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Outline – Plan : 

PART I (Patrick Rey) 

Textbooks: 

. Bolton, P., and M. Dewatripont (2005), Contract Theory, MIT Press. 

. Laffont, J.J. (1991), The Economics of Uncertainty and Information, MIT Press, Cambridge. 

. Laffont, J.J., and D. Martimort (2002), The Theory of Incentives: The Principal Agent Model, 

Princeton University Press. 

. Mas-Colell, A., M.D. Whinston and J. Green (1995), Microeconomic Theory, Oxford University Press, 

New York and Oxford.  

Chapter 1: Information economics 

I. Introduction 

II. Asymmetric information and market failures 

1. Lemons problem 

2. Screening 

3. Screening versus signaling 

4. Market disequilibrium 

III.   Roadmap 

Chapter 2:  Adverse selection 

I. Introduction  

II. Simple example 

1.  Price discrimination 

2. Complete information 

3. Incomplete information 

III.   A more general analysis 

1.  Framework 

2. Implementation 

3. Optimization 

4. Examples  

IV.   Variations 

1.  Multiple agents 

2.  Noisy observation 

3.  Interim renegotiation 

4.  Countervailing incentives 

5.  Stochastic contracts 

6.  Dynamics 

Chapter 3: Moral hazard 

I.    Introduction 



 

 

1. Efficiency versus risk-sharing 

2. Efficiency versus informational rent 

II.   The role of statistical inference 

1.  The inference problem 

2. Full inference 

3. Limited inference 

4. Valuable signals 

III.  Effort levels 

1.  A simple example 

2.  Risk-sharing, incentives and participation constraint 

3.  Multi-tasking 

IV.  Applications 

1.  Partial insurance 

2.  Efficiency wage 

3.  Credit rationing 

4.  Group lending 

5.  Moral hazard in teams 

6.  Career concerns 

7.  Commitment 

 

PART II (David Martimort) 

Textbook: Laffont, J.J., and D. Martimort (2002), The Theory of Incentives: The Principal Agent 

Model, Princeton University Press. 

 

1. Mechanism Design: Basics 

1.1 A Brief History of Economic Thought on the Theory of Incentives 

1.2 Collective decision making. Arrow’s and Gibbard-Sattherwaite’s Theorems 

1.3 A bare-bone model. Preferences, information structures 

1.4 The Revelation Principle 

1.4.1 Dominant strategy implementation, Bayesian-Nash implementation, Nash 

implementation 

1.4.2 Full versus partial implementation 

2. Non-Market Institution: The Public Good Problem 

2.1 Dominant implementation 

A fundamental Lemma. Vickrey-Clarke-Groves mechanisms, characterization and 

examples. A first impossibility theorem. 

2.2 Bayesian implementation 

A fundamental Lemma (again). D’Aspremont-Gerard-Varet mechanisms, 



 

 

characterization. A first possibility theorem and a second impossibility theorem 

2.3 Second-best analysis 

The fundamental incentive-feasibility condition. The free-riding problem in large 

economies. The second-best solution. 

2.4 Interim efficiency  

2.5 Applications 

Climate agreements. The formation of interest groups. 

3. Market institutions 1: The Coase Theorem under Asymmetric Information 

3.1 The Coase Theorem under complete information: A reminder 

3.2 The Myerson-Satterthwaite impossibility theorem 

Second-best solution. Implementation. Broker-mediated trade 

3.3 Dominant strategy trading mechanisms 

3.4 Dissolving a partnership. A possibility theorem 

3.5 The relationship between Clarke mechanisms and efficiency 

3.6 Bargaining and non-verifiable information 

4. Market institutions 2: Auctions 

4.1 Preferences. Information structures 

4.2 Various auction formats 

First-price, second price, all-pay auctions, multi-unit auctions, supply functions. 

4.3 The Revenue Equivalence. Dominant and Bayesian implementation 

4.4 Auctions with externalities  

4.5 Collusion rings 

4.6 Correlated information / Interdependent values 

Efficiency or inefficiency? 

4.7 Robust mechanism design 

5. Hierarchies  

5.1 Set-up. Information structures 

5.2 Loss of control 

5.3 Vertical collusion 

5.4 Horizontal collusion 
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d’Aspremont, C. and L-.A. GÃ Qc rard-Varet (1979). Incentives and Incomplete In- 

formation, Journal of Public Economics, 11: 25-45. 

Laffont, J.J. and E. Maskin (1979). A Differential Approach to Expected Utility Maximizing 

Mechanisms, in Aggregation and Revelation of Preferences, ed. J.J. Laffont, 289-308. 

North-Holland. 

 

2.3 Second-best analysis 
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Crémer, J., and R. McLean (1988). Full Extraction of the Surplus in Bayesian and Dominant 

Strategy Auctions. Econometrica 56: 1247-1257. 

Dequiedt, V. and D. Martimort (2015). Vertical Contracting with Informational 

Opportunism, The American Economic Review, 105: 2141-82. 

Jehiel, P. and B. Moldovanu (2001). Efficient Design with Interdependent Valuations. 

Econometrica, 69: 1237-1259. 

Laffont, J. J. and D. Martimort (2000). Mechanism Design with Collusion and Correlation, 

Econometrica, 68: 309-342. 

McAfee, R. and P. Reny (1992). Correlated Information and Mecanism Design, 

Econometrica ; 60: 395-421. 

4.7 Robust mechanism design 

Bergemann, D. and S Morris (2005). Robust Mechanism Design. Econometrica, 73: 1771-

1813. 

Chung, K. and J. Ely (2007). Foundations of Dominant-Strategy Mechanisms. The Review 

of Economic Studies, 74: 447-476. 

Jehiel, P., M. Meyer-ter-Vehn, B. Moldovanu, B., and W. Zame, (2006). The Limits of Ex 

Post Implementation. Econometrica, 74: 585-610. 

Neeman, Z. (2004). The Relevance of Private Information in Mechanism    Design. 

Journal of Economic Theory, 117: 55-77. 

Wilson, R. (1987). Game-Theoretic Analyses of Trading Processes. Advances in Economic 



 

 

Theory: Fifth World Congress, ed. by T. Bewley. Cambridge University Press, Chap. 

2, 33-70. 
 

5. Hierarchies  

5.1 Set-up. Information structures 

5.2 Loss of control 

Martimort, D. (2007). Multi-Contracting Mechanism Design, Advances in Economic 

Theory Proceedings of the World Congress of the Econometric Society, eds. R. 

Blundell, A. Newey and T. Persson, Cambridge University Press. 

McAfee, R. and J. McMillan (1995). Organizational Diseconomies of Scale, Journal of 

Economics and Management Strategy, 4: 399-426. 

Melumad, N., D., Mookherjee and S. Reichelstein (1995). Hierarchical Decentraliza- tion 

of Incentive Contracts, The RAND Journal of Economics, 26: 654-672. 

Mookherjee, D. and M. Tsumagari (2004). The Organization of Supplier Networks: 

Effects of Delegation and Intermediation, Econometrica, 72: 1179-1219. 
 

5.3 Vertical collusion 
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