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Course Description

The aim of this course is to offer an introduction to recent applications of the tools and
techniques covered in Microeconomics I11, Information Economics and Contract Theory. We
cover both applications of theoretical concepts and investigate as well the empirical relevance
of these models. The course explores a wide range of applications (i.e. insurance, incentive
contracts, matching markets). In each session, we investigate how the main theoretical
concepts have been adapted in specific applications, explain what the predictions of the theory
are, and how these predictions have been tested. For each topic, we briefly review the
empirical literature and cover in depth important contributions.

Evaluation: Researchers have to (a) hand in a short report on 3 assigned papers, (b) write a
referee report on a recent research paper that will be discussed in the second to last session,
and (c) write a short essay project. The first assignment can be done by pairs while the other
two assignments have to be done individually. (See below for more details.)
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Assignments for the course

(a) Three Short Reports

Jaap H. Abbring & James J. Heckman & Pierre-André Chiappori & Jean Pinquet, 2003.
"Adverse Selection and Moral Hazard In Insurance: Can Dynamic Data Help to
Distinguish?," Journal of the European Economic Association, MIT Press, vol. 1(2-3), pages
512-521, 04/05.

Bedard, K. "Human Capital Versus Signalling Models: University Access and High School
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Determinants of Contract Form,” Journal of Political Economy, 110:564-591.

For the above 3 papers you should write a short report of about 400 words summarizing
the main contribution of the article.

(b) Referee Report

Anna L. Paulson, Robert M. Townsend and Alexander Karaivanov; "Distinguishing
Limited Liability from Moral Hazard in a Model of Entrepreneurship.” The Journal of
Political Economy, 2006, 114(1), pp. 100-44.

You should write a referee report of no more than 1000 words. The referee report will be
due on the 8" session. We will discuss the articles in class toward the end of the course.
You will also have to assess the report of one of your colleague.

For the article you have been assigned, you should summarize its main contributions,
show how it relates to the literature covered in class, discuss the article’s main limitations
and identify possible alleys of research along the line of the article. Most importantly,
you should try provide an assessment of the importance of the article’s contribution to
the literature.

In particular, I would like you to explain how the article proposes to bring the theory
(broadly defined concepts or specific model) to the data. Explain (a) What hypothesis the
article tests? (b) What is the empirical strategy? (c) What are the strength and weaknesses
of the data used to test the theory? (d) Are there alternative models/hypothesis that could
explain the evidence?

(c) Essay

In your essay, you could propose to either (1) test one of the theories (broadly defined)
we covered in the class (2) construct a simple applied model using the theories covered in
class to explain a phenomenon or stylized fact of interest. Your essay will be due on 9"
session.

In both cases, your essay should (a) introduce the topic your are investigating (b) review
the theory(ies) that are related to your topic.



If you choose (1) you should then (c) articulate a testable hypothesis (d) describe data and
evidence that should be collected to test your hypothesis (e) present preliminary evidence
and discuss what you can infer from this evidence.

If you choose (2) you should (c) present a very simple model that could explain your
puzzle, (d) derive the implications of a strip-down version of the model, (e) discuss how
these conclusions could generalize.
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