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Microeconomics 4 for EBE: Information Economics (30K302) 

[Nobel Prize Economics] 

Version August 16, 2016 

 

 

 

 

 

Instructors:    Cédric Argenton (coordinator; third block) 

    Elena Cettolin (first and second block) 

    Lenka Habetinova (tutorials) 

Language of instruction:  English 

Type of instruction:  2-hour lecture followed by 2-hour tutorial in most weeks 

Credits:    6 ECTS 

Prerequisites:   Microeconomics 1, 2, Mathematics 1, and Statistics 

Course website: Blackboard (Microeconomics 4 for ECO: Information Economics 

2016-2017) 
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Course objectives 

In most cases, first-year courses in economics assume no differences in the information which agents 

hold when they interact. For example, buyers and sellers are perfectly informed about the quality of the 

goods being sold in the market; employers perfectly know the productivity of employees at the time 

they recruit them, and they also know the effort they exert once they are employed; banks and courts 

perfectly know what borrowers do with loans; etc. This course will relax that assumption and study the 

extent to which economic outcomes differ when agents do not hold complete information. We will 

study different types of incomplete information, the problems that this may cause for the efficient 

functioning of markets, and the various institutions that may help correct or mitigate those problems. 

The overarching goal of the course is therefore to introduce students to the main themes and tools of 

Information Economics, a field that witnessed many exciting developments in the past 30 years. 

Most of the topics covered in the course have been developed by Nobel Memorial Prize laureates. You 

will learn about some of the most important contributions to market design by Lloyd S. Shapley and 

Alvin E. Roth (Nobel Prize winners 2012), to mechanism design by Leonid Hurwicz, Eric S. Maskin 

and Roger B. Myerson (Nobel Prize winners 2007), to decision-making under uncertainty by Daniel 

Kahneman  (Nobel Prize winner 2002), to asymmetric information by George A. Akerlof, Michael 

Spence, Joseph E. Stiglitz (Nobel Prize winners 2001) and William Vickrey (Nobel Prize winner 1996).  

 

Contents 

The course will be structured in three parts or blocks. The first part will provide the necessary 

theoretical tools needed to fully understand the rest of the course, namely specific topics in statistics, 

decision-making under uncertainty and game theory. Then, the second part will consist in studying in 

detail the first type of information asymmetry called moral hazard. In the third part we will go over a 

second type of information asymmetry, called adverse selection, and some of the institutions or 

mechanisms that are often used to overcome it: screening, signaling, auctions, and matching 

algorithms. The focus will be on the theoretical causes of, consequences of, and possible remedies to, 

such informational limitations. Attention will also be paid to the relevance and validity of those 

theories in practical (real-life or laboratory) situations. 

  

http://en.wikipedia.org/wiki/William_Vickrey
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Specifics 

The course will comprise both lectures and tutorials. Lectures will introduce the necessary concepts and 

tools, while tutorials are organized to apply these to specific (numerical) problems. Studying 

microeconomics, at any level, is not a ‘learning-by-heart’ activity, but a ‘learning-by-doing’ exercise. 

So, solving specific problem sets, participating in experiments, and interpreting results are a large part 

of the training. Students will be asked to work on home assignments even when not graded; some of 

that homework will be discussed and extended during the tutorials. Active participation in all those 

activities is key to success in this course. 

 

Examinations and grading 

Your numerical grade for the course (NG) will consist of two parts. 70% of your numerical grade will 

stem from the final written exam (EX); 30% will stem from two homework assignments: HA1 is the 

first homework assignment and HA2, the second. Hence: 

NG = 0.7EX + 0.15HA1 + 0.15HA2 

On the basis of numerical grades, your final grade for the course will be determined by rounding it to 

the nearest available half-point. (Remember that mark 5.5 is not available.) 

The final exam is a three-hour, closed-book, written examination during which students have to answer 

a number of multiple-choice questions. It is currently scheduled on December 19. (The date is subject 

to change; always check the electronic study guide for updated information!) 

Homework assignments will be handed in at the end of block 2 and block 3. They will be due on October 

4 and November 22, respectively, at the beginning of the class. Late submissions will not be accepted. 

Assignments will mostly consist of formal or numerical problems. Students are encouraged to work in 

groups on those assignments: up to 4 students are allowed to submit a common answer sheet, provided 

the names of all the contributors are clearly indicated. 

Students who have missed, or performed poorly on, one the two homework assignments are allowed to 

take an individual challenge homework. This homework, comprising problems that are somewhat 

harder or longer than the two others, will provide students with an opportunity for going deeply into 

some parts of the course material. The grade for this homework will replace the lower of the two grades 

on HA1 and HA2, even if it is smaller than this lower grade. 

A resit examination will be offered for this course. It concerns only the final examination (EX). Marks 

for the homework assignments cannot be changed (or substituted for, if missing). 

The same policy applies to repeaters: although not required to attend the lectures and tutorials, they 

have to submit homework assignments as the final or resit exam counts for only 70% of the grade for 

the course. 
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Discipline 

Students are expected to behave in an orderly manner during lectures and tutorials. If not, they may be 

asked to leave the room or referred for disciplinary action. Cheating during examinations is a serious 

offense which will be reported to the School’s examination committee. In that respect, be aware of the 

University’s student statute and the School’s teaching and examination regulations. 

 

Readings 

There is no mandatory textbook for this course. Readings will be taken from a variety of academic 

journals or books available from the university library. They will be listed on the course website in 

due course. A preliminary list is given here. Compulsory readings are starred. 

Lecture 1: Introduction and Game Theory-Nash Equilibrium 

*Martin Osborne, An introduction to game theory, Oxford University Press, 2004. Chapters 2 and 3. 

An alternative for game theory topics: Donald E. Campbell, Incentives, Cambridge University Press, 

2nd ed., 2006. Chapter 1, sections 1, 2, 4, 5.1, 5.2, 5.3, 5.7 and 6. 

*Jacob K. Goeree and Charles A. Holt (2001). “Ten Little Treasures of Game Theory and Ten 

Intuitive Contradictions.” American Economic Review, Vol. 91, No. 5, pp. 1402-1422. Read the 

introduction, and section I only till example A included (The One-Shot Traveler's Dilemma Game). 

Lecture 2: Game Theory-Repeated and Sequential Games 

*Martin Osborne, An introduction to game theory, Oxford University Press, 2004. Chapter 14. 

Alternatively: Donald E. Campbell, Incentives, Cambridge University Press, 2nd ed., 2006. Chapter 1 

section 7.  

*James Andreoni and John H. Miller (1993). “Rational Cooperation in the Finitely Repeated 

Prisoner's Dilemma: Experimental Evidence.” The Economic Journal, Vol. 103, No. 418, pp. 570-

585. 

Lecture 3: Uncertainty and Insurance 

*Donald E. Campbell, Incentives, Cambridge University Press, 2nd ed., 2006. Chapter 2 section 6.1, 

6.2, 6.4 and 7. 

Charles A. Holt and Susan K. Laury (2002). “Risk aversion and incentive effects.” American 

Economic Review, Vol. 92, No. 5, pp. 1644-1655. 

Lecture 4: Moral Hazard-Introduction, Insurance and Credit Markets 

*Donald E. Campbell, Incentives, Cambridge University Press, 2nd ed., 2006. Chapter 3, sections 3.7, 

3.2, 3.9.1, 3.9.2, 3.9.3. 
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*Dean Karlan and Jonathan Zinman (2009). “Observing Unobservables: Identifying Information 

Asymmetries With a Consumer Credit Field Experiment.”  Econometrica, Vol 77, No. 6, pp. 1993-

2008. Read section 1, 2, 3, and conclusions.  

Lecture 5: Moral Hazard: Implications for Labour Markets 

*Paul Milgrom and John Roberts. Economics, Organization & Management, Prenctice-Hall, 1992. 

Chapter 7: pp. 207-226. 

Lecture 6: Reference-dependent, social and intrinsic incentives 

For all the papers listed below, it is sufficient that you focus on the main message given during the 

lecture (see the lecture slides).  

Dan Ariely, Predictably Irrational, Revised and Expanded Edition: The Hidden Forces  That Shape 

Our Decisions, Harper Collings Publishers, 1st ed., 2009. Chapter 1. 

Daniel Kahneman and Amos Tversky (1979). “Prospect Theory: An Analysis of Decision Under 

Risk.” Econometrica, 263-291. 

Daniel Kahneman, Jack L. Knetsch and Richard H. Thaler (1990). “Experimental Tests of the 

Endowment Effect and the Coase Theorem.” Journal of Political Economy, Vol. 98, No. 6: 1325-

1348. 

Ernst Fehr and Klaus M. Schmidt (1999). “A theory of fairness, competition, and cooperation.” 

Quarterly Journal of Economics. Vol. 114, No. 3: 817–868. 

Uri Gneezy and Aldo Rustichini (2000). “A Fine is a Price.” Journal of Legal Studies, 29: 1-17. 

Armin Falk and Nora Szech (2013). “Morals and Markets”, Science, 340, 707. 

Lectures 7 and 8: Adverse selection 

*Joseph E. Stiglitz (2001). “Information and the change in paradigm in economics.” Nobel prize 

lecture. Available here (only pp. 472-482, and pp. 488-503 are mandatory). (You can also watch the 

lecture [45 min] here.) 

*Martin J. Osborne (2003). An introduction to game theory. Oxford University Press. Chapter 4 

(mixed-strategy equilibrium) 

*Dorothea Kübler, Wieland Müller and Hans-Theo Normann (2008). “Job-Market Signaling and 

Screening: An Experimental Comparison.” Games and Economic Behavior, Vol. 64, pp. 219-236. 

Donald E. Campbell (2006). Incentives. Cambridge University Press. Chapter 5. (Beware that the 

treatment is quite different from what we will do in class, even if the ideas are the same). 

Martin J. Osborne (2003). An introduction to game theory. Oxford University Press. Chapter 9 

(Bayes-Nash equilibrium). (For those of you who want to read more about game theory) 

Lectures 9 and 10: Auctions 

* Donald E. Campbell (2006). Incentives. Cambridge University Press. Chapter 6. 

http://www.nobelprize.org/nobel_prizes/economic-sciences/laureates/2001/stiglitz-lecture.pdf
http://www.nobelprize.org/nobel_prizes/economic-sciences/laureates/2001/stiglitz-lecture.html
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*David Lucking-Reiley. “Vickrey Auctions in Practice: From Nineteenth-Century Philately to 

Twenty-First-Century E-Commerce.” The Journal of Economic Perspectives, Vol. 14, No. 3 

(Summer, 2000), pp. 183-192. 

Charness, G., & Levin, D. (2009). “The origin of the winner's curse: a laboratory study.” American 

Economic Journal: Microeconomics, 1(1), 207-236. 

Paul Milgrom. “Auctions and Bidding: A Primer.” The Journal of Economic Perspectives , Vol. 3, 

No. 3 (Summer, 1989), pp. 3-22. 

John G. Riley. “Expected Revenue from Open and Sealed Bid Auctions.” The Journal of Economic 

Perspectives , Vol. 3, No. 3 (Summer, 1989), pp. 41-50. 

Lectures 11 and 12 : Matching 

* Donald E. Campbell (2006). Incentives. Cambridge University Press. Chapter 9. 

* Alvin E. Roth (1984). “The Evolution of the Labor Market for Medical Interns and Residents: A 

Case Study in Game Theory.” Journal of Political Economy , Vol. 92, No. 6 , pp. 991-1016. 

 

Schedule 

Here is the schedule of lectures, based on the information available on July 15. Please always check 

the electronic study guide for updated information. Mind the unusual times or places of the lectures 

highlighted in red. The times of tutorials depend on the group you belong to. Please consult the 

electronic study guide to find it out. Please always go to the tutorial you have been assigned, as 

switching may create disorganization and room capacity problems. 

day date time room type topic  

Tuesday  
30-08-

16 

16:45-

18:30 
CZ 120 LECTURE Introduction and games 

 
 

Friday  
02-09-

16 

12:45-

14:30 
DZ 001 LECTURE 

Games and introduction to 

uncertainty 

 
 

Tuesday  
06-09-

16 

16:45-

18:30 
CZ 120 LECTURE Uncertainty and insurance 

 
 

Tuesday  
13-09-

16 

16:45-

18:30 
CZ 120 LECTURE Moral hazard 1 (Insurance) 

 
 

Tuesday  
20-09-

16 

16:45-

18:30 
CZ 120 LECTURE Moral hazard 2 (labor market) 

 
 

Tuesday  
27-09-

16 

16:45-

18:30 
CZ 120 LECTURE Behavioral Economics 

 
 

Tuesday  
04-10-

16 

16:45-

18:30 
CZ 120 LECTURE Adverse selection 1 

 
 

Friday  
07-10-

16 

12:45-

14:30 
WZ 001 LECTURE Solutions to HA1 
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Tuesday  
11-10-

16 

16:45-

18:30 
CZ 120 LECTURE Adverse selection 2 

 
 

Tuesday  
25-10-

16 

16:45-

18:30 
CZ 120 LECTURE Adverse Selection 3, Auctions 1 

 
 

Tuesday  
08-11-

16 

16:45-

18:30 
CZ 120 LECTURE Auctions 2 

 
 

Tuesday  
15-11-

16 

16:45-

18:30 
CZ 120 LECTURE Auctions 2 (cont’d), Matching 1 

 
 

Tuesday  
22-11-

16 

16:45-

18:30 
CZ 120 LECTURE Matching 2 

 
 

Tuesday  
29-11-

16 

16:45-

18:30 
CZ 120 LECTURE 

Buffer + Solutions to challenge 

assignment 

 
 

 

 


