UNITED STATES NAVAL ACADEMY
Economics Department:  GAME THEORY   Fall 2008
FE450: 

Section 3041 (TR 9th) in NI0006

        

Professor: 
Associate Professor Pamela Schmitt

Office:

Nimitz 73
Phone:

3-6888

Office hours:
Thursday 1115 - 1530. Please make an appointment for any other time.

E-mail:

pschmitt@usna.edu (the best way to reach me!)

Web page:
www.usna.edu/Users/econ/pschmitt/FE450/08/FE450_08.html

I. Course Description and Text

“Strategic thinking is the art of outdoing an adversary, knowing that the adversary is trying to do the same to you,” Dixit and Nalebuff.

Game Theory is used to understand how two or more players make decisions or choose actions when their actions (or strategies) affect each participant. Therefore, the primary goal of this course is to teach you game theory techniques; to teach you to set up and solve games, particularly those that arise in business, economics and the military. The lectures, post-class problem sets, and exams are structured to encourage economic problem solving using a game theoretic framework. The pre-class problem sets, experiments, and papers are structured to illustrate the difference between game theoretic predictions and subject behavior. After completing this course, you will gain an appreciation of the game theorist’s perspective on economic interactions and recognize the wide variety of economic problems that can be addressed using the tools of game theory.
Text

Strategies and Games: Theory and Practice, by Prajit K. Dutta.,The MIT Press 1999.

II. Grading

There will be three semester exams (2 in class and 1 a final), pre- and post-class problem sets, class experiments, and a final research paper with a presentation. The exams will be scheduled for administration on the dates marked on this course syllabus. Each exam will cover designated chapters from the textbook and class notes. Questions may be drawn from topics mentioned in class, from the textbook, and from the class notes. The length and description of each exam will be announced in class.

Some of the questions on the exams will require the use of a calculator. You may bring your calculator to each exam. The calculator should be able to compute higher mathematical functions, but cannot be programmed to contain economic definitions or formulas or used in text mode.

Final Research Papers

You will be required to complete a research paper. The format and requirements will be discussed in a separate handout.

Problem Sets
Students will be required to submit two types of problem sets: pre-class problem sets and post-class problem sets.
 Pre-class problems will be announced in class and posted on my webpage. These problems DO NOT have right/wrong answers. The results will be compared to models that we will discuss in class. Therefore, the pre-class problems will only be graded on “sincere, honest effort”. The post-class problems will be handed out in class (and will be available on the class webpage) and will frequently be problems from your text. These problems DO have right/wrong answers. Although students are encouraged to work in groups, every student is responsible for handing in their own assignment in their own words. Assignments must be turned in to me at the beginning of the class period in which they are due. There is no exception to this. I will not take late assignments. The answers to the homework assignments will be posted on the web immediately after class. 
Participation

The instructor’s evaluation will be determined by class participation. Positive class participation includes, but is not limited by, contributing to discussion (daily preparation) and incorporating the textbook and any newsworthy materials. Negative class participation includes, but is not limited by, talking with your classmates during lecture (or any disruptive behavior) and sleeping during class.

Thus, grades will be based on an in class lecture, pre- and post-class problem sets, three midterm exams, and a research paper.




Graded Assignment   
         



Points




Midterm Exam I




20% 




Midterm Exam II




20%




Final Exam 





30%

Research Papers/presentation



15%

Post-class problems




10%

Pre-class problems/Instructor Evaluation
 
 5%
 




Total 






100%

The grading scale is as follows: 

A
90% – 100%

B
80% – 89%

C
70% – 79%

D
60% – 69%

F
– 59%


There will be no other opportunities to earn points for this course.  No extra-credit will be offered.

Make-up Exams

If you are committed to attend an event during a FE450 exam time, such as an athletic meet, musical performance, movement orders, or have watch in Bancroft Hall, then you must arrange in advance (by e-mail at a minimum) to take the exam before the scheduled exam date. If you are SIR, then you must arrange in advance (by e-mail at a minimum) to take the exam after the scheduled exam date. 

Without notification prior to the exam, you will not be permitted to reschedule the exam. Likewise, if you have an unexcused absence (as noted in MIDS) you will not be permitted to reschedule the exam.

Regardless, you will have only two days after the scheduled exam to take the exam or you will have to take a make up exam during the last week of classes.

Honor Code

This course is taught under The Honor Concept of the Brigade of Midshipmen. Midshipmen of the United States Naval Academy agree to accept the responsibilities for honorable conduct in that "Midshipmen are persons of integrity: They stand for that which is right" in all academic activities. 

Students must not give or receive aid on exams. This includes, but is not limited to, viewing the exams of others, sharing answers with others, and using books or notes while taking the exam. It also includes discussing the exam in order to help those who are taking it at a later time or date.

TOPICS TO BE COVERED
21 August: A First Look at the Applications and Theory – Chapters 1 and 2
26 August: Utility and Expected Utility – Chapter 27
28 August: Utility and Expected Utility – Chapter 27
4 Sept: Strategic Form Games and Dominant Strategies – Chapter 3
9 Sept: Dominance Solvability – Chapter 4

11 Sept: Nash Equilibrium – Chapter 5

16 Sept: An Application: Cournot Duopoly – Chapter 6
18 Sept: An Application: The Commons Problem – Chapter 7
23 Sept: EXAM ONE – Chapters 1 – 7, 27
25 Sept: Mixed Strategies – Chapter 8
30 Sept: Zero-Sum Games – Chapter 10
2 Oct: Existence of Nash Equilibria – Chapter 28
7 Oct: Extensive Form Games and Backwards Induction – Chapter 11
9 Oct: Subgame Perfect Equilibrium – Chapter 13
14 Oct: Finitely Repeated Games – Chapter 14
16 Oct: Infinitely Repeated Games – Chapter 15
21 Oct: An Application: Opec – Chapter 17

23 Oct: Dynamic Games with an Application to the Commons Problem – Chapter 18
28 Oct: catch up day

30 Oct: EXAM TWO – Chapters 8, 10, 13 – 15, 17, and 28 (and materials from Exam 1)

4 Nov: Moral Hazard and Incentives Theory – Chapter 19

6 Nov: Games with Incomplete Information – Chapter 20
13 Nov: An Application: Incomplete Information in a Cournot Duopoly – Chapter 21
18 Nov: Mechanism Design, The Revelation Principle, and Sales to an Unknown Buyer – Chapter 22

20 Nov: An Application: Auctions – Chapter 23

The rest of the semester will be student presentations.

� Avinash K. Dixit and Barry J. Nalebuff, 1991. Thinking Strategically: The Competitive Edge in Business, Politics and Everyday Life (Norton, W. W. & Company, Inc.).


� This is following Rubinstein, A. (1999). “Experience from a Course in Game Theory: Pre- and Post-class Problem Sets as a Didactic Device” Games and Economic Behavior 28, 155 – 170. 





