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Course Qutline

Course Summary and Objectives:

The goal of this course is to analyze the contractual relationships of economic agents. The
first part of the course introduces principal-agent theory - Moral Hazard and Adverse
Selection. In a second part, we will in some detail discuss the economic concept of
‘ownership’. The paradigm of ‘incomplete contracting’ will turn out to be an important
building block for ownership-based theory of the firm. We will study the foundation of
incomplete contracting, and discuss a variety of applications to issues such as privatization,
human capital formation, hierarchies, and corporate finance.

Textbooks:
There is no required textbook, as no single textbook covers the variety of material we
discuss in class. Useful books are
e Tirole, Jean (1988): The Theory of Industrial Organization, MIT Press (esp. ch. O for
a brief overview of the theory of the firm).
e Mas-Colell, A., Whinston, Michael D. and Jerry R. Green (1995): Microeconomic
Theory, Oxford University Press (ch. 14 on Moral Hazard)
e Salanie, Bernard (1998): The Economics of Contracts - A Primer, MIT Press.
(especially chs. 2, 3 on Adverse Selection, and ch. 5 on Moral Hazard),
e Laffont, J.-J. and Martimort (2001): The Theory of Incentives: The Principal-Agent
Problem, Princeton University Press.
e Bolton, P. and M. Dewatripont (2005): Contract Theory, MIT Press.
e Hart, Oliver (1995): Firms, Contracts and Financial Structure, Oxford, UK, Oxford
e University Press, (Chs 1-4 of the book are about property-rights theory and
incomplete contracts, chs. 5-6 on financial contracting).

Grading:

Midterm 30%
Assignments 30%
Final exam 40%



The approximate final grade distribution for the course will be as follows. Adjustments
will be made as necessary. A: 90% and above; B: 80%-89%; C: 70%-79%; D: 60%-69%;
F: below 60%.
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