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I.   MICROECONOMICS

INTRODUCTION

Microeconomics has evolved very rapidly in the last few decades. Many new fields, which were peripheral a few years ago, have become central to the microeconomics literature. This presents important challenges for the teaching of a Masters level course in microeconomics. The core teaching of traditional Masters level textbooks are no longer sufficient to give an adequate theoretical training for students interested in following the contemporary literature. Moreover, to train students for research or to enable them to engage in policy debates a microeconomic course must now involve a sound training in new concepts and theoretical tools such as game theory, the economics of information, property rights, transaction costs and so on. A lively and relevant microeconomics course must strike a balance between the standard material of traditional microeconomics and the newer material and concepts such as game theory and behavioural economics, which is now central to the discipline. 

PREREQUISITES 

An important issue for course construction is to establish the prerequisite training, which is assumed for the course. Students starting the Masters programme should have an undergraduate level training in economics and an understanding of the fundamentals of mathematics (set theory, calculus and matrix algebra). 

COURSE COVERAGE
The course is divided into two main parts, (each consisting of a total of sixty (60) teaching hours). The first part of the course covers the theory of consumer behaviour, the theory of the firm, inter-temporal choice, uncertainty and risk, market structure, general equilibrium and welfare economics. The second part covers market failure, game theory, oligopoly, asymmetric information and other topics in microeconomics. 

COURSE AIMS 

Students completing the course are expected to have:
· A good understanding of the core theories and concepts in microeconomics;

· The ability to understand contemporary journal articles;

· A flair for economic reasoning; 

· The ability to engage in contemporary policy debates; and
· The ability to apply the knowledge gained from the course to real world situation.
TEXTBOOKS 
1. Gravelle, H. and R. Rees (2004), Microeconomics, 3rd Edition, Prentice Hall Inc.
2. Varian, H. R. (1992), Microeconomic Analysis, 3rd Edition, New York: Norton.   
3. Cowell, F. (2006), Microeconomics: Principles and Analysis, New York: Oxford University Press.
DETAILED COURSE OUTLINE
PART ONE (60 TEACHING HOURS)

1. THEORY OF CONSUMER BEHAVIOUR: 14 Hours.

The objective of this section is to study the behaviour of the consumer when alternative assumptions are made with respect to objectives and identify the different outcomes in terms of preferences, demand, welfare, etc. On completion of this section students will be able to identify consumer demand and welfare outcomes from different assumptions about their behaviour.
1.1. Preferences, choices and  utility

Marshallian demand functions and their properties. Slutsky equation. Revealed preference.

1.2. Indirect utility functions and expenditure functions
Duality. Hicksian demand functions and their properties. Household welfare measures: consumers surplus, compensating variation and equivalent variation.

1.3.
Aggregation

Aggregation over goods (composite commodity theorem, separability), aggregation over consumers (market demand)

1.4. Empirical issues in demand theory

Functional forms in empirical work and their limitations (Cobb-Douglas utility functions, Homothetic utility functions, Translog  utility  functions, etc.)

Gravelle H. and R. Rees (2004), Microeconomics 3rd Edition, Prentice Hall Inc. Ch. 2 – 4.
Varian, H.  R. (1992), Microeconomic Analysis  3rd Edition, New York: Norton. Chs. 7-10. 
Cowell, F. (2006) Microeconomics: Principles and Analysis. New York: Oxford University Press. Ch. 4.
2. THEORY OF THE FIRM: 10 Hours.
The objective of this section is to study the relationship between inputs, outputs and their respective prices using production functions, profit functions and cost functions and the associated demand and supply functions.  On completion of this section students will be able to identify analyze the optimization behavior of firms (profits and costs) using different technology assumptions.
2.1.
Specifications of production technology
Returns to scale, homotheticity, monotonicity, convexity, elasticity of substitution.

2.2.
Conditional factor demands and cost functions.

2.3.
The profit function.

2.4.
Relationship between profit and cost functions and technology sets.

2.5.
Cost functions: the short and long runs.

2.6.
Empirical issues in theory of production and supply 
(functional forms in empirical work and their limitations (Cobb-Douglas, CES functions, Translog functions, etc.).
Gravelle, H. and R.Rees (2004), Microeconomics 3rd Edition, Prentice Hall Inc. 
Varian, H. R. (1992), Microeconomic Analysis 3rd Edition, New York: Norton. Ch. 1-6. 
Cowell, F.  (2006), Microeconomics: Principles and Analysis, New York: Oxford University Press. Ch. 2.
3. INTER-TEMPORAL CHOICE: 6 Hours

The objective of this section is to study decisions that have consequences in multiple time periods and require trade-offs among outcomes that will have their effects at different times.  On completion of this section students will be able to analyzeand suggest intertemporal choice alternatives that maximise welfare.

3.1.
Intertemporal preferences.    



1 Hour
3.2.
Intertemporal optimization with two time periods.
3 Hours
3.3.
Slutsky equation analogue       



2 Hours
Gravelle, H. and R. Rees (2004), Microeconomics 3rd Edition, Prentice Hall Inc. Ch. 11 
Cowell, F.  (2006), Microeconomics: Principles and Analysis. New York: Oxford University Press. Ch. 5
Varian H. R. (1992), Microeconomic Analysis 3rd Edition, New York: Norton. Ch. 19

4. CHOICE UNDER UNCERTAINTY AND RISK: 10 Hours

The objective of this section is to study the bahaviour of decision makers with different risk preferences.  On completion of this section students will be able to analyze decision making under uncertainty where the objective of the individual is to maximize expected utility.

4.1.
The distinction between risk and uncertainty.

4.2.
Expected utility theory.

4.3.
Risk aversion and measurement.

Gravelle H. and R.Rees (2004), Microeconomics 3rd Edition, Prentice Hall Inc. Ch. 17 - 19.
Cowell, F.  (2006), Microeconomics: Principles and Analysis, New York: Oxford University Press. Ch. 8.
Varian H. R. (1992), Microeconomic Analysis 3rd Edition, New York: Norton. Ch. 11.
5. MARKET STRUCTURE: 8 Hours

The objective of this section is to study the effects of market structure on motivations, opportunities and decisions of economic participants in the market. On completion of this section students will be able to analyze markets and suggest modification to market stucture that might improve economic outcomes.

5.1.
Perfect competition.
5.2.
Monopoly. 

5.3.
Monopolistic competition.
Gravelle, H. and R. Rees (2004), Microeconomics 3rd  Edition, Prentice Hall Inc.Ch. 8 - 9. 
Varian, H. R. (1992), Microeconomic Analysis 3rd Edition, New York: Norton. Ch. 13, 14 and 16.
Cowell, F.  (2006), Microeconomics: Principles and Analysis, New York: Oxford University Press. Ch. 3.
6. GENERAL EQUILIBRIUM AND WELFARE ECONOMICS: 12 Hours

The objective of this section is to study an economy withing the general equilibrium framework and examine the optimality conditions and the welfare outcomes under different assumptions.  On completion of this section students will be able to use general equilibrium theory to analyze, consumption, production and welfare.

6.1.
General equilibrium under pure exchange

6.2.
General equilibrium with production

6.3.
Walras’ Law

6.4.
Pareto optimality conditions (derivation and interpretation)

6.5.
Welfare Theorems

6.6.
General Equilibrium and Pareto Optimality 
Pareto optimal conditions in the presence of externalities, public goods, etc.

 6.7.
The theory of the second-best.

Gravelle, H. and R. Rees (2004), Microeconomics 3rd Edition, Prentice Hall Inc.Ch. 12-13.
Varian, H. R. (1992), Microeconomic Analysis 3rd  Edition, New York: Norton. Ch. 17, 21-22.

Cowell, F. (2006), Microeconomics: Principles and Analysis, New York: Oxford University Press. Ch. 7, 9
PART TWO (60 TEACHING HOURS)

1.
MARKET FAILURE: 9 Hours

The objective of this section is to study issues related to externalities, property rights and provision of public goods and situations in which the free market leads to a misallocation of society's scarce resources, leading to non- optimal market outcomes. On completion of this section students will be able to analyze markets and suggest solutions to overcome market failure in order to improve economic outcomes.
1.1.
Externalities, Public Goods

1.2.
Natural monopolies, Indivisibilities and Increasing Returns

1.3.
Transaction Costs and Imperfect Information.

1.4.
The Analysis of Property Rights.

Varian H. R. (1992), Microeconomic Analysis 3rd Edition, New York: Norton. Ch., 23-24. 

Gravelle,  H. and R.Rees (2004), Microeconomics 3rd Edition, Prentice Hall Inc. Ch. 14.
Cowell, F. (2006), Microeconomics: Principles and Analysis, New York: Oxford University Press. Ch. 9.
2. GAME THEORY: 16 Hours

The objective of this section is to study strategic, interactive decision making among rational economic agents using game theory. On completion of this section students will be able to analyze static and dynamic games with or without complete information. 
2.1. Non-Cooperative versus Cooperative games. 
The topic should concentrate on Non-Cooperative games but students should know the difference between the two approaches.

2.2. Information

Perfect, imperfect, symmetric, asymmetric, complete and incomplete.

2.3. Pure and mixed strategies
2.4.
Equilibrium concepts
Dominant strategies, Nash and refinements of Nash.

2.5.
Classic games

Coordination games, Games with conflict, Chicken game, Prisoner's dilemma.

2.6.
Dynamic games

Backward induction and sub-game perfection.
2.7.
Repeated games.

Cowell, Frank (2006), Microeconomics: Principles and Analysis, New York: Oxford University Press. Ch. 10

Varian H. R. (1992), Microeconomic Analysis 3rd Edition, New York: Norton. Ch. 15.

Osborne Martin J. (2000), Introduction to Game Theory, Oxford University Press.

3. OLIGOPOLY: 8 Hours

The objective of this section is to study the Cournot, Bertrand and Stackelberg market structure models.  On completion of this section students will be able to identify the different types of oligopolistic market models and use them for optimisation purposes.

3.1.
Cournot model (Cournot/Nash equilibrium)

3.2.
Bertrand model.
3.3.
Stackelberg model.
Gravelle H. and R. Rees (2004), Microeconomics 3rd Edition, Prentice Hall Inc. Ch. 16.
Varian, H. R. (1992), Microeconomic Analysis 3rd Edition, New York: Norton. Ch.13,14 and 16.
Cowell, F. (2006), Microeconomics: Principles and Analysis, New York: Oxford University Press. Ch. 10.
4. ASYMMETRIC INFORMATION: 16 Hours
The objective of this section is to study how asymmetric information affects strategic, interactive decision making.  On completion of this section students will be able to identify and analyze signalling and/or screening possibilities for solving adverse selection and moral hazard problems that might arise from asymmetric information.

4.1.
Adverse selection, signaling and screening. 
4.2.
Moral hazard and the principal-agent problem.

4.3.
Applications to sharecropping, credit markets, labour markets, and insurance markets.

Gravelle, H. and R. Rees (2004), Microeconomics 3rd  Edition, Prentice Hall Inc. Ch.19-20.
Varian, H.R. (1992), Microeconomic Analysis 3rd Edition, New York: Norton. Ch. 25 

Akerlof, G. (1970) “The Market for Lemons: Qualitative Uncertainty and the Market,” Quarterly Journal of Economics, 84 pp.488-500
Stiglitz, J.E. (1989) 'Rational Peasants, Efficient Institutions, and a Theory of Rural Organization: Methodological Remarks for Development Economics, in P. Bardhan (ed.) The Economic Theory of Agrarian Institutions. Oxford: Oxford University Press.
Stiglitz, J.E. (1996) Whither Socialism? Cambridge Massachusetts: MIT Press. Ch. 3-5 and 7-10 

Singh, I., L. Squire and J. Strauss (eds) (1986). Agricultural Household Models: Extensions, Applications and Policy. Baltimore: Johns Hopkins University.

5.
OTHER TOPICS IN MICROECONOMICS: 11 Hours


The objective of this section is to study some important topics not extensively covered in the previous sections. On completion of this section students will be able to analyze the issues pertaining to those topics and suggest solutions to improve economic outcomes.
5.1. Introduction to Behavioural Economics

Dhami, S. S. (2016), The foundations of behavioral economic analysis, Oxford University Press.
Cartwright, E. (2018) Behavioral Economics, 3rd Ed. Routledge
Angner, Erik. (2012)  A Course in Behavioural Economics, Palgrave Macmillan.
5.2. Alternative Theories of the firm 
(Transaction Cost Models of the Firm, Behavioral  Models of the Firm and Evolutionary Models of the Firm)
Milgrom, P. and J. Roberts (1992), Economics, Organization and Management, Ch. 15.

Alchian, A. and H. Demsetz (1972), “Production, Information Costs and Economic Organization,” American Economic Review, 62 (5), pp.777-95.

Coase, R (1937), “The Nature of the Firm,” Economica. 4, pp.386-405. 

 Williamson, O.E. (1989), “Transaction Costs Economics,” in Schmanlense, R. and R.Willig (eds.) Handbook of Industrial Organization, Amsterdam; North Holland

5.3. Intra-Household allocation of resources

Bargain, O., O. Donni, and P. Kwenda. (2014)  Intrahousehold Distribution and Poverty: Evidence from Côte d’Ivoire. Journal of Development Economics 107, pp 262–276. 
Browning, M., P.-A. Chiappori, and A. Lewbel. (2013)  Estimating Consumption Economies of Scale, Adult Equivalence Scales, and Household Bargaining Power. Review of Economic Studies 80(4), pp1267–1303. 
Lewbel, A. and K. Pendakur. (2008) Estimation of Collective Household Models with Engel Curves. Journal of Econometrics 147(2), pp 350 – 358. 
5.4. Agricultural Household Models

Singh, I., L.Squire and J.Strauss (eds) (1986). Agricultural Household Models: Extensions, Applications and Policy. Baltimore: Johns Hopkins University.

General Supplementary Readings
Bowles, S.  (2003), Microeconomics:  Behaviour, Institutions, and Evolution, Princeton: New Jersey: Princeton University Press.

Deaton, A. and J. Muellbauer (1989), Economics and Consumer Behaviour 2nd Edition. Cambridge University Press.

Green, H. A. J.  (1976),  Consumer Theory Revised Edition,  MacMillan

Jehle, G. A. and P. Reny (2011), Advanced Microeconomic Theory 3rd  Edition, Prentice Hall Inc. 

Layard, P.R.G.  and A.A. Walters (1978), Microeconomic Theory, McGraw-Hill 

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

Milgrom, P. and J. Roberts (1992), Economics, Organization and Management, New Jersey.

Nicholson, W. (2011), Microeconomic Theory: Basic Principles and Extensions 11th  Edition. 
Prentice Hall.  

Schotter, A. (2008), Microeconomics, Thomson/South-Western.

Supplementary reading listed per section
1. THEORY OF CONSUMER BEHAVIOUR

Deaton, A. and J. Muellbauer (1989), Economics and Consumer Behavior 2nd Edition, Cambridge: Cambridge University Press, Chs. 2-3. 

Green, H. A. J.  (1976),  Consumer Theory Revised Edition,  MacMillan

2.  THEORY OF THE FIRM

3. INTER-TEMPORAL CHOICE

Layard, R. and S. Glaister (1994), Cost-Benefit Analysis 2nd Edition, Cambridge: Cambridge University Press Ch. 3 

Stiglitz, J.E.  (1983), “The Rate of Discount for Benefit-Cost Analysis and Theory of Second Best,” Columbia University; National Bureau of Economic Research (NBER), NBER Working Paper No. R0393.

4. CHOICE UNDER UNCERTAINTY AND RISK

Hargreaves-Heap S., L.Bruce, H.Martin, R. Sugden, and A. Weale (1994), The Theory of Choice: A Critical Guide. Oxford: Blackwell. Ch. 3-4.
Jehle, G. A. and P. Reny (2011), Advanced Microeconomic Theory  3rd Edition,  Prentice Hall Inc.
Kahneman D. and A. Tversky (1979), “Prospect Theory: An Analysis of Decision under Risk,” Econometrica, XLVII  pp. 263-291.
Konstantionos V. K. and G. Gigerenzer (2008), “One Reason Decision Making: Modelling Violations of Expected Utility Theory,” Journal of Risk and Uncertainty, 37(1) pp. 35-56.
Nicholson, W. (2011), Microeconomic Theory: Basic Principles and Extensions 11th Edition,Thomson/South-Western.

5. MARKET STRUCTURE

Nava, K. and E. Katz (1990), “Monopoly, price discrimination, and rent-seeking,” Public Choice Vol. 64, Issue 1, pp. 93-100.

Panzar, J.C. and J.N. Rosse (1987), “Testing for Monopoly,” Journal of Industrial Economics 35(4), 443-456.

Tirole, J. (1988), The Theory of Industrial Organization, Massachusetts: MIT Press Ch.1 and 3.

6. GENERAL EQUILIBRIUM AND WELFARE ECONOMICS

 Layard, P.R.G.  and A.A. Walters (1978), Microeconomic Theory, McGraw-Hill 

Milgrom, P. and J. Roberts (1992), Economics, Organization and Management, New Jersey: Prentice Hall. Ch. 2-4. 

Shoven, J.B. and J. Whalley (1984), “Applied General Equilibrium Models of Taxation and International Trade:  An Introduction and Survey,” Journal of Economic Literature, Vol. XXII pp. 1007-1051.

PART TWO 

1. 
MARKET FAILURE

Besley, T. (1994), “How do Market Failures Justify interventions in Rural Credit Markets?” The World Bank Research Observer, 9 (4) pp. 27-47.
Coase, Ronald (1960), “The Problem of Social Cost,” Journal of Law and Economics, 3 pp. 1-44. 

Cornes, R. and T. Sandler (1991), The Theory of Externalities, Public goods, and Club Goods, New York: Cambridge University Press. 

Datta-Chaudhuri, M. (1990), “Market Failures and Government Failures,” Journal of Economic Perspectives, 4 (3), pp. 25-39.

Durlauf, S. N. and L. E. Blume, ed. (2008), The New Palgrave Dictionary of Economics 2nd  Edition, Basingstoke, Hampshire, New York: Palgrave Macmillan.

Eggertsson (1990), Economic Behavior and Institutions. Cambridge: Cambridge University Press Ch. 2, 4, 8-9. 

Milgrom, P. and J. Roberts (1992), Economics, Organization and Management, New Jersey: Prentice Hall, Ch. 9. 

2.GAME THEORY

Binmore, K. (2007), Playing for Real - A Text on Game Theory, New York: Oxford University Press 

Dixit, A. K. and B. J. Nalebuff (1991), Thinking Strategically, Norton and Company

Fudenberg, D. and J. Tirole (1991), Game Theory, Cambridge Mass.: MIT Press.. 

Gibbons, R. (1992), Game Theory for Applied Economists, Princeton University Press. 

Hargreaves-Heap, S. and Y. Varoufakis (1997), Game Theory: A Critical Introduction, London: Routledge Chs. 1-3 and 5-6.

Jehle, G. A. and P. Reny  (2011),  Advanced Microeconomic Theory 3nd Edition, Prentice Hall Inc. Ch. 7

Kreps, D.M.  (1990), Game Theory and Economic Modelling, Oxford: Clarendon Press  Ch. 1-5.

Mas-Colell, A., M. D.Whinston and J. R. Green (1995) Microeconomic Theory, Oxford University Press. Chs. 7-9

3. OLIGOPOLY

Bresnahan, Timothy, F. (1982), “The oligopoly solution concept is Identified,” Economics Letters 10, 87-92.
Dastidar, K.G. (1997), “Comparing Cournot and Bertrand in a homogeneous product market,” Journal of Economic Theory, 75, 205-212.

Deneckere, R. and D. Kovenock (1992), “Price leadership,” Review of Economic Studies, 59, 143-162.

Kreps, D.M., and J.A. Scheinkman (1983), “Quantity pre-commitment and Bertrand Competition yield Cournot outcomes,” Bell Journal of Economics, 14, 326-337.

Levitan, R., and M. Shubik (1972), “Price Duopoly and Capacity Constraints,” International Economic Review, 13, 111-122.

Tirole, J. (1988), The Theory of Industrial Organization, Cambridge Massachusetts: MIT Press Ch. 5.

4. ASYMMETRIC INFORMATION

Milgrom, P. and J. Roberts (1992), Economics, Organization & Management New Jersey: Prentice Hall.Ch. 5-6 

Rasmussen, E (2007), Games and Information: An Introduction to Game Theory, 4th Edition, Blackwell Publishers

Stiglitz, J. E. and A.Weiss (1981) “Credit Rationing in Markets with Imperfect Information” American Economic Review 71, June 1981.

5. OTHER TOPICS IN MICROECONOMICS

5.1 Introduction to Behavioural Economics

Angner, Erik. (2012)  A Course in Behavioural Economics,Palgrave Macmillan, 2012.

Banarjee A. V. and E. Dulfo (2009), “The Experimental Approach to Development Economics”’ Annual Review of Econometrics, 1(1)

Bowles, S.  (2003), Microeconomics:  Behaviour, Institutions, and Evolution, Princeton: New Jersey: Princeton University Press.

Camerer C. (2003),  Behavioural Game Theory: Experiments in Strategic Interaction,  Princeton University Press.

Chaudhury N.,J. Hammer,  M. Kremer, K. Muralidharan and F.H. Rogers. (2006), “Missing in Action: Teacher and Health Worker Absence in Developing Countries,” Journal of Economic Perspectives 20(1)  pp. 91 - 116

Congdon, William, Jeffrey Kling, and Sendhil Mullainathan. (2012) Policy and Choice: Public Finance Through the Lens of Behavioral Economics (selected chapters). Brookings Institution Press: Washington, D.C. 2011. [Available as a free eBook download at http://www.brookings.edu/press/Books/2011/policyandchoice.aspx] 

Friedman, Daniel and Shyam Sunder Experimental Methods: A Primer for Economists Cambridge University Press, 1994.

Rabin, Matthew (1998), "Psychology and Economics,” Journal of Economic Literature, 36(1), pp. 11-46.

5.2 
Alternative Theories of the firm 
Eggertsson, T. (1990), Economic Behaviour and Institutions, Cambridge: Cambridge University Press 385 Ch. 2 and 5-6.

Grossman, S. and O. Hart (1986), "The Costs and Benefits of Ownership: A Theory of Vertical and Lateral Integration" Journal of Political Economy 94, pp. 691-796. 

Holstrom B. and J. Tirole (1989), “The theory of the firm,” in Schmanlense, R. and R.Willig (ed.) Handbook of Industrial Organization, Amsterdam; North Holland.

Jensen, M.C. and W.H. Meckling (1976),“Theory of the Firm: Managerial Behavior, Agency Costs, and Ownership Structure”. Journal of Financial Economics, 3, pp. 305-360.

Joskow, P. (1987), "Contract Duration and Relationship-Specific Investments: Empirical Evidence from Coal Markets,” American Economic Review 77, pp. 168- 185. 

Louis, P. and R. S. Kroszner (eds.) (1987) The Economic Nature of the Firm: A Reader Cambridge: Cambridge University Press.

Tirole, J. (1988), The Theory of Industrial Organization, Massachusetts: MIT Press. 

Williamson, O.E. (1985), The Economic Institutions of Capitalism. New York: The Free Press Ch. 1-5. 

5.3 Intra-Household allocation of resources

Bargain, O. and O. Donni. (2012) Expenditure on children: A Rothbarth-type method consistent with scale economies and parents’ bargaining. European Economic Review 56(4), pp 792–813. 

Cherchye, L., B. De Rock, and F. Vermeulen. (2012) Married with Children: A Collective Labor Supply Model with Detailed Time Use and Intrahousehold Expenditure Information. American Economic Review 12(7), pp 3377–3405. 

Menon, M., K. Pendakur, and F. Perali. (2012) On the Expenditure-Dependence of Children’s Resource Shares. Economics Letters 117(3), pp739–742. 

Vermeulen, F. (2002) Collective Household Models: Principles and Main Results. Journal of Economic Surveys 16(4), pp 533–564.
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