Information economics

Instructor: Pietro Dall’Ara, pietro.dallaralat]unina.it.
Office hours: Tuesday, after class, office C27.

Last update: Mar 3.

Introduction to the course This course offers a graduate-level introduc-
tion to information economics and constitutes the second half of Microeco-
nomics II. Information asymmetries are pervasive in markets and modern
economics began studying them in detail with the work of Akerlof, Mirrlees,
Spence, and Stiglitz in the seventies. The Nobel prize awards to Mirrlees and
Vickrey in 1996, to Akerlof, Spence, and Stiglitz in 2001, and to Hart and
Holmstrom in 2016 are explicitly motivated by contributions to the economics
of information.

Taking notes in class, active participation, and working through the
problem sets are necessary to understand the material. In the course, we deal
with concave programming, probability distributions, and Bayesian updating.
The background knowledge of real analysis and probability that is expected
from LMEF and MEF students, combined with an interest in economics, will
(hopefully) make you enjoy this course.

Grading The grade is based on:
1. Exam, weighted by 2/3.

2. Problem sets, weighted by 1/3. Three problem sets will be distributed.
One of your lowest scores is dropped and the remaining two are equally
weighted.

You can get up to two extra points by solving bonus problems in any problem
set. Such bonus problems are otherwise ungraded (but they constitute good
prep towards your exam.) For example, if your grades are: 21 in the exam, 28,
26, and 26 in the problem sets, and you satisfactorily solve a two—point-worth
bonus problem, your grade in this portion of Microeconomics II is calculated
as

21.(2/3) + ((28 + 26)/2)/3 + 2 = 25.

Outline The course covers 4 main topics:

1. Screening;
2. Moral hazard;
3. Competitive screening;

4. Introduction to public goods and externalities.



Readings There is no required reading. The handouts that are distributed
make the course self-contained — in conjunction with notetaking.

The coverage of screening and moral hazard in class follows chapters 2
and 4 of The Theory of Incentives by Laffont and Martimort (2002, LM).
For alternative exposures at approximately the same level as the course,
see: Contract Theory by Bolton and Dewatripont (2005, BD) and The
Economics of Contracts by Salanié (1997). Graduate-level textbooks in
microeconomic theory typically include chapters on screening and moral
hazard. I recommend: Microeconomic Foundations II by Kreps (2023, KR)
for screening and competitive screening, Microeconomic Analysis by Varian
(1992) for public goods and externalities, and MWG (Mas-Colell et al.,
1995). Advanced Microeconomic Theory by Jehle and Reny (2001) has a
great chapter on information economics written in game-theoretic language
at a slightly higher level of formalism than what we do in class. General
Equilibrium and Welfare Economics by Moore (2007) has great chapters on
public goods and externalities but at a higher level of formalism than what
we do in class

The following readings may help you to put the material in perspective,
suggested readings are marked by an asterisk.

e Screening:

— *first chapter of Economics Briefs: Six Big Ideas, by The Economist,
available at https://www.economist.com/sites/default/files/
econbriefs.pdf;

— * KR: chapter 17;

— * LM: chapter 2;

Mussa and Rosen (1978);
— KR: chapter 20.

e Moral hazard:

— * LM: chapter 4 and 5.1.3;
— Ross (1973);

Holmstrom (2017);
Hurwicz (2008);

— BD: chapter 4.

e Competitive screening;:

— KR: relevat sections of chapter 19;
— Revelant chapters in Macho-Stadler and Pérez-Castrillo (1997).
— Rothschild and Stiglitz (1976).


https://www.economist.com/sites/default/files/econbriefs.pdf
https://www.economist.com/sites/default/files/econbriefs.pdf

e Public goods and externalities:

— Varian (1992): Chapter 23.
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