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MBA Module: Business Economics
N14M79
Autumn 2008
COURSE DETAILS  

Autumn Term 2008:  Thursday  6.00pm- 9.00pm, C2 Business School South

Module Convenor:     
Dr. Wendy Chapple 
 Room B9D, Business School North
Tel (95)15278   Wendy.Chapple@nottingham.ac.uk
 
Other Lecturers:       
Dr. Peter Swann
                                   Room C74, Business School North

Tel (95) 15276 
Peter.Swann@nottingham.ac.uk
INTRODUCTION
The economic theory of business provides a range of models and concepts for the analysis of business activity that generates key insights into the operation of the market economy.  Familiarity with the economic way of thinking about business and with the economist’s toolkit of models and principles is indispensable for today's successful business practitioner.  It is the aim of this module to introduce the economic theory of business and to enable participants to independently apply the theory to practical issues.

 

MODULE 
The module consists of ten 1 and 1/2 hour lectures, in which the key principles of business economics are outlined, plus one revision session.  Each of the lectures is followed by a seminar or case study analysis in which the participants have the opportunity to apply, in small groups, the theory to practical business issues and problems.  Sessions take place on Thursday evenings between 6.00 pm and 9.00pm in C2 in Business School South.

 

COURSE SCHEDULE
Lecture 1:

 HYPERLINK "file:///G:\\Student\\MBA-MAN%20ECON%20&%20BUSINESS%20POLICY%20(LD)\\web\\lecture1.html"        Introduction to the Economic Theory of Business (Wendy Chapple)
 02/10/08
 
Lecture 2:       The Objectives of the Firm (Wendy Chapple)
         09/10/08
Lecture 3:       The Competitive Market (Wendy Chapple)
         16/10/08
 
Lecture 4:       Market Failure (Wendy Chapple)

23/10/08       

                         
Lecture 5:       The Macroeconomic Environment: The Credit Crunch (Peter Swann)
30/10/08 
 
Lecture 6:       Industry Analysis: Will the Internet Lead to Perfect Competition? (Peter Swann)

06/11/08
 
Lecture 7:       The Welfare Effects of Monopoly Power : Microsoft Windows (Peter Swann)

13/11/08 
 
Lecture 8:       Strategic Firm Behaviour (Peter Swann) 20/11/08 
        
Lecture 9:       Strategic Firm Behaviour in Practice: The Cases of Advertising and Research & Development (Wendy Chapple)
27/11/08
    

Lecture 10:

 HYPERLINK "file:///G:\\Student\\MBA-MAN%20ECON%20&%20BUSINESS%20POLICY%20(LD)\\web\\lecture10.html"      The Optimal Boundary of the Firm (Peter 
Swann)

04/12/08
 

Lecture 11:     Revision Session (Wendy Chapple and Peter 
Swann)
        11/12/08
 

05/01/09          Noon: Coursework Deadline
 
 
READING
 The recommended purchase for the module is:


John Sloman and Mark Sutcliffe: Economics for Business 2nd Edition, or Economics for Business 3rd Edition Prentice Hall.  If you follow the above links (if you are reading this in Nexus!) additional study resources are provided. 

 This is ideal for a “from scratch” coverage of much (but not all) the subject areas in the course. This book is ideal if you have not studied economics previously, or are a bit "rusty". Suggested reading from Sloman (2nd and 3rd Edition) and other texts will be provided each lecture.

To obtain an overview of the module material it is recommended that students consult a broad range of managerial and business economics textbooks, particularly in the preparation of coursework. There are a number of textbooks that deal with the topics covered in this module.  Due to the different relative strengths and foci of these books, participants may find it useful to consult a selection in their module revision and assignment preparation.

Other Useful books are:
 D.McAleese: Economics for Business  Prentice Hall

 

M.Cook and C. Farquharson: Business Economics, Pitman


N. Wilkinson: Managerial Economics, A problem Solving Approach, Cambridge. (Good for applied work and problem solving)

D. Besanko, D. Dranove and M. Shanley: Economics of Strategy, Wiley** (more advanced book- good for  students with an economics background).

Douma, S. and Schreuder, H. (2002) Economic Approaches to Organizations, 3rd Edition, FT Prentice Hall.
P. Fersuson, G. Ferguson and R. Rothschild: Business Economics, Macmillan

 

H Craig Petersen and W. Cris Lewis: Managerial Economics (4th  Edition), Prentice Hall.

 

P. Keat and P. Young :Managerial Economics: Economic Tools for Today’s Decision Makers (3rd Edition), Prentice Hall

 

A.A. Thompson Jr and J.P Formby: Economics of the Firm, Theory and practice, Prentice Hall International.

 

H. Davies: Managerial Economics, Pitman.

 

E. J. Douglas: Managerial Economics: Analysis and Strategy. Prentice Hall International.

“Coffee Table” Economics Books- good for “light” contextual reading

J. Kay (2003) : The Truth About Markets. Penguin

 

C. Wheelen (2002) : Naked Economics: Undressing the Dismal Science.  Norton.
S. Levitt and Dubner, S. (2006): Freakonomics: A Rogue Economist Explores the Hidden Side of Everything. Penguin.
A useful book which explains economic theory in a series of applications to current economic issues is K. Heather, Understanding Economics (Prentice Hall). To supplement textbook reading, you might find it useful to consult a dedicated dictionary of economic terms, such as the ones published by Penguin or Collins.  These provide short definitions and explanation of key economic terminology.  Additional specialist reading will be provided for individual lectures.

 

 
Assessment
The module is assessed by one individual assignment (weight 40%), a 2 -hour examination (weight 60%).
Assignment

Assignments should be about 2000 words in length (the 10% rule applies) and demonstrate research beyond the material covered in lectures and seminars. Plagiarism will be dealt with seriously, and checks will be made. The essay should contain a word count and a bibliography. The bibligraphy style should be in the form of


Author (year) " Title" Journal, vol, pages                                       - for journal articles

or 

Author (year) "title", publisher, location                                         - for books.

or 

Author (year) "title", weblocation, date accessed                           - for websites.

The deadline for this assignment is Noon:  5th January 2009.
Assessment Question: 

Identify an appropriate economic issue from a firm, industry or market of your choice. State the questions you are trying to address and the tools that can help in your analysis. Conclude from your analysis and outline the implications of your findings for business or government policy. Illustrate your answer with data and evidence as appropriate. 

Assignments should be submitted to the MBA office no later than Noon 5th January.  In accordance with NUBS policy, work submitted late will be subject to a penalty of 5 marks per working day.

 

Wendy Chapple

Peter Swann
September 2008
  

	
 
	

	 

	
	
	 


MBA Module: Business Economics
N14M79
Autumn 2008
LECTURE 1: INTRODUCTION TO THE ECONOMIC THEORY OF BUSINESS 

 
The principle aims of this session are:
· to familiarise participants with the  key question addressed by economists
· to explore the bases on which economics may be classified into sub-discipline
· to understand the issues which define managerial economics as a discipline
· to appreciate the linkages between managerial economics and other disciplines
· to introduce the principal methodological traditions within managerial economics
· to explain the rationale for the themes to be covered in this module
 
ECONOMICS: KEY ISSUES. CONCERNS AND CHARACTERISTICS

The fundamental problem of economics is the allocation of scarce resources among competing ends and central to this is the notion of choice. Within this, economists are concerned with how, in terms of production, we allocate scarce factors of production between alternative uses; how, as consumers, we allocate our limited income between competing wants or needs; how we choose between current and future production and consumption and so on. Choice introduces the concept of opportunity cost for every allocative decision made, the cost is the alternative which is forgone.
 If allocation is the key economic problem, the allocative mechanism employed in making decisions is a central concern.  In highly simplified term, we can see two extremes of allocative mechanism, two alternative mechanisms for organising economic activity, the market and the state.  The relative merits of each in moving us towards an optimal allocation of resources are explored later.
 The domain of economics may be segmented in a number of ways. A well-established distinction is that between macroeconomics and microeconomics. There are then various issue- defined sub-domains, such as Industrial Economics, Labour Economics, International economics - and  Managerial Economics.  Equally, we may distinguish between theoretical and applied economics or between positive and normative economics.  These types of distinctions are drawn in terms of the perspectives we bring to economic issues or the analytical or methodological approaches we choose to adopt.
 MANAGERIAL ECONOMICS: DEFINING THE DOMAIN
Managerial economics embraces a set of economic issues which relate to the economics experience of business enterprises.  As such, among the themes of interest to managerial economists are:
· Understanding why firms may exist and how the boundaries of corporate activity are determined.
· Exploring the objectives of firms and how these are operationalised as decisions regarding production , pricing etc.
· Investigating the relationship between firms and their environments
· Exploring the internal organisation of the firm, the conflicts between stakeholders and their resolution.
It is important to make the point that managerial economics is a dynamic and evolving discipline. The themes which dominate the managerial agenda shift over time. We shall see for example that the  economic analysis of the firm has changed radically in the last fifty years, in terms of how the firm is defined and explained, how its objectives and decisions are modelled , how  the relative importance of internal organisational  and external environmental issues are addressed and so on.
 
 
 LINKAGES WITH OTHER DISCIPLINES
At the same time, managerial economics should not be regarded as the study of an isolated cluster of themes and issues.  Rather there are significant links and interfaces between managerial economics and other business-related disciplines as well as disciplines in the wider social sciences.  We spend some time exploring these issues.
 
METHODOLOGICAL TRADITIONS IN ECONOMICS
Economics embraces a range of methodological approaches and traditions and it is important to become familiar with these in order to understand how economists define concepts, perceive and investigate issues, develop and test hypotheses, build theories and so on.  We explore the "scientific method" as it relates to economics and reflect on alternative approaches to the development of the discipline  It will be seen that debates regarding the appropriateness of alternative methodological approaches  reflect strongly held philosophical positions.
 
EXPLAINING THE RATIONALE FOR THE THEMES COVERED IN THIS MODULE
The domain of managerial economics is clearly large, diverse and dynamic.  We have 10 sessions, therefore it is necessary to be selective in the themes which we address in detail.  We close the first session by explaining the rationale for the selected themes and the sequence of coverage.
 READING
Most general economics texts and business or managerial texts will begin with a discussion of the issues explored above.  The following, which are available in the Short Loan Collection, offer a reasonable coverage.  There are overlaps between the various texts and equally you may discern differences in defining and explaining terms, issues and debates.  This reflects the contemporary and vigorous nature of the debate in this area.  
 
Sloman and Sutcliffe (both 2nd and 3rd editions), Chapters 1 and 2.
Cook and Farquharson, Chapter 1
Wilkinson, Chapter 1.

More challenging:
Brickley, Smith and Zimmerman  Chapters 1 & 2

Available on Website

Questions for Lecture 1
Slides for Lecture 1

Self Test Questions

  

	

 
	

	

	
	
	



MBA Module: Business Economics

N14M79
Autumn 2008
LECTURE 2: THE NATURE AND MOTIVES OF BUSINESS ORGANISATIONS 

The principal objective of this session is to explore two important sets of questions regarding the firm. First, we consider the economic approach to corporate motivation and its evolution; secondly, we consider the role of  economics in explaining the scope of the firm's activities.
 THE EVOLUTION OF THE THEORY OF THE FIRM 

Neo-classical Origins
The neo-classical perspective dominated the economist's view of the firm until the 1950s.  Here the firm is seen as a black box, an uncomplicated and uniform entity to which a uniform objective can be assigned.  There is no interest in the internal organisation of the firm, the interplay of elements or factions of stakeholders within the firm.  The principal focus of interest lies in making predictions about how firms, given a particular objective, will make fundamental decisions in various market environments.  We explain the core assumption regarding the objective of the firm which underpins the neo classical approach and demonstrate how this is translated into a decision rule.  This requires us to become familiar with the various definitions of costs and revenues used by economists.
The Managerial Revolution
The managerial perspective on the firm recognises the limitations of the original neo classical model, though many features of neo-classicism, notably maximisation, are retained. We explain the roots of the managerial school and demonstrate a key model, Baumol's theory of sales revenue maximisation, which highlights the distinction between managerialism and earlier approaches.
 
Behaviourism and beyond
If managerialism refocused the minds of economists on processes and tensions within the firm and how these might influence decision outcomes, developments since then have bought greater scrutiny of the internal organisation of the firm.  This involves an awareness of the firm as a federation of stakeholders of various types, each group with its own set of objectives and aspiration in relation to its involvement.  Acknowledgement of the fact that the firm is not a black box, but rather a complex organism led to a more behavioural approach to understanding corporate activity.  This involved a shift from the development of more predictive to more explanatory forms of model.
In the past two decades in particular, this trend has continued with the emergence of corporate governance as an important strand of managerial economics.  We explore some of the themes and issues which define the corporate governance agenda towards the end of this session.
READING
Sloman  and Sutcliffe(2nd and third edition), Chapters 3, 10 and 13 and 14 offers a reasonable coverage
Cook and Farquharson, Chapters 3 and 4 offers a very good coverage
Keat and Young Ch 2:  offers non technical "chatty" coverage.

Wilkinson Ch 2: offers a good critique of  profit maximisation & also transaction cost theories
See also:
Thompson and Formby (6th ed) Chapter 9
Waldman and Jensen Industrial Organisation: Theory and Practice. Addison Wesley
Available on Website

Questions for Lecture 2 (see link on web)
Answers for Lecture 2 (see link on web)
Slides for Lecture 2 (see link on web)
Case (see link on web)

  

	
 
	



	
	



MBA Module: Business Economics 
N14M79
Autumn 2008

LECTURE 3: THE COMPETITIVE MARKET 

Having explored the objectives of companies, we now focus on the analysis of the market, which is a more aggregated concept.

 We begin by exploring the simple representation of the market as a two-sided entity- introduce the notion of the market equilibrium and explain the determinants of demand and supply.

·  Demand is typically, at a simple level, seen as a function of price, the set of relative prices, income and tastes. 

· Supply is also seen as a price dependent, with additional influences being the price of inputs, stockholding policies, expectations regarding demand and technology. 

We note how change in the value of determinants are accommodated within this framework.

 We then introduce the concept of elasticity and explain the significance of price elasticity of demand to the business enterprise in terms of it's impact on revenue.  We explain the measurement and discuss the determinants.  This then leads onto a discussion of the impact of time .

READING 
I would recommend reading one of the following:

Sloman and Sutcliffe (ed'n 2 and ed'n 3)  Ch 4- 5

McAleese Ch 3-4

Thompson and Formby 6th ed  Chapter 5

Cooke and Farquharson, Chapter 6

Douglas, Chapter 4.

 
 Available on the Website

Questions for Lecture 3
Answers for Lecture 3
Slides for Lecture 3
Case( demand and supply)
Case 1( elasticity)
Case 2 (income elasticity)
  

	
 
	

	

	
	
	



MBA Module: Business Economics 
N14M79
Autumn 2008
LECTURE 4: MARKET FAILURES AND GOVERNMENT INTERVENTION  

 

The aim of this session is to compare the merits of markets and Governments in the organisation of economic activity. As a starting point, it is useful to consider, at a fundamental level, the essential characteristics of market and state systems. Here we seen the transaction at the core of the market concept, with, at the centre of the state, the notion of the exercise and acceptance of authority.  The relative strengths of these as a bases for an allocative system are compared.

 

We then go on to compare markets and states in terms of various efficiency concepts as used by economists.  Allocative, technical and "x" efficiency are defined.

 

In terms of allocative efficiency, we note the theoretical potential of the market as captured in General Equilibrium Theory.  This leads into a discussion of the violations of the General Equilibrium assumptions which are a feature of the empirical world-  examples of "market failure".  We consider:

· Public Goods

· Externalities

· Monopoly
· Information Asymmetry
· Merit Goods
· Incomplete Markets

 
For many, the existence of one or the other of the above factors constitutes the starting point in the case for state intervention.  But for the market advocates, there are two responses to this:

 

· Where market failure emerges, the market may have the  capacity to heal itself.
· Where state intervention is implemented, it may exhibit "state failure".
 

This second observation invites the more general consideration of the generic problems of state intervention such as the limitations of public choice mechanisms, the influence of pressure groups, the role of bureaucrats in the policy process. 

Finally, in closing the market/state debate, it is appropriate to consider the following:

· There may be a set of allocative issues which is fundamentally problematic to both the markets and states
· Markets and states should not be seen as diametrically opposed; they are often seen as working in harmony.
 

RECOMMENDED READING:
Ferguson et al Chapters 13-15

Sloman and Sutcliffe Chapter 19 (2nd ed'n) Chapters20-22 (3rd ed'n)

Wilkinson Chapter 12
McAleese Chapter 8
 

More specialist texts in the field, all available form the short loan collection include:

Cullis J and Jones P Public Finance and Public Choice McGraw Hill Ch 1 - 5

Stevens J The Economics of Collective Choice. Westview, Ch 3 - 5

Weimer D and Vining A Policy Analysis: Concepts and Practice. Prentice-Hall International. Ch 3 - 4.

Available on the Website

Lecture Slides for Lecture 4
	
 
	

	

	
	
	



MBA Module: Business Economics 
N14M79
Autumn 2008
LECTURE 5: THE MACROECONOMIC ENVIRONMENT: The Credit Crunch
The objective of this session is to give the student a broad introduction to the macroeconomic environment in which business operates.

The first part of the lecture presents an introduction to basic macroeconomic concepts including output, inflation, interest rates, monetary policy, business cycles and government policy.

The second part will be a more detailed discussion of the ‘credit crunch’ – without question the biggest macroeconomic issue facing business at present.  What is the credit crunch?  Why did it happen?  What are the implications? And what, if anything, can governments and central banks do about it?

Readings

Basic Economic Principles

Sloman and Sutcliffe, Economics for Business: Chapters 28, 29 (the enthusiastic reader may also wish to read chapters 26 and 27)

McAleese: Economics for Business: Chapters 13, 16 (the enthusiastic reader may also wish to read chapters 11, 12, 14, 15)

Credit Crunch

I feel reasonably confident in predicting that the ‘credit crunch’ will still be headline news on 30th and 31st October, when this session is held.  I recommend that students read the daily newspapers and the Economist magazine to see what they are saying about the ‘credit crunch’.

I will provide references to a couple of overview articles in advance of the lecture.

	
	

	


	
	
	



MBA Module: Business Economics 
N14M79
Autumn 2008
LECTURE 6: INDUSTRY ANALYSIS
Will the Internet Lead to Perfect Competition?

The objective of this session is to give the student and introduction to the ways in which economists analyse industry structure.

The first part provides a broad introduction to the structure – conduct – performance (SCP) approach to understanding markets.  This approach explores the inter-relationships between different forms of industry structure (perfect competition, oligopoly and monopoly), different aspects of company conduct (e.g. pricing, innovation, advertising) and economic performance.

The second part takes a look at what the growth of e-business is doing to market structure.  Is it true, as some have suggested, that the internet will turn e-markets into perfectly competitive markets?  Or can the internet actually serve to increase economic concentration and monopoly power?

Readings 

Principles of SCP

Sloman and Sutcliffe, Economics for Business: Chapter 11

McAleese: Economics for Business: Chapter 6, 7

Besanko et al, Economics of Strategy, Chapter 10

The Internet and Competition

Swann P. (2001) “Will the Internet Lead to Perfect Competition?”, The Business Economist, 32 (2), 6-14 (students will be given a copy of this)

Graham A. (2001) “The Assessment: Economics of the Internet”, Oxford Review of Economic Policy, 17 (2), 145-158.  Available at Nottingham University e-library.

The Economist (2000), “A thinkers’ guide to Internet economics”, The Economist, March 30th 2000.  Available at Nottingham University e-library.

	
	
	

	
	
	



MBA Module: Business Economics 
N14M79
Autumn 2008
LECTURE 7: THE WELFARE EFFECTS OF MONOPOLY POWER

The Welfare Effects of Monopoly Power: Microsoft Windows

The objective of this session is to introduce students to the economic theory of how monopoly may be bad for the economy.  As the case study of Microsoft Windows demonstrates, in practical examples, the adverse welfare effects can be more subtle than simple theory would suggest.

The first part describes two simple models that are essential in this context.  One is a model of how pricing depends on market structure and the other is a simple model of how innovation depends on market structure.

The second part examines whether, and in what ways, the near monopoly that Microsoft Windows holds in the personal computer operating systems market is bad for the economy.  We shall see that although such a monopoly can have adverse effects for the economy, the effects are rather more subtle than those captured in our two simple models.

Readings 

Theory

Sloman and Sutcliffe, Economics for Business: Chapter 11 and 20

McAleese: Economics for Business: Chapters 6 and 7

Microsoft Windows: I will provide references to a couple of suggested readings in advance of the lecture.

  

	
 
	

	


	
	
	



MBA Module: Business Economics 
N14M79
Autumn 2008
LECTURE 8: STRATEGIC FIRM BEHAVIOUR

The objective of this session is to give the student an introduction to strategic interactions between firms in oligopoly and study the example of price wars as an issue in strategic interaction.

The first part covers some of the basic ideas in game theory, entry games, coordination games, the prisoner’s dilemma and the evolution of strategies to avoid the prisoner’s dilemma.

The second part will examine instances of price wars (as is sometimes seen in the price of petrol on supermarket forecourts) and instances where there are no price wars.  (I have called this price peace.)

Readings 

Game Theory

Sloman and Sutcliffe, Economics for Business: Chapter 12

McAleese, Economics for Business: Chapter 6

Douma and Schreuder, Economic Approaches to Organisations: Chapter 5

Axelrod R. (1990) The Evolution of Co-operation, Penguin Books

Price Wars and Price ‘Peace’:I will provide references to a couple of suggested readings in advance of the lecture. 

	
 
	

	

	
	
	



MBA Module: Business Economics 
N14M79
Autumn 2008
LECTURE 9: STRATEGIC FIRM BEHAVIOUR IN PRACTICE

This session analyses strategic firm behaviour in practice with a specific focus on the essential firm activities of R&D and advertising. Both these activities can have a positive benefit on competition and markets, however they can be used strategically to limit competition, particularly in oligopoly markets. This can ultimately lead to welfare losses. This session explores both sides of this interesting argument, discussing both the implications for business and policy makers.
Reading

Sloman and Sutcliffe Chapter 8 (for advertising) and Chapter 21.2 and 31.4 (for R&D)
Additional Reading

Earl, T. and Wakeley,T : Business Economics : A Contemporary Approach. Chapter 11. (R&D)
Fitzroy,f, Acs,Z and Gerlowski, D. Management and Economics of Organisation. Chapter 14 (R&D)
Advanced

Carlton, D and Perloff,J. Modern Industrial Organization Chapter 14 (Advertising) and Chapter 16 (R&D)
	
 
	

	


	
	
	



MBA Module: Business Economics 
N14M79
Autumn 2008
LECTURE 10: THE OPTIMAL BOUNDARY OF THE FIRM
The objective of this session is to explain the basic economic principles which influence what we call the boundaries of the firm and to explore two examples where boundaries have been drawn in very different ways.

The first part sets out the basic economic theory of vertical and horizontal boundaries and analyses what is generally called the make-or-buy decision.

The second part looks at two examples where the boundaries of the firm have been drawn in very different ways.  One is the case of outsourcing call centres.  The second is the case of internalising research and development labs.

Readings 

Horizontal and Vertical Boundaries

Sloman and Sutcliffe, Economics for Business: Chapter 3

Besanko et al, Economics of Strategy, Chapter 3

Call Centres

http://www.outsource2india.com/why_india/articles/call_centers_india.asp
http://www.guardian.co.uk/business/2007/oct/13/india
http://www.callcentrehelper.com/outsource-egypt.htm
Barrar P. and R. Gervais (eds. 2006) Global outsourcing strategies: an international reference on effective outsourcing relationships, Aldershot: Gower

R&D Labs

http://www.businessweek.com/magazine/content/05_12/b3925601.htm
http://pubs.acs.org/hotartcl/cenear/970210/rd.html
Howells J., D. Gagliardi and K. Malik (2008) “The growth and management of R&D outsourcing: evidence from UK pharmaceuticals”, R&D Management, 38 (2), 205-219.  Available at Nottingham University e-library.
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