDP and the Circular Flow in an Open Mixed Economy

· Characteristics and components of GDP

· Nominal versus real GDP

· Real GDP and phases of the business cycle

· Other important macroeconomic variables, including inflation and unemployment

· Major macroeconomic policy issues

Related assignment:  Answer technical questions 1-5 and application 2 at end of chapter 11.

Chapter 12:  Spending by Individuals, Firms, and Governments on Real Goods and Services
Case on Most Recent Economic Report of the Federal Reserve to Congress
Learning Objectives:  To understand and apply the following:

· Actual versus potential GDP

· The components of aggregate expenditure

· Determinants of consumer spending and the consumption function

· Determinants of gross private domestic investment spending 

· Government policy and spending

· Determinants of net export spending

· Equilibrium income and output

· Derivation of the IS curve

· Forces shifting the IS curve

Related assignment:  Be able to discuss technical and application questions at the end of chapter 12. 
	Chapter 13: The Role of Money in the Macro Economy
Case on Recent Report of the Federal Open Market Committee
Learning Objectives:  To understand and apply the following:

· The definition and measures of the money supply

· Commercial banks and the fractional reserve system

· How banks create money

· Federal Reserve policy tools 

· The demand for money and equilibrium in the money market

· Effect of change in the money supply and money demand

· The derivation of the LM curve 

· Shifts in the LM curve and monetary policy

Related assignment:  Be able to answer technical questions and application questions 5 at the 

end of chapter 13. 

Chapter 14:  The Aggregate Model of the Macro Economy
Case on Multiple Factors that Influence Economic Activity

Learning Objectives:  To understand and apply the following:

· The IS-LM framework and comparative equilibrium

· Forces shifting the IS and LM curves

· Fiscal and monetary policy implementation and interaction

· Derivation of aggregate demand 

· Derivation of short-run aggregate supply

· The long-run aggregate supply curve and potential GDP

· The link between potential GDP and the NAIRU

· The impact of macro changes on managerial decisions

Related assignment:  Be able to answer technical questions and discuss application questions at the end of chapter 14.  Visit web site at www.econlinks.com for update on state of economy.



	Chapter 15:  International Issues in the Macro Economy

Case on U.S. Trade Deficit
Learning Objectives:   To understand and apply the following:

· The international balance of payments

· Equilibrium in the open economy

· The foreign exchange market

· Exchange rate systems

· The dollar versus the euro and effects on management decisions

· Fixed exchange rates and fiscal crisis

· Policy effects of fixed versus flexible exchange rate systems

· Policy effectiveness with different exchange rate regimes

Related assignment:  Be able to answer technical questions at end of chapter 15.  
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