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SETON HALL UNIVERSITYPRIVATE 


W. PAUL STILLMAN SCHOOL OF BUSINESS


DEPARTMENT OF FINANCE 
The mission of the Stillman School of Business is to enrich the life of each student through a nationally recognized educational experience that is inspired by innovative teaching, supported by applied research, and guided by a values-centric curriculum.

Course Title:



Financial and Economic Analysis (4-CREDIT) 

Course Code:



BMBA 9113NC

Class Time & Place:


W 6:15 – 9:35 p.m., MH10

Instructor:
Professor Yeomin Yoon (JH646; Tel.: 973-761-9229; e-mail: yoonyeom@shu.edu)
Office Hours: Monday & Wednesday 1:20 – 2:20 p.m.; Wednesday 5:00 – 6:00 p.m.; and by appointment

Secretary: Ms. Tanya Dixon (JH546; Tel.: 973-275-2531;
e-mail: dixontan@shu.edu)
Prerequisites:


MBA Pre-qualification sequence or the equivalent

COURSE DESCRIPTION AND OBJECTIVES:

The course offers a blended approach to decision making from the perspective of economics and finance, with special attention given to the application of the principles of these disciplines to a variety of problems faced by individuals and businesses at the microeconomic and macroeconomic levels. The objective is to help students sharpen their decision-making skills through the application of some basic concepts in economics and finance to real-world situations. We present theory in a decision-making context, and we attempt to motivate students by showing them how theory can lead to better decisions.  The combination of theory and applications makes the course useful for real-world decision making.  The course is designed to help students to acquire working knowledge in the following areas:


( economic growth and cycles, cycle of globalization


( demand and supply analysis, revenue, production and cost


( savings and investment and the balance of payments


( monetary and fiscal policies


( time value of money concepts

  
( discounted cash flow analysis
  
( financial markets and institutions

 
( valuation models for financial instruments

( interest rates

  
( common stock and debt financing

  
( cost of capital

( capital budgeting 
  
( risk and rates of return
  
( financial derivatives: forwards, futures, options, swaps

  
( international economic/financial issues




APPROACHES TO ACHIEVE THE OBJECTIVES:
This course follows a natural progression.  We begin with the discussion of relevant economic and financial theories as well as basic mathematics of economics and finance.  We then move to the application of those theories in increasingly complex real world financial cases.  

TEXTBOOKS:

Brigham, Eugene and Houston, Joel. Fundamentals of Financial Management  (Concise Fifth Edition) (New York: South-Western, 2007).
Salvatore, Dominck. Managerial Economics in a Global Economy (Sixth Edition) (New York: Oxford University Press, 2007). 

Salvatore, Dominick and Diulio, Eugene. Principles of Economics (Second Edition) (New York: McGraw-Hill, 1996)
GRADING: 

Grade will be based on two exams, three reports (a mini-case, a major case, and one term paper), and class attendance & participation.  (The course outline and assignments are subject to change depending on the instructor’s perception of students’ progress.)                               



                                                  


         












Relative Weight
( Mid-term Exam (October 15)





25%

( Final Exam (December 17)   


                   

30%

( Financial model-building report (a mini-case on loan amortization 
  5%

   and balloon payment) 

Due date: to be determined and announced in class

( Case report* (capital budgeting project)




15%


Due date: to be determined and announced in class
( Term paper* (on “Is the U.S. economy in a recession or close to tipping 
   into one?”)








15%

Due date: December 3
( Class attendance and participation*      



   
10%

WEIGHTED AVERAGE SCORE               
 



______
FINAL GRADE**                          
   




______
*  A = 98, A- =94, B+=90, B=86, B-=82, C+=78, C=74, C-=70, D+=66, D=62, F=30, and F*=0 (failure to take exam or failure to submit homework or report).
** Weighted average score 96 & above = A, 92-95 =A-, 88-91=B+, 84-87=B, 80-83=B-, 76-79=C+, 72-75=C, 68-71=C-, 64-67=D+, 60-63=D, Below 60=F.

MAJOR UNITS OF INSTRUCTION:

I.  An Overview of Economic and Financial Analysis (Sept. 3)
( What is economics?

( Scarcity principle

( Cost-benefit principle
( An economic perspective: global economic growth and cycles
( Major components of gross domestic product (GDP)

( Business cycles (peaks and troughs)

( Objective and value of the firm

( Finance function

A term paper (on “Is the US economy in a recession or close to tipping into one? – an analysis and prognosis”) will be assigned (due date: Dec. 3). The suggested starting point of this assignment is the following five short articles:
♦ “Fed succumbs to a demand it created,” Financial Times editorial, Nov. 1, 2007.

♦ Yeomin Yoon, “Don’t be too complacent on recession risk to America,” Financial Times, Nov. 6, 2007.

♦ “Fed must beware inflation risks,” Financial Times editorial, June 27, 2008.

♦ George Magnus, “Can raising rates really be the answer to the downturn?” Financial Times, July 3, 2008.

♦ Yeomin Yoon’s unpublished letter to Financial Times on July 4, 2008.

Reading: 

Principles of Economics, Chapter 4 (pp. 53-60), Chapter 5 (pp. 73-80), and Chapter 6 (pp. 91-97)

Managerial Economics in a Global Economy, Chapter 1 (pp. 11-14) and Appendix A (pp. 613-618)

Fundamentals of Financial Management, Chapter 1

II. Time Value of Money and Discounted Cash Flow Analysis (Sept. 10 and 17)

( Discounting and compounding

( Present and future values of cash flows

( Effect of compounding

( Effective annual interest rate

( Continuous compounding

( Ordinary annuity
( Annuity due

( Perpetuity

( Present (and future) value of a growing sum

( Loan amortization & balloon payment

( Mortgage refinancing


( Derivation of valuation equations

( Financial model building
A mini-case on loan amortization schedule and balloon payment will be assigned.
Reading: 
Managerial Economics in a Global Economy, Appendix A (pp. 613-618)

Fundamentals of Financial Management, Chapter 2

III. Capital Budgeting (Sept. 24 and Oct. 1)




( Importance of capital budgeting







( Capital budgeting decision rules







( Comparison of net present value and internal rate of return methods

( Modified internal rate of return

( Ordinary payback period

( Discounted payback period

( Profitability index

( Alternative net present value methods

( Cash flow estimation: net operating cash flow method vs. equity residual value method

( Lease-buy analysis (if time permits)







A capital-budgeting case (Regency Integrated Chips Case) will be assigned.

Reading: 
Managerial Economics in a Global Economy, Chapter 14 (pp. 580-599) and Appendix A (pp. 613-618)

Fundamentals of Financial Management, Chapter 11 (pp. 358-379) and Chapter 12 (pp. 388-395)
IV. Interest Rates (October 8)
( Cost of money

( Interest rate levels

( Determinants of market interest rates

( Term structure of interest rates

( Yield curve

( Federal Reserve policy
( Fiscal policy

( Review for Mid-term Exam

Reading:
Principles of Economics, Chapter 9 (pp. 150-154), Chapter 10 (pp. 166-170), and Chapter 11 (pp. 180-186)

Fundamentals of Financial Management, Chapter 6
V. Mid-term Exam (Oct. 15)

VI. Bond and Stock Valuation, and Cost of Capital (Oct. 22 and 29)


( Key characteristics of bonds

( Bond valuation

( Changes in bond values over time
( Assessing a bond’s riskiness

( Bond ratings









( Common stock valuation

( Derivation of valuation equations

( Preferred stock valuation

( Weighted average cost of capital

Reading:

Managerial Economics in a Global Economy, Chapter 14-4 (pp. 593-597) 
Fundamentals of Financial Management, Chapter 7 and 9
VII. Demand, Production, and Cost Analyses (Nov. 5)
( Demand for a commodity

( Price elasticity of demand

( Income elasticity of demand

( Cross elasticity of demand

( Production function
( Total, average, and marginal product
( Law of diminishing returns and stages of production

( Nature of costs

( Short-run cost functions

( Long-run cost curves

( Plant size and economies of scale

( Learning curves
Reading: 
Managerial Economics in a Global Economy, Chapter 3 (pp. 89-116), Chapter 6 (pp. 233-243), and Chapter 7 (pp. 280-297)
VIII. Risk and Rates of Return (Nov. 12 and 19)



( Defining and measuring risk





( Probability distributions and expected returns

( Standard deviation

( Coefficient of variation
( Measuring portfolio risk

( Efficient portfolios

( Capital asset pricing model

Reading:

Managerial Economics in a Global Economy, Chapter 13 (pp. 534-542) 
Fundamentals of Financial Management, Chapter 8

Please note that no class will be held on Nov. 26 (Thanksgiving break).
IX. Financial derivatives and international economic/financial issues (Dec. 3)
( Forward and futures contracts








( Option fundamentals

( Interest rate swaps

( International economic/financial issues

( Review for Final Exam

Reading: 
Instructor’s teaching notes will be prepared and distributed.
Please note that Dec. 10 is a “Reading Day” and no class will be held.
X. Final Exam (Dec. 17)

