Information Economics



                       FE 462 sec. 2001   
Course Syllabus and Policy Statement 

Fall Semester, AY2004
Professor:                    

Matthew J. Baker

Office:                          

Nimitz 76

Telephone:                  

Office: 3-6890

Email:                           

mbaker@usna.edu      
Course meeting time/place:                MWF 2nd period, EWA02 

Readings (required): 

There is no textbook for the course. Course readings derive from handouts, journal articles, selected book chapters, and other resources. Students should make every effort to organize and arrange these materials. The readings are discussed in the (attached) course outline. 

Course work:


Grading is based upon 2 exams given during the semester, a final exam, and a research project. The final will be held during the scheduled time with no exceptions. I will also periodically distribute and collect practice problems; I will not accept problem sets that do not meet a minimum neatness standard. I reserve the right to modify your final numerical average based on my general observations about your course performance; this feature of your grade is referred to as “instructor discretion” below. The major component of instructor discretion is problem set performance.  

Grade Breakdown:


Your final grade shall be determined as follows:



Exam 1


25%



Exam 2


25%



Final Exam 


35%



Research Project

15%





            
100%

Project description:


The nature of the research project shall be described after the first exam, approximately half way through the class. The final grade received on the research project may also depend upon execution of intermediate assignments (e.g., handing in a draft copy at a specified date.)
Course outline/Topics covered (in chronological order with approximate time)

1. Preliminaries part 1 - Background Material 

a. Random variables, expected values, and expected utility

b. Expected utility and expected value maximization

c. An extended example – valuation of a weather forecast.

Readings: 

Frank, Microeconomics and Behavior,  4th ed. Chapter 6 pages 199-221.
Nelson and Winter, Quarterly Journal of Economics, 1964. “A Case Study in the Economics of Information and Coordination: The Weather Forecasting System.” 
2. Principals and agents – the basics of contract theory
a. The moral hazard problem
b. Contract design with risk and moral hazard

c. Team production, Efficiency wages, and other topics in moral hazard
Readings: 


Wolfstetter, Chapter 11, Hidden Action and Moral Hazard.

Holmstrom, Bell Journal of Economics, 1981 “Moral Hazard in Teams.”\
Rasmussen, Games and Information, Chapter 8. 

3. Adverse selection

a. The Lemons problem

b. Insurance markets and insurance with adverse selection
c. Mechanism Design and government procurement   
d. Some applications

Readings: 


Akerlof, Quarterly Journal of Economics, 1970. The Market for Lemons.

Macho-Stadler and Perez Castillo, Chapter 4.

Rasmussen, Games and Information, chapters 9 and 10. 

4. Auctions

a. Auction formats

b. Revenue equivalence and related theorems

c. A look at the empirical literature on auctions

Readings:

Aliprantis and Chakrabarti, Games and Decision Making Chapter 6.


Reily, American Economic Review, 1999, “Magic on the Internet.”

5. Search 

a. The problem of optimal search for a best price.

b. Pandora’s problem and related extensions.

Readings: 


Stigler, Journal of Political Economy, 1962. “The Economics of Search.”


Weitzman, Econometrica, 1979. “Optimal Search for the Best Alternative.” 

6. Aspects of the organization of markets for information
a. Markets for Information – Libraries, Internet, and Pricing
b. An application: prevention of spam 

Readings: 

Shy, The Economics of Network Industries, Chapter 2. 


Loder, Van Alstyne, and Wash, NBER Working Paper, 2004  “Information Assymetry and Thrwarting Spam,”
