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Course description  
 

“Today, for many economists, economics is to a large extent a           
matter of incentives: incentives to work hard, to produce good quality           
products, to study, to invest, to save, etc. How to design institutions that             
provide good incentives for economic agents has become a central          
question of economics.” Laffont and Martimort (2009) , page 1. 

 
 
The first part of this course provides an introduction to the Economics of Information. This               
field was a revolution in economics, overturning long standing presumptions, including the            
one of market efficiency. This had deep implications for economic policy. 
 
This field looks a situations where one of the contracting parties have private information.              
We will focus on settings with two parties: a principal (e.g. firm owner) and an agent (e.g.                 
worker). The principal delegates a task to the agent who will obtain some private              
information as a result. This private information can be of two types: either the agent can                
take a hidden action (known as moral hazard); or the agent has some private knowledge               
(known as adverse selection). How should the principal cope with this situation? In the              
context of organizations, we will see how firm’s owners succeed in aligning the objectives              
of  
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its various members, such as workers, supervisors, and managers, with profit           
maximization. 
 
The second part of the course revolves around the Economics of Organizations.            
Neoclassical economics traditionally viewed a firm as a production set. Given market            
prices, the firm chooses a set of inputs to buy, turns them into outputs, and then sells those                  
outputs on the market in order to maximize profits. This "black box" view of the firm                
captures many important aspects of what a firm does, but leaves many questions             
unanswered: why do firms exist?, why some firms decide to buy inputs and others to make                
them?, what do managers do?, what is the role of hierarchy?, why do firms often appear                
dysfunctional?, why do inefficient and efficient firms coexist?, should we care about their             
coexistence? 
  
The purpose of this course is to move beyond the Neoclassical view of the firm and to                 
provide you with a set of models that you can use as a first step when thinking about                  
modern issues affecting private and public organizations. In doing so, we will recognize the              
fact that organizations consist of many individuals who almost always have conflicting            
objectives, that often, contracts are incomplete and the available information is imperfect. 
 
The core of the course is theoretical but we will also cover empirical applications of the                
theory and real case studies of firms. 
 
 
Course requirements, grading, and attendance policies 
 
The overall grade will be based on home assignments (25%), a midterm (25%) and the               
final test (50%).  
 
Upon the failure to pass the course, there will be two retake possibilities. The first one will                 
be retaking the final test, with the maximum grade 4. Upon the failure to retake the final                 
test, there will be one oral retake possibility with the commission of three NES and/or HSE                
professors, still with the maximum grade 4. 
 
 
Course contents  
 

● Adverse selection: Screening model with two types. Application to the seller-buyer,           
lender-borrower, employer-employee. Extensions: ex ante contracting, limited       
liability, different outside options. 
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Case study: To be determined. 
 
 

● Moral hazard: Simple model with binary outcome and binary action. Linear           
Exponential Normal (LEN) model. Multitasking. Principles of compensation systems:         
informativeness, incentive-intensity, monitoring intensity, equal compensation.      
Short-termism and the financial crises. 
 
Case study: “Performance pay at Safelite Auto Glass (A and B)”, Harvard Business             
School 
 

● Management by incentives: Individual and team performance evaluation. Moral         
hazard in teams. Collusion in Hierarchies. 

 
Case study: To be determined. 

 
● Informal incentives: Career concerns. Relational contracts. 

 
Case study: “The Lincoln Electric Company”, Harvard Business School 
 

● Delegation: Allocation of decision rights and obligations. Formal and real authority.           
Centralization and decentralization. Cheap talk. 
 
Case study:  “The Alibaba Group”, Harvard Business School 
 

● Boundaries of the firm: Relationships with suppliers and distributors. Reasons for           
vertical integration: transactions costs, property rights, ownership incentives.        
Platforms. Killer acquisitions. 

 
Case study: “Finding the Platform in Your Product”, Harvard Business Review 

 

 

Course materials  

 
Textbooks: 
 
BESANKO D, D. DRANOVE i M. SHANLEY, Economics of Strategy. Nova York: John Wiley,              
2000 and 2004. 
 
BOLTON, P. and M. DEWATRIPONT. Contract Theory. MIT press, 2005. 
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BRICKLEY J, C. SMITH i J. ZIMMERMAN, Managerial Economics and Organizational           
Architecture. Chicago: Irwin, 2001. 
 
LAFFONT, J-J, and D. MARTIMORT. The theory of incentives: the principal-agent model.            
Princeton university press, 2009. 
 
MILGROM, P., i J. ROBERTS, Economics, Organization and Management. Englewood Cliffs,           
Nova Jersey: Prentice-Hall, 1992. 
 

Journal Articles: 
 
Aghion, Philippe, and Jean Tirole, (1997), "Formal and real authority in organizations."            
Journal of Political Economy 
 
Baker, George, Robert Gibbons, and Kevin J. Murphy, (1994), "Subjective Performance           
Measures in Optimal Incentive Contracts," The Quarterly Journal of Economics 
 
Baker, George and Thomas N. Hubbard (2004), “Contractibility and Asset Ownership:           
On-Board Computers and Governance in U. S. Trucking”, Quarterly Journal of Economics 
 
Dessein, Wouter, (2002), "Authority and communication in organizations." Review of          
Economic Studies 
 
Dessein, Wouter, and Tano Santos (2006), "Adaptive organizations." Journal of Political           
Economy 
 
Forbes, Silke Januszewski, and Mara Lederman. (2009) "Adaptation and vertical integration           
in the airline industry." American Economic Review 
 
Garicano, Luis, and Luis Rayo, (2016), "Why organizations fail: models and cases", Journal             
of Economic Literature 
 
Glewwe, Paul, Nauman Ilias, and Michael Kremer, (2010), "Teacher Incentives." American           
Economic Journal: Applied Economics 
 
Grossman, Sanford J., and Oliver D. Hart. (1986) "The costs and benefits of ownership: A               
theory of vertical and lateral integration." Journal of Political Economy 
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Hart, Oliver, and John Moore. (1990) "Property Rights and the Nature of the Firm." Journal               
of Political Economy 
 
 
Holmström, Bengt, (1999), “Managerial Incentive Problems—A Dynamic Perspective,”        
Review of Economic Studies 
 
Holmström, Bengt, and Paul Milgrom, (1991), “Multitask Principal-Agent Analyses:         
Incentive Contracts, Asset Ownership, and Job Design,” Journal of Law, Economics, and            
Organization 
 
Holmstrom, Bengt and Milgrom, Paul. (1994), “The Firm as an Incentive System,” American             
Economic Review 
 
Joskow, Paul L. (1985) "Vertical integration and long-term contracts: The case of            
coal-burning electric generating plants." Journal of Law, Economics, & Organization 
 
Levin, Johnathan, (2003), “Incentive Relational Contracts,” American Economic Review 
 
Macchiavello, R. and Morjaria, A., (2015), “The value of relationships: evidence from a             
supply shock to Kenyan rose exports.” American Economic Review 
 
Markevich, Andrei and Ekaterina Zhuravskaya, (2011), “M-form hierarchy with         
poorly-diversified divisions: A case of Khrushchev's reform in Soviet Russia,” Journal of            
Public Economics 
 
Tirole, Jean, (1986), “On the Role of Collusion in Organizations,” Journal of Law, Economics,              
& Organization 
 
Williamson, Oliver E. (1979) "Transaction-cost economics: the governance of contractual          
relations." Journal of Law & Economics 
 
 
 

 

Academic integrity policy 

 
Cheating, plagiarism, and any other violations of academic ethics at NES are not tolerated. 
 

 


