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MSIS: Managerial Economics and Finance

Edward Rice
Spring 2003

Offices: Mackenzie 338
Phone: (206)-543-4480

Emails: erice @u.washington.edu



This course has several purposes.  First, it teaches the student the fundamental principles of microeconomics, the theory of individual markets and individual agents, and corporate finance, which applies this theory to uncertain environments across time.  Second, it shows the student how these principles can be applied to managerial decisions and firm optimization.

 

     At the end of this class, a student should

1. Understand how to frame business problems to help maximize a desired objective

2. Be able to evaluate and interpret public policy discussions about economic matters more critically and sensibly

3. Understand how his/her own decision-making affects the business of which he/she is a part, 

4. Understand how the business of which he/she is a part fits into the overall economy and creates value,

5. Have a working knowledge of the basic tools of financial decision-making, including present value and the risk and return tradeoff

6. Be able to think like an economist, or at least understand the way in which economists analyze problems.

Books

The main reading books for the course should all be on reserve in the business administration library, except that some of the editions may not be the current ones.  The books are as follows:

 
(S) E. Silberberg, Principles of Microeconomics (2nd Edition) – Several chapters of this book will be required reading for the microeconomics part of the class.


(H) R. Higgins, Analysis for Financial Management (7th Edition) – Most of this book will be required reading.


In addition, R. Brealey and S. Myers, Principles of Corporate Finance (7th edition) is recommended for students who are seeking more depth of analysis in Finance.  This book is a classic text that incorporates all that is in this class, at a somewhat more advanced level, and many more topics.  

Required Work and Evaluation

     Students should read the required material to be covered in the day's lecture before class.  

     Grading in this component will be based on a Final exam, class participation, group outlines, and homeworks.  These will count as follows:

                    Take-Home Final                 
60%

                    Homeworks      


20%

                    Attendance and Participation 
10%

        Group Discussion Outlines
10%.

     Homeworks must be handed in.  The homework assignments will be graded with one of three grades: G, S, and U.  G, for "Great," will be given only for outstanding insight and explanation in a homework.  U, for "Unsatisfactory," will be given when a student did not put forth enough effort to learn what the homework was designed to teach.  Almost all homeworks will receive some form of an S, for "Satisfactory," as their grade.  Within the S grade, an S+ will be given for an entirely correct (or virtually entirely correct) solution to the homework problem; an S- will be given for a solution with extremely severe errors; and an S will be given for everything between S+ and S-.  Only a single question on a particular homework will be graded.  I will randomly select this question after you submit your answers.

     The purpose of the homeworks is to ensure that you achieve some basic computational competence in the subject matter and that you struggle with some of the material enough to operationalize it.  How correct your answers to the homework are is not my primary concern; my primary concern is that you do the homework!  Thus, you will be severely penalized in my evaluation if you do not do homeworks (or you do them so poorly that you do not get to the point where you have to face the key concepts the homework is designed to teach).  You will not be severely penalized for doing homeworks relatively poorly.

     The examination questions will require a student to apply the course material to real situations.  Unlike some questions, which ask for regurgitation of the professor's lecture notes, these questions will attempt to test how well you can apply the concepts of the course to unstructured new problems.  They will thus test whether you can discern the correct concepts to apply, as well as whether you can apply these concepts correctly.  

     Students will also be asked to work on two discussion questions that will be distributed throughout the quarter.  These questions will require application of microeconomic or finance principles to real situations.  Students should think about answers and discuss the questions in their study groups before class.  Each study group team will be required to submit the outline of a suggested answer in 1 or 2 pages (I will not read past page 2).  The answers should make precise use of economic and financial tools.  During class, approximately fifteen minutes will be devoted to student suggestions about answers to the questions.  I will supply my answer after the student discussion.

Tentative Course Outline

I. Introduction – 1/2 Session

The professor sets the tone for the class, goes over the student requirements and responsibilities, and introduces the students to the subject matter.  The basic Supply and Demand model is set up.

Readings:  (S) Chapter 1

II. Time Value of Money and the Value of the Firm – 1½ Sessions
Key Concepts: Discounting, Cash Flows, Present Value, Future Value, Annuity, Arbitrage, Compounding, Compounding Period

Readings:   (H) Ch. 7

Homework:  The Basics of discounting (due April 26)

III. Capital Budgeting – 2 Sessions

Key Concepts: Net Present Value, Cash Flow, Opportunity Cost of Capital, Internal Rate of Return, Payback, Accounting Rate of Return, Mutually Exclusive Projects, Independent Projects

Readings:   See II

Homework: Should we take the Project? (due April 30)

IV. Bond and Stock Valuation  -- 2 Sessions

Key Concepts: Coupon rate, Current Yield, Yield to Maturity, Stock Markets, Earnings, Dividends, Risk Adjusted Discount Rate, Price-Earnings Ratios, Efficient Markets

Readings:   (H) Ch. 5

Homework: Stock and Cash Flow Values (due May 10)

V. Competitive Model: Industry Demand and Elasticity — 1 Session

Key Concepts: Supply and Demand model, Law of Demand, marginal, demand curve estimation, price elasticity of demand, income elasticity of demand 

Readings:   (S) Ch. 2 and 3

Discussion Question: Drugs and Street Crime (due May 17)

VI. Costs and Supply –2 Sessions

Key Concepts: Opportunity Cost, Marginal Cost, Average Cost, Factors of Production, Economies of Scale, Economic Profit  

Readings:  (S) Ch. 4, 6, and 8

VII. Equilibrium –2 Sessions

Key Concepts: Equilibrium, Shifts in Quantities vs. Shifts in Curves, Shortages, Surpluses, Price Controls, Comparative Statics, Zero Profit Theorem, Economic Surplus

Readings:  (S) Ch. 5

Homework: Demand and Supply in Competition (due June 4)

VIII. Monopoly – 2 Sessions

Key Concepts: Marginal Revenue, Price Discrimination, Regulation, Antitrust, Cartels

Readings:   (S) Chapter 11 and 12

Homework: Monopoly Pricing (due June 7)

IX. Risk and Return – 2 Sessions

Key Concepts: Portfolio, Portfolio Risk, Individual Security Risk, Diversification, Average return, Standard Deviation of Return, Correlation and Covariance of Returns, Capital Asset Pricing Model, Weighted Average Cost of Capital, Leverage

Readings:   (H) Ch. 8 and Ch. 6

Discussion Question: Internet Firms, Monopoly, and Losses (due June 7)

Final Exam – Take-Home Due June 12 at 5 PM

