
COURSE MATERIAL REQUIRED


Text:
Baye, Michael R. Managerial Economics and Business Strategy, fourth edition, Irwin McGraw-Hill.  

CALENDAR COURSE DESCRIPTION

This course develops and applies economic theory and methods to business and administrative decision-making.  Prospective managers will learn a set of operating rules that aid in the efficient utilization of scarce human and capital resources.  To that end, optimization techniques are employed to determine appropriate courses of action for decision-makers and case studies are examined to apply economic analyses to practical solutions.

EVALUATION


Mid-term examination
30%


Assignments
10%


Quizzes
30%


Final examination
30%

All assignments are due at the beginning of the class period on the due date and are to be handed to the instructor personally.

They must each have a title sheet containing the following information:

· your name in full

· your Id #
Write on one side of the page only and be neat. 

TRANSFER INFORMATION

SFU
-
BUS 207

REGULATIONS FOR STUDENTS

Attendance and Participation: Students are expected to prepare for, attend and actively participate in all class sessions and exercises, to sit the required tests and examinations, and to submit written assignments as and when required.  Students are responsible for all class announcements concerning course information and schedule changes whether or not they are in attendance.

Plagiarism and Cheating: Douglas College in common with other educational institutions, condemns cheating or attempted cheating within its community.  Plagiarism is the deliberate formal presentation or submission of the research, words, ideas, illustrations or diagrams of others as one’s own without citation or credit.  Cheating is the use of unauthorized aids, assistance or materials in the preparation of assignments or in examinations.  During examinations it is considered cheating to communicate with others to obtain information, to copy from the work of others or to deliberately expose or convey information to others.  The submission of one’s own work for which credit has already been granted in another course, without instructor permission, is also cheating.  Reprimands and appeals will be exercised according to official college policy.

Late assignments: Late assignments will NOT be accepted with the exception of extraordinary circumstances or prior arrangements.

Missed tests or examinations: Tests and examinations will be offered only during the scheduled date and time of sitting.  Exceptions may be considered in cases of extraordinary circumstances.  Medical evidence of illness must be presented for test or exam rewrites.  It is the responsibility of the student to inform the College and the instructor at the earliest reasonable opportunity.

TENTATIVE SCHEDULE

WEEK
TOPIC
CHAPTER 

1
Calculus Review
Handout

2
The Fundamentals of Managerial Economics

In-class assignment (4%)
1

3
Market Forces: Demand and Supply
2

4
Quantitative Demand Analysis

Home assignment (6%)
3

5
The Theory of Individual Behavior

Quiz #1 (15%)
4

6
Theory of Production & Costs
5

7
The Organization of the Firm
6

8
OCTOBER 16: MID-TERM EXAM 


9
The Nature of Industry
7

10
Managing in Competitive, Monopolistic and Monopolistically Competitive Markets
8

11
Pricing Strategies for Firms with Market Power 

Quiz #2 (15%)
8/11

12
Basic Oligopoly Models
9/10

13
The Economics of Information
12

14
The Economics of Information /Review
12

CHANGES TO THE COURSE INFORMATION AND SCHEDULE

The course information and schedule is subject to change (Consistent with College Policy and with notice to the students).

DEPARTMENTAL GRADING CHART

GRADE
GRADE POINTS
ACHIEVEMENT LEVEL
DESCRIPTION

       A+
4.33
           95% and above


       A
4.00
90% to 94%
Outstanding Achievement

       A-
3.67
85% to 89%







       B+
3.33
80% to 84%


B
3.00
75% to 79%
Good Achievement

 B-
2.67
70% to 74%







       C+
2.33
65% to 69%


C
2.00
60% to 641%
Satisfactory Achievement

       C-
1.67
55% to 59%







P
1.00
50% to 54%
Marginal Achievement




Note:  This grade does not permit students to pursue another course for which the graded course was a pre-requisite.






F
0.00
49% and below
Unsatisfactory Achievement






UN
0.00
Did not write final exam or complete course requirements




  


NCG
Not Calculated

No Credit Granted.






AUD
Not Calculated

Audit.  Student attended.




Auditors are not evaluated.






I
Not Calculated

Incomplete.  Course requirements to be completed within specific time period by arrangement with the instructor and division.

CALCULUS REVIEW


Calculus is a technique for calculating the rate at which one variable changes when there is a very small change in one or more of the other variables in a function or equation.  The symbol (x means “calculate the difference between two values of x”.  That is, 
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 The derivative is the limit of the ratio 
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 approaches zero, but never is actually equal to zero.  The limit of this ratio as 
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 is defined as the derivative of the function, 
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 The formulas used in this course are provided below:

1.
Derivative of a Constant
If  y = c, where c is a constant, the derivative is zero,




i.e.  
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Since a derivative measures a rate of change, and constants do not change, the derivative of a constant is zero. The geometric counterpart of a derivative is the slope. The graph of a constant function, say a fixed cost function  
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 is a horizontal straight line with a zero slope throughout.

2.
Derivative of a Power Function
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This rule is the most frequently used in this course.

Example:

(1) 
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This involves the reciprocal of a power; we can write this function as 
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3.
Derivative of a Linear Combination
The derivative of the sum or difference of two power functions is the sum or 
difference of the derivatives of each power function.

Example:

(1)   y   =  3x4 - 2x3




dy/dx    =  12x3 - 6x2



(2) 
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4.
Partial Derivatives
Some equations contain two or more independent variables.  When a partial derivative is taken with respect to one of the independent variables, the other independent variables are treated as constants.  If  
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, then finding the derivative of Q with respect to K, written as 
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The partial derivative of Q with respect to L treats 3K0.6 as the constant term so that
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5.
Second Derivatives
The derivative of a derivative is called a second derivative.  The symbol 
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Example:
If 
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6.
Maximum or Minimum of a Function

Take the first and second derivatives, set the first derivative equal to zero and solve for the variable, and substitute the solution values into the second derivative to determine if they are local maximum or minimum values. If the second derivative is negative, that value of the variable yields a local maximum value for the function.  If the second derivative is positive, it yields a local minimum.

Example:

  If  y  =  x3 - 8x2 + 20x – 100
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 and factoring the resulting equation to solve it yields 
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     (x – 2)(3x – 10) = 0.

Therefore, the  critical values of x are 2, and 
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Substituting x = 2 into 
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 yields 6(2) – 16 = – 4.

Therefore  x = 2 when substituted into the function yields a local maximum of




 y = (2)3 - 8(2)2 + 20(2) – 100 = – 84.

Substituting  x = 10/3 into 
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 yields  6(10/3) – 16 = +4.

Therefore,    x = 10/3 yields a local minimum.



i.e. for maximum 
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A REMINDER ON EXPONENTS
1.
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 EMBED Equation.3  [image: image38.wmf]
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 EMBED Equation.3  [image: image48.wmf]
QUADRATIC FORMULA
If ax2 + bx + c = 0, where a, b, and c are constants and a ( 0, then






[image: image49.wmf]c

  = 
[image: image50.wmf]a

2

ac

4

2

b

b

-

±

-


PRACTICE QUESTIONS
Q1.
Given the following function that relates total revenue (TR) to output (Q),




TR = 20Q - 2Q2,


determine:


(a)
that rate of output that results in maximum total revenue;


(b)
the marginal revenue function;


(c)
the rate of output for which marginal revenue is zero.  Is there a connection between your answers to part (a) and (c)?

Q2.
Given the total cost function




TC = 100Q - Q2 + 0.3Q3.


where Q = rate of output, and TC = total cost, determine


(a)
the marginal and average cost functions; and


(b)
the rate of output that results in minimum average cost.

Q3.
Given the firm’s demand function is:




Q = 55 - 0.5P


where P = price, and Q = rate of output; and the total cost function is:




TC = 20 + Q + 0.2Q2

where TC = total cost, determine:


(a)
the total revenue function for the firm;


(b)
the marginal revenue and marginal cost function and find that rate of output 
for which 



marginal revenue equals marginal cost.


(c)
an equation for profit by subtracting the total cost function from the total revenue function.  Find that level of output that maximizes total profit.



Compare your answer to that obtained in part (b).  Is there any 
correspondence between 



these questions?

Q4.
Given the total revenue and total cost function of a firm




TR = 22Q - 0.5Q2



TC = 1/3Q3 - 8.5Q2 + 60Q + 27


Determine:


(a)
the level of output at which the firm maximizes its total profit;


(b)
the maximum profit that the firm could make.

Q5.
A firm’s total revenue and total cost function are




TR = 4Q




TC = 0.04Q3 - 0.9Q2 + 10Q + 5


(a)
Determine the optimal level of output


(b)
Determine total profit at its optimal level of output

Q6.
Given the following cost functions, determine the level of output at which the 


firm minimizes costs and the level of those costs.


(a)
AC = 200 - 24Q + Q2

(b)
TC = 1/3Q3 - 8.5Q2 + 60Q + 27

Q7.
A firm’s average variable cost function is given by the following relationship:




AVC = 50,000 - 36q + 0.90q2

Determine the level of output (q) that minimizes average variable cost.

Q8.
If a firm has a profit function where




( = -120 + 200q - 5q2

what output should it produce to maximize profit?  What are profits for that q?

Q9.
Defining Q to be the level of output produced and sold, assume that the firm’s 


cost function is given by the following relationship:




TC = 100 + 2Q + 0.30Q2

Furthermore, assume that the demand for the output of the firm is a function of price P given by the following relationship:




Q = 24 - 0.5P


(a)
Defining total profit as the difference between total revenue and total cost, express in terms of Q the total profit function of the firm.


(b)
Determine the output level where total profits are maximized.


(c)
Calculate total profits and selling price at the profit maximizing output level.

Q10.
Given that a firm’s profit function is:




( = -50 + 200Q1 + 190Q2 - 20Q12 - 10Q22 - 10Q1Q2

Determine:


(a)
the values of Q​1 and Q2 that maximize profit.


(b)
the maximum value of profit.

Q11.
Suppose a firm assesses its profit function as:




( = -10 - 48Q + 15Q2 - Q3

Calculate the output level, which maximizes profits.

Q12.
A firm faces the following Average Cost function




AC = Q2 - 12Q + 108 + 100/Q


Calculate the output level that minimizes (i) Marginal Cost (ii) Average Variable Cost.
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