         ECONOMICS 455:  THE ECONOMICS OF REGULATED INDUSTRIESPRIVATE 



                   COURSE OUTLINE, SPRING 2002

Professor Scott Milliman                                                         Office Hours: M 1:50-2:50 p.m.  431 Zane Showker Hall                                                                                  T 8:25-9:25 a.m.

Phone: (540) 568-3213






    Th 8:25-9:25 a.m.


E-mail: millimsr@jmu.edu





     F 12:50-2:50 p.m.

Web site address (under development):  http://cob.jmu.edu/millimsr 

REQUIRED MATERIALS: At least two course packets containing course notes and readings (only the first packet is currently available, but should be bought ASAP; I will discuss the associated mechanics on the first class day).  Students may also be required to obtain some readings from the web. 

EXAMS:  Five to nine take-home essay questions (each worth 10-35 points), which must be typed or word processed, double spaced.  Guidelines for these essays are attached.  

RESEARCH PAPER:  One paper (100 points), plus an associated paper questionnaire (25 points) and first draft (25 points).   Instructions for these exercises are attached.  In addition, you may be asked to evaluate papers written by one-two other students.   If your evaluations are of high quality, then they could influence your course grade in a borderline situation.

COURSE OVERVIEW:  This course explores a controversial issue:  What is the proper role of government in the United States?  In the first part of the course, we will explore in general terms some possible difficulties associated with unfettered markets; how government regulation might correct these difficulties; and how these government "corrections" may cause trouble as well.  When doing these topics, three competing theories of government regulation are introduced: Public Interest; Private Interest; and Marxian.  We will then use these three viewpoints to explore regulatory activity in sharper detail via case studies in the second portion of the course.

COURSE OBJECTIVES:  To provide you with an understanding of the rationale for, methods of, and the net economic gains or losses generated by government regulation in the United States.  In turn, the course may:

(1)  Sharpen your political acumen, for regulatory issues receive considerable attention in the political arena;

(2)  Sharpen your business acumen, for some of you may grapple with government regulations as future employees of affected business firms;

(3)  Sharpen your regulatory acumen, for some of you might develop (and enforce) government regulations as future public sector employees.

(4) Improve your writing and critical thinking abilities, which are often important employment skills.

CLASS READINGS: Students are expected to complete the assigned readings before coming to class.  This class is a senior seminar -- if you are consistently unprepared for class, then it will fail.  In addition, your course grade will fall as well – see immediately below.

CLASS PARTICIPATION:  To reinforce the importance of class preparation and participation, especially for assigned readings/exercises, 20% of your grade (probably around 75 points – the exact point count is dependent on the point counts for the take-home essays) will be assigned to these activities.  Specifically, on each class day for which a reading/exercise has been assigned (often accompanied by a set of questions; this will probably occur in 10-15 class days across the semester, but at this point the exact number cannot be determined), I will record one of the following numbers for each student: 0 = not in class; 1 = present but did not participate (or else participated slightly, or else participated but comments reflected a lack of preparation); 2= present and participated moderately; made reasonable comments/asked reasonable questions; 3= present and participated; made highly insightful comments/asked insightful questions.  In addition, if a student makes insightful comments/asks insightful questions on days when readings or exercises are not assigned, then this will also be recorded.  (To facilitate this grading process, student will initially have to use name cards.)  These numbers will be averaged at the end of the semester; students whose daily average is a 2 or higher will receive an B or an A for class participation.  Please note:  insightful questions as well as answers will be viewed favorably.  Also please note:  As implied by the explanation associated with rating 1, simply making one or two comments by itself on a particular reading or exercise does not warrant a 2 or 3; the comment(s) must imply that you have actually done the reading or tried to do the exercise.  That said, if there is something you don’t understand from a reading or exercise, and you actually did the reading or grappled with the exercise, then your comments – including questions – are always welcome and will be looked upon favorably under this rating system.  When making comments or asking questions, you are of course free to disagree with other students or the teacher (you won’t lose points for disagreeing with me, for example – if you defend yourself well, you will gain ponts!).  The underlying message here:    You don’t necaessarily have to completely understand a reading or exercise, but you must be prepared to discuss them, in class, in a reasonably intelligent way.  

COURSE PREREQUISITES:  Econ 331 or Econ 345 -- a solid grasp of price theory.  You must have this background material or the class will be impossible for you.  Graphs are used extensively.  In addition, Econ 385 (econometrics) is strongly recommended.

CLASSROOM CONDUCT:  Students are expected to adhere to the standard rules of courtesy (such as no speaking out of turn); persistent departures from these rules will adversely affect your grade.

JMU HONOR CODE:  All students are expected to adhere to the JMU honor code.  In particular, unless otherwise specified, all work turned in for grading must be solely your own.


                             COURSE OUTLINE

Topic








Readings
SECTION 1: AN OVERVIEW OF ECONOMIC REGULATION

General historical overview of regulation
                                 Class Notes

in the U.S.

Theoretical attractiveness of



                     Class notes

unregulated markets  

            CASE STUDY:  Water usage in the western U.S.

Possible market failures




          Class Notes

Possible govt. regulatory solutions; the
                                 Class Notes

Public Interest Theory of Regulation

Possible government failures; the Private                                      Class Notes

Interest and Radical Theories of Regulation 

           CASE STUDIES (probably two out of three): Occupational Health 


and Safety Regulations In the U.S. Poultry Industry; Public Subsidies


For Stadiums; the Simms school controversy in Harrisonburg

SECTION 2:  ADDITIONAL CASE STUDIES

U.S. school reform, with a focus on school                                  Readings tba

choice aspects

U.S. gun control laws                                                                   Readings tba

Antitrust law, with a focus on Section 1, Sherman                       Readings tba

Antitrust Act (price conspiracies), and Section 7,

Clayton Act (mergers)

Note:  If time allows, we might be able to do one-two additional case studies.  


                   GUIDELINES FOR ECON 455 TAKE-HOME QUESTIONS

Unless specifically stated by me, all take-home questions must adhere to the following guidelines: 

(1)  The main text of your answers must be typed/word processed, double spaced, on 8 1/2 by 11 inch paper. Graphs and equations can be hand written (on separate sheets for graphs, if desired).  Use a pencil for graphs; draw them cleanly; erase unnecessary lines; and be sure to explain important line shifts and areas via footnotes.

(2)  Answer questions fully, but be concise -- don't clutter them with superfluous material.  You are expected to adhere to any page limitations.

(3)  You may use any written source, except for copies of past take-home exams.  Using these exams is a JMU honor code violation.

(4)  You may not discuss these essays with any other student or faculty member (also a JMU honor code violation).  There is one exception: If a question seems confusing, you can ask me about it.  If your confusion does not reflect inadequate knowledge of the material, then I can help you.

The grading criteria (which are interrelated) are as follows:


  -The logical construction of your arguments;


  -The depth of knowledge on the subject matter;


  -Creativity of thought;


  -Organization and clarity of your writing.

Consider adopting the following test strategy: On the first day, read through the question -- try to get a good sense of what is being asked.  Then answer the question over a 2-6 day period.  For most questions, you should first write a rough draft and then revise it; sometimes you may also want to sketch out a crude outline before writing the rough draft.  It will thus help greatly if you word process your answers.  Let your subconscious mind shift through difficult questions over time -- don't wait until the night before it's due to start on a question! 

Unorthodox but logically supported arguments will receive considerable credit, although you may want to outline a more "standard" answer as well to indicate a depth of knowledge.  If you wish, you may provide a "standard answer" and then attack it.  All economic/political viewpoints are welcome; but you must defend your viewpoints in a logical manner.

                            GUIDELINES FOR THE ECON 455 RESEARCH PAPER

An Acceptable Paper Topic:  One which uses, in a nontrivial way, class concepts to assess casual linkages between government regulation and economic activity.  (Note: Causation can run in either direction, or else can be simultaneous.)  This criterion encompasses a broad range of topics (conceptual, empirical or both), such as: 


*the relative effectiveness of private vs. public management of wilderness lands; 


*evaluation of safety regulations for nuclear power plants; 


*the effectiveness of antitrust controls on horizontal mergers; 


*proper speed limits for interstate highways; 


*the impact of unionization on the U.S. income distribution;


*the impact of regulation on natural gas pricing.

You should pick a topic which is both interesting to you and is manageable in terms of time and accessible information.  Please note: only original work is acceptable; plagiarism, or copying from a previous paper which you have written, is a JMU honor code violation.  

Paper Length: 10-20 pages (not including title page, bibliography).

Structure of the Paper (Note: your paper must be formally segmented into logical parts; the main body of the paper, of course, will probably be segmented into several parts -- see attached example):


(A)  Introduction: Clearly state your purpose; say why this purpose is important and/or interesting; provide an overview of paper organization (briefly tell the reader where you are going).


(B)  Main Body: Initially illuminate your purpose via class concepts so as to establish a policy position or viewpoint.  Follow this illumination with a set of balanced, well-ordered, logically consistent arguments (accompanied, where needed, by the appropriate empirical evidence) which lend support to your position.  Recognize, and at times analyze, alternative viewpoints.    


(C)  Conclusion:  Summarize the paper findings (making sure to point out possible weaknesses and clarifications of these findings); state the resulting implications for policy; and identify additional questions of interest suggested by the analysis.

Paper Style:  Clear sentence structure, unified and coherent paragraphs, effective transitions, and language and tone appropriate to the subject is expected.  The paper should also be reasonably correct in grammar, punctuation, diction, and spelling.  All sources should be clearly cited.

Paper Questionnaire (actual questions are listed on the next page):  This is due by 5:00 p.m., Friday, February 15th, in my office.  You are strongly encouraged to submit this proposal before this date.  This questionnaire is worth 25 points.  This is an important exercise, for it allows me to give you guidance on finding a realistic topic, portraying it via class concepts, sources of evidence, etc.  I will either return your questionnaire to you with written comments, or discuss it with you in my office. 

Paper Due-Date, First Draft: 5:00 p.m., Friday, April 5th.  This draft must be largely complete in terms of citations, argumentation and paper organization, and is worth 25 points.   I will try to return it to you within 7-10 days.  

Paper Due-Date, final draft: Wednesday, 5:00 p.m., May 1st.  

Note: Three points per day will be deducted for missing the above dates (for questionnaires, first and final drafts, and paper evaluations).

          
                        PAPER QUESTIONNAIRE: DUE FEBRUARY 15TH

Instructions:  Please answer this questionnaire on a separate page or pages, typed/word processed, double-spaced.   Each question can be answered in 1-3 paragraphs -- you don't need to write the paper yet!  

INTRODUCTION:

(1)  What is the title of your paper?


(2)  What is the major purpose of your paper?


(3)  Why is this purpose important and/or interesting?


(4)  In general terms, tell me how the main body of the paper will be organized.  (I realize that you may be able to provide only a partial answer to this question -- that's OK.)

MAIN BODY:


(5)  Clearly tell me how class concepts will be used to illuminate your purpose; feel free to draw graphs in this regard.  (You may have already partially answered this question in question (3) above.)  

(6)  What possible sources of information will you use?  (A partial answer is OK at this point.)


(7)   State some possible alternative viewpoints associated with your position.  How will you address these alternative viewpoints?

I understand that some of your answers may be incomplete, and that you may modify some of the information given on this questionnaire on your final paper.  My major goal is to steer you in the right direction early on.  You'll find that completing this questionnaire will make writing the final draft much easier.

A writing sample which illustrates some of my expectations for the paper follows. 


                  THE IMPACT OF U.S. AIRLINE DEREGULATION ON PRICE




                                    I.  Introduction



Did U.S. airline deregulation lower airfares?  I address this question by comparing deregulated fares to those which would have plausibly existed under government control during the 1979-86 time period.  This comparison suggests that deregulation reduced prices by 12 to 20 percent on major U.S. inter-city routes.



Clarifying deregulation's impact on airline pricing is important for several reasons.  When the industry was deregulated in 1978, economists predicted that airfares would decline (CITE).  Empirical evidence supporting this prediction lends legitimacy to economics as a policy-making tool.  More importantly, politically powerful groups are now arguing that consumers have been hurt by airline deregulation, and so advocate re-regulating this industry (CITE).  The results cited here cast doubt on the worthiness of this policy direction.  



My empirical results are tentative, since several external industry shocks, such as the air traffic controller's strike of 1981, hamper the interpretation of the 1979-86 airfare data.  More importantly, the 1978 "deregulation experiment" is still unfolding -- the industry's market structure has not yet stabilized.  Hence caution must be exercised when inferring future pricing behavior from 1979-86 data.  Indeed, increases in airport hub concentration after 1986 may have dampened competitive pricing pressures, thus reducing consumer gains from deregulation.  Hence, as a secondary theme, I will discuss ways of stimulating price rivalry, such as allowing foreign carriers to compete in U.S. airline routes.



We proceed by outlining the theoretical case for airline deregulation from an economic viewpoint in Section II.  Section III calculates and then compares regulated and deregulated fares for the 1979-86 time period.  Section IV concludes by discussing several policy recommendations suggested by the analysis.  



                 II.
The Theoretical Case for Deregulation
Historical Pricing and Entry Rules of the Civil Aeronautics Board:  A Private Interest Theory Perspective
The Potential Impact of Deregulation on Price: A Theoretical Analysis 


[Note: do graphical analysis here, showing the expected theoretical impact of deregulation on airline pricing and economic surplus]

                            III.  The Empirical Evidence: Did Airfares Actually Decline?


[Note: Section III, of course, might be divided into several subsections as well]

IV. Summary of Results and Policy Implications







*
*
*

Note: When writing your paper, you must formally segment the paper into logical sections (for example, see sections I, II, III and IV above).  The specific sections, of course, will vary from paper to paper, depending upon the topic being addressed.  Each section can in turn be further segmented if desired (see the underlined subsections listed under section II immediately above). 

