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This course provides an intensive overview of the economic analysis of firms, industries, and markets.  The overriding general constraint is the scarcity of resources.  We examine the rationales for decisions by individual buyers and sellers, as well as how these decisions are aggregated through markets.  Among other things, we explore the forms that competition can take, the role of industry structure, and the influences of government policies.

The course is intended to provide the participants with tools and conceptual frameworks that they can use to better understand and analyze business decision-making and the market and government-policy environment within which businesses operate.  In addition, the course develops analytical tools and logic that are useful in the study of finance, marketing and other business areas.

The topics covered in the sessions are shown in the accompanying outline.  Participants are asked to examine all reading assignments before the class meeting.   Almost all of the reading is in the textbook for the course:

Managerial Economics & Business Strategy, Fifth Edition by Michael R. Baye (Irwin McGraw-Hill, 2006).

It is important that you gain the ability to use and apply the concepts and tools developed in the course.  The best way to do this is to practice actively.  A number of problem sets will be distributed, with suggested answers attached.  The problem sets are for your use in your efforts to master the material; answers need not be turned in.  Discussing the answers in your study group is valuable.  In addition, questions and problems in the textbook are another source of practice items.  (Note:  If the entire chapter is assigned, then all Questions and Problems at the end of that chapter are relevant.)

Copies of the basic slides used in the class sessions will be distributed at the beginning of the discussion of each topic.    

Course Requirements and Evaluation

Evaluation is based on the following items, with weights and sessions noted.

In-class quiz #1, session 4






17%

In-class quiz #2, session 6






33%

Take-home quiz #3, distributed during session 7



20%

Take-home quiz #4, distributed during session 9



20%

Contributions to class discussion (quality more than quantity)

10%

For the first in-class quiz, each participant is permitted to bring one sheet of paper (8½ by 11 inches) with notes on both sides, to refer to during the quiz.  For the second in-class quiz, each participant is permitted to bring two sheets of paper (8½ by 11 inches) with notes on both sides, to refer to during the quiz.    

Otherwise, the quizzes are closed-book.

Tutor

Ms. Elif Sisli will serve as tutor for the course.  Her tutoring hours and location will be announced.  Her e-mail address is esisli@stern.nyu.edu

Blackboard Web Site

I will maintain a web site for the course using Blackboard.  The web site will include announcements and downloadable files with nearly all class handouts.

SESSION 1:  INTRODUCTION AND DEMAND ANALYSIS

November 5, AM

Topical Outline
Introduction

Managing a monopoly:  key concerns

Determinants of quantity demanded by an individual consumer [or user firm]


Product price


Buyer income [or quantity of user-firm output]


Substitutes and complements


Preferences and the role of advertising [or technologies available to user firm]

Market demand

Consumer surplus

Responsiveness:  elasticities

Required Preparation
Baye, chapter 1. 

Baye, pp. 36-45.  [Relevant Problems on pp. 66-71 are 1, 4, and 5.]

Baye, pp. 73-95 and 107-108 (Answering the Headline).  [Relevant Problems on pp. 109-116 are 1, 2, 3, 4, 5, 6, 9, 11, 12, 13, 14, and 19.]

SESSION 2:  CONSUMER DECISION-MAKING; COST ANALYSIS

November 18, AM

Topical Outline
Behind individual buyer decisions


Indifference curves


Budget constraint


Change in product price:  substitution effect and income effect

Opportunity cost:  explicit and implicit

Generic cost analysis:  short-run


Total, fixed, and variable costs


Average and marginal costs

Generic cost analysis:  long run


Economies of scale


Economies of scope


Learning economies

Required Preparation

Baye, chapter 4 (omit Figure 4-10 and the sentence in the text on p. 131 describing it).

Baye, pp. 157-158 and 177-192.  [Relevant Problems on pp. 193-200 are 4, 6, 7, 8, 14, 15, and 16.]

SESSION 3:  PROCURING INPUTS; PRINCIPAL-AGENT ISSUES

November 19, AM

Topical Outline:

The firm:  acquiring and using resource inputs


Transaction costs


Specialized investments


Opportunism


Spot exchange, long-term contract, vertical integration

Principal-agent problems


Owners and managers


Managers and workers

Required preparation:

Baye, Chapter 6 (including Appendix).

SESSION 4:  MONOPOLY:  USING SELLER’S MARKET POWER

December 2, PM

First 35 minutes:  In-class quiz # 1 (covers material in Sessions 1, 2, and 3)

Topical Outline
Industry analysis

Monopoly:  structural conditions

Profit maximization


Uniform price to all buyers


Perfect (or first-degree) price discrimination


Group or segment (or third-degree) discrimination


Two-part pricing


Block pricing


Advertising

Bundling

Required Preparation
Baye, Chapter 7.

Baye, pp. 280-294 and 302-304.  [Relevant Problems on pp. 306-312 are 4, 8, 12, 13, 16, 17, and 19.]

Baye, pp. 397-401, 404-421, and 426 (Answering the Headline).  [Relevant Problems on pp. 427-432 are 3, 4, 5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15, 16, and 18.]

SESSION 5:  COMPETITIVE INDUSTRY:  NO MARKET POWER

December 3, PM

Topical Outline
Perfect competition:  structural conditions

Firm profit maximization

Individual firm supply curve

Market supply curve


Short run


Long run

Responsiveness:  price elasticity of supply

Producer surplus

Demand and supply


Competitive market equilibrium


Dynamics:  supply shift, demand shift; short run and long run

Required Preparation
Baye, pp. 267-280.  [Relevant Problems on pp. 306-312 are 1, 2, 9, 10, and 18.]

Baye, pp. 35 (Headline), 45-54, and 59-64.  [Relevant Problems on pp. 66-71 are 3, 9, 10, 11, 12, 13, 15, 17, and 18.]

SESSION 6:  OLIGOPOLY AND STRATEGY:  COMPETITION AMONG A SMALL NUMBER OF FIRMS
December 16, PM

First 60 minutes:  In-class quiz # 2 (covers material in Sessions 1, 2, 3, 4, and 5; focuses on Sessions 4 and 5)  [class break will be 30 minutes earlier than usual, right after the quiz]

Topical Outline
Firm decision-making:  strategy and games

Defending sellers’ market power:  barriers to entry


Scale economies


Absolute cost advantages


Aspects of product differentiation

Required Preparation
Richard E. Caves, American Industry:  Structure, Conduct, Performance, seventh edition (Prentice Hall, 1992), pp. 22-30.

Baye, pp. 266 (Headline), 296-302, and 304-305 (Answering Headline).  [Relevant Problems on pp. 306-312 are 3, 5, 7, 11, and 14.]

Baye, pp. 316-318.

Baye, chapter 10.

SESSION 7:  OLIGOPOLY (continued); ECONOMIC EFFICIENCY

December 17, PM

Topical Outline
Oligopoly pricing


Rivalry:  prisoners’ dilemma


Coordination and repetition


Limit-pricing, predatory pricing, penetration pricing

Oligopoly:  Non-price decisions


Sequential moves in multistage games


First-mover advantage 

Economic efficiency

Distribute Take-Home Quiz #3
Required Preparation
Baye, pp. 422-426.

Baye, chapter 13 (omit pp. 487-488, sub-section “Strategies Involving Marginal Costs,” and omit question 5 on p. 494).

Luis M. B. Cabral, Introduction to Industrial Organization (MIT Press, 2000), pp. 26-29.

SESSION 8:  GOVERNMENT POLICIES CAN DESTROY EFFICIENCY

January 6, AM

Topical Outline

The effects of taxation:  Excise tax

Price ceilings

Price floors

International trade:  Gains from trade

Barriers to international trade:  tariff, import quota, other nontariff barriers

Required Preparation

Baye, pp. 47-48 (sub-section on taxes) and 54-59.  [Relevant Problems on pp. 66-71 are 2, 6, 7, 8, 14, and 16.]

Thomas A. Pugel, International Economics, 12 ed. (Irwin, McGraw-Hill, 2004):

Chapter 7 (omit section on “The Terms of Trade Effect and A Nationally Optimal Tariff,” pp. 144-148, and omit Questions 7, 8, and 10 on pp. 150-151).

Chapter 8 (omit subsection on “Quota versus Tariff for a Large Country, pp. 161-163, omit section on “How Big Are the Costs of Protection?”, pp. 170-173, and omit Questions 8 and 11 on pp. 183-184).

SESSION 9:  MARKETS MAY FAIL

January 7, AM

Topical Outline
Monopoly, competition laws, and regulation

Externalities

Resolving externalities


Internalize by expansion, acquisition, or merger


Joint private action


Government policies

Public goods

Asymmetric information, adverse selection, moral hazard, signaling, screening, and regulation

Distribute Take-Home Quiz #4
Required Preparation
Ivan Png, Managerial Economics, Second Edition (Blackwell Publishers, 2002), pp. 387-398 and 504-510.

Baye, pp. 294-296.  [Relevant Problem on pp. 306-312 is 6.]

Baye, pp. 449-455.  [Relevant Problems on pp. 467-472 are 5, 8, 11, 13, 15, and 16.]

Baye, pp. 508-532, and 537 (Answering Headline).  [Relevant Problems on pp. 538-543 are 1, 2, 3, 4, 5, 8, 9, 10, 11, 12, 13, 14, 15, and 19.]

SESSION 10:  INTRODUCTION TO MACROECONOMICS

January 20, AM

Instructor:  Fabrizio Perri

The purpose of this class is to introduce you to basic concepts and theories from macroeconomics, and in particular the macroeconomics of emerging markets, that you will find useful in your visit to Brazil and Argentina. 

Topical Outline

Monitoring an economy (i.e., how to interpret basic indicators)

Production side: Gross domestic product, capital accumulation, employment and productivity

Trade side: Aggregate demand and the current account

Policy side: Fiscal and monetary policy

Long run growth and business cycles

How emerging countries are different from developed countries and why

Required Preparation

Lecture notes which will be posted on the class Blackboard site one week before the lecture.

