
MICRO III: INFORMATION AND EXCHANGE

MAXWELL B. STINCHCOMBE

This course introduces you to several of the basic approaches to modeling information

and its interaction with exchange in modern capitalist economies, approaches that are

currently fashionable amongst academic economists.

Sources:

(1) The textbook for the class is A. Mas-Colell, M. Whinston, and J. Green’s (MWG)

Microeconomic Theory, Oxford University Press, New York, 1995.

(2) Much of the advanced mathematics that we will sometimes use is well presented

in Kolomogorov and Fomin [16], which is a very good place to start. Much more

comprehensive is Dudley [11], a revised and improved, paperback version of a 1989

classic.

(3) There are also a number of articles that we will refer too. I will keep an updated

version of this syllabus at the link here, and it will link have to copies of the

papers.

Evaluation: Homeworks due roughly every week and a half, 50%. Final exam 50%.

(1) Models of information (class meetings 1 - 4, March 27, 29, April 3 and 5.)

(a) Signals, partitions, MWG 19A-C.

(b) Conditional expectations and probabilities.

(c) Unambiguously better/worse information, (Blackwell [9], Blackwell [8]).

(d) Relation to risk(iness). (Athey [4], Baker [7], Müller [20].)

(e) Relation to decisions. (Athey and Levin [5], Gollier [13])

(2) Variants on the trade and no-trade theorems (class meetings 5 - 7, April 10, 12,

and 17.)

(a) With a common prior and state independent, expected utility preferences over

own consumption.

(i) Insurance demand and risk averters, MWG 19H.

(ii) Thrills and risk lovers.

(iii) Don’t bet in it. (Sebenius and Geanakoplos [23])

(iv) Agreeing to disagree. (Aumann [6])

(v) From a Pareto optimal starting point. (Milgrom and Stokey [19])

(b) With a common prior and state independent, risk averse, non-expected utility

preferences. (Machina [18])

(c) With different priors. (Ledyard [17])

(d) With other-regarding preferences.
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(e) With state-dependent preferences. (Karni [15])

(i) Animal spirits.

(ii) Mechanism design and eliciting probabilities. (Savage [22], (Friedman

[12])

(f) With ambiguity.

(3) General equilibrium and “rational expectations” equilibria (class meetings 8 - 14).

(a) Prices coordinate alternative uses of resources, optimality results. (MWG

15-17, 19D-H)

(b) Prices carry information. (von Hayek [24])

(c) Generically, prices carry all information. (Radner [21])

(d) Generically, prices carry all information, even in production economies. (Bo-

yarchenko [10])

(e) Information can be priced (Allen [1] [2])

(f) Not really, private information gets in the way. [Lemons, insurance, moral

hazard, reactive risk]

(g) Not really, information is costly. (Grossman and Stiglitz [14])

(h) Not really, a better definition of REE. (Anderson and Sonnenschein [3])

(4) Prediction markets:

(a) There are many. [Wolfers and Zitzewitz]

(b) They may or may not work. [Manski, Serrano-Pardial]

(c) Experimental evidence. [Plott and Sunder, follow-ups]

(d) Mechanism design for elicitation [FSW (2007)]
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