PUBP720: Managerial Economics and Policy Analysis
Spring 2004

ver. 12/19/2003

Faculty: Philip Auerswald

email (preferred contact): auerswald@gmu.edu

office location: Finley 207 (office hours in Arlington 249)
tel, office: 703 993-3787

cell: 571 594-1102 (preferred)

office hours: Th 6:00 PM - 7:00PM.

course credit: 3
location: Arlington (Old campus) room 253
meeting time: Th 7:20 - 10:00pM

1st Day: January 29
course website: http://itm30.itmassociates.com/pubp720-002 [accessible after 1/12/04]

Note: I will hold an optional math review session on Thursday 1/15, 7:20-9:00PM, room
245, The attached problem set and math review sheet will give you some indication of the
material that I will cover. If you are unable to attend this additional session, I will make
arrangements to meet with you during office hours in advance of the class meeting on 1/29
to go over the material covered.

There will be no class on 1/22. My suggestion is that you use this time to meet with your
groups to go over problem set #1.

Description of the Course

OBJECTIVES

This course is an advanced survey of microeconomic theory. Its purpose is to provide a firm
microeconomic foundation for the analysis of public policies by examining the operation and
imperfections of markets. The course is intended to provide the student with the capability to
understand economic literature and theories.

COURSE OUTLINE

This course is divided into three parts. The first section focuses on the theory of the consumer,
with an ultimate aim of understanding how preferences and utility maximization lead to
consumer demand for goods and services. The second part of the course examines the theory of
production, leading toward the development of supply curves. Supply and demand are brought
together in an analysis of competitive markets and an evaluation of economic welfare. The third
part of the course then focuses on sources of market failure, including monopoly power,
externalities, public goods and imperfect information. While the course will emphasize
microeconomic theory, a number of case discussions and policy issues will be used to motivate
the material.



PUBP720: Managerial Economics and Policy Analysis, Spring 2004 page 2 of 5

AUDIENCE

PUBP720 is a core MPP course. It is also a "bridge course" into Ph.D. level microeconomics
courses for students with little prior background in economic analysis, but who are, at minimum,
comfortable with algebra.

EXPECTATIONS

Course requirements include regular attendance and participation in lectures (not graded),
completion of four problem sets (best three worth 20 percent of grade), a mid-term examination
(30 percent), and a three-hour, cumulative final examination (50 percent).

Problem sets are an essential part of this course. Problem sets will require students to go above
and beyond the material presented in class, and to apply the economic concepts to situations we
have not yet encountered in lectures.

At the start of the semester, I will assign you to a study team w/ 3-4 other individuals. Each
student in each study team must independently submit problem set answers. Assignments to
work teams will be based upon responses to a class survey administered in the first week of the
course to gauge approximate levels of prior coursework in calculus and microeconomics.
Students are expected to devote no less than 1.5 hours to the efforts of the study team per
problem set—either in person (preferable), or “virtually.” Each problem set will be assigned a
due date when issued. Because solutions are handed out on the due date, late problem sets lose
50% of the possible points. Problem sets that are more than 24 hours late are not accepted.

COMMUNICATIONS
* The course website will be
http://itm30.itmassociates.com/pubp720-002
Your initial login and password will be
login: Firstname Lastname (e.g for me: Philip Auerswald)
password. pubp720

Please access the course website during the week of 1/12-1/16. From the website you will
be able to link to the class survey. You will also be able to enter default email and
telephone contact information.

If your GMU email is not yet active, please enter a current, valid email address into
your profile on the course website.

If you have any difficulty accessing the course website or updating your contact
information, please either send an email to me (auerswald@gmu.edu) or call me (cell:
571 594-1102).

The course website is the primary means of communication for this course outside of the
classroom. If you cannot access the site, or if your contact information is not valid, you will
miss important course information.

* The best way to reach me is either by email (auerswald@gmu.edu) or cell phone (571-594-
1102). If you email a question to me that may require more than a yes/no answer (in
particular, any questions regarding assignments), please include in the message a phone

12/19/03
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number at which you can be reached during the day.

*  When submitting both problem sets and exams, please

0 Label each page with the first 5 digits of your GMU ID number ONLY. Do not put
your name on any materials submitted for a grade.

0 Put page numbers on every page.

0 If submitting material by email or the course website, please use a descriptive file
name beginning with “PUBP720” (e.g. <PUBP720 assignment-3 task-1 my-
name.doc> rather than <problem-set.doc> or, worse yet, <ver3 finalFINAL
revB.doc>).

COURSE MATERIALS

The texts for the course is Walter Nicholson, Microeconomic Theory: Basic Principles and
Extensions, 8th edition (2002). The alternate text is Robert Pindyck and Daniel Rubinfeld,
Microeconomics 5™ edition. Both texts are available at the GMU bookstore—Arlington.
Supplementary readings and cases will be available from either in a course reading packet, from
the library (via online resources), or directly from me in PDF format. If you have not done so
already, please familiarize yourself with the library’s online resources, and make sure that you
have access to Adobe Acrobat Reader. Please note the "N" below refers to the Nicholson text;
“P&R” refers to Pindyck and Rubinfeld.

Syllabus
January 15 (Thursday), 7:20-9:00PM: Math review (Arlington Room 245)

PART I: THEORY OF THE CONSUMER

1. January 29: Overview of the course; consumer preferences, indifferences curves
N: Chapters 1 and 3

in class exercise: Preferences for power and portability in the market for laptops.
assignment #1 distributed

2. February 5: Utility Functions, and Utility Maximization
N: Chapter 4
P&R: Chapter 3

3. February 12: Utility maximization, income and substitution effects

N: Chapters 5 & 6 N: Chapter 5 & 6 for next 2 lectures [pp. 136-139 optional]
P&R: Chapters 3 (continued) and 4 (appendix, pp. 139-147)

reading: Hicks (1933, chapter 1), Dasgupta (1995)

focus topic: Fertility choice.

4. February 19: Review of consumer theory, Measures of consumer welfare; assignment #1
grading
assignment #1 due; #2 distributed

12/19/03
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PART II. THEORY OF PRODUCTION AND COMPETITIVE MARKETS

5. February 26: Property Rights, Contracting and Bargaining, Production and the Theory of the
Firm

N: Chapter 11, Chapter 24 (pp. 659-669)

readings: Coase (1960), Chandler (1992), Barzel and Kochin (1992)

focus topic: Battle of the nature lovers

6. March 4: Production, costs, and profits; assignment #2 grading
N: Chapter 12 (to page 318), chapter 13 (to page 354)

P&R: Chapters 6 and 7

reading: Argote and Epple (1990)

in-class exercise: learning-by-doing in the manufacture of books

March 11: NO CLASS (Spring recess)

7. March 18: Review of assignment 2; Industry evolution

N: Chapters 14 and 15

P&R: Chapter 4 and 8

focus topic: Boom and bust in rubber (automobile tires) and bits (dot.coms).
assignment #2 due; #3 distributed

8. March 25: MID-TERM EXAM (90 minutes, in class)
PART III. MARKET FAILURE
9. April 1. Review of the mid-term; market equilibrium exercise

10. April 8. Efficiency and the analysis of competitive markets
N: Chapter 17 (to p. 471)

P&R: Chapter 9

reading: Caves, Frankel, and Jones (2002, chapter 3)

focus topic: International trade and comparative advantage.

11. April 15: Game theory, economic dynamics, monopoly and oligopoly; assignment #3 grading
N: Chapters 18 and 19

P&R: Chapters 10-13

readings: Shubik (2000); Arthur (1990), U.S. vs. Microsoft, Findings of Fact (excerpts)
assignment #3 due, #4 distributed

12. April 22: Externalities, public goods; regulation; cost-benefit analysis
N: Chapter 24

P&R: Chapter 14

reading: Arrow (1962)

focus topic: The economics of innovation.

13. April 29: Risk and uncertainty, social welfare; review of assignment #4 grading
N: Chapters 8 and 9, chapter 13 (pp. 355-362), chapter 25 (pp. 691-693)

readings: Friedman (1982, pp. 161-166), Sen (1999)

P&R: Chapter 5

readings: Hahn and Stavins (1992)

focus topic: Trade in trash.

12/19/03
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assignment #4 due
May 6: FINAL EXAM—2.5 HOURS, CUMULATIVE
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