Reading/Topics List for Advanced Microeconomic Theory

Introduction:


The two welfare theorems of economics. Reading: S, chapter 1. 

I.
A brief foray into the world of Imperfect Competition

1. Monopoly

a. The essentials of a maximization problem: curvature and existence in a Cournot Monopoly. Reading: W, chapter 1, pages 1-8.

b. Social welfare, deadweight loss, and the first-best, with consideration of product quality, rent-seeking, and innovation. Reading: W, chapter 1 pages 14-24.

c. Price Discrimination: Reading: W, 25-34.

d. Regulation of Monopoly, and assessing the qualitative impact of policy on economic performance. Reading: W, chapter 2.

2. Oligopoly and the big three: Cournot, Bertrand, and Stackleburg.

a. The model setup. Developing welfare rankings. Reading: W, chapter 3, pages 65-77.

b. Cartels, entry, and Selten’s “Four are few and six are many.” Reading: W, chapter 3, pages 99-102.

3. Conclusions and what we have learned. 

II. 
Hidden Information and Adverse Selection

1. The lemons problem and market collapse.

a. Used cars, and Akerlof’s observation.

b. Adverse selection in labor markets, underemployment, and overemployment. Reading: W, 244-249.

c. Screening in insurance markets. Reading: W, 253-259.

d. Screening and signaling: A simple model from Baker (no reading).

2. Conclusions and what we have learned.

II.5 
A Brief yet fun digression on matching, marriage, and related issues.


Readings: W, Chapter 7. 

III.
Hidden Action and Moral Hazard

1. Principal and agent

a. Elements of a contract

b. The optimal contract and the first-best outcome. Readings: W, 278-294
2. Conclusions and what we have learned

a. Reading/discussion of a paper in the literature: Holmstrom’s “Moral Hazard in Teams” and Rasmusen’s “Massacre contract.”

IV.
Public Goods and Externalities

1. The essence of the public goods problem.


a. Implementing an optimum.

b. The Pivot mechanism (A note of caution: when you see the words “Pivot” and “Mechanism” in a work by a French Economist, get ready for some serious math). Reading: S, chapter 5.

2. External effects:

a. The problem.

b. Discussion: regulation of prices or quantities? Readings: S, chapter 6.

V.
The Students Pick from the following list of topics:

1. Long-Term Entry, Strategic Entry, and Competition.

2. Vertical Relations

3. The Modern Literature on Quality Differentiation.

4. The Microeconomic model of Crime and Crime Deterrence.

5. Bargaining Theory.

