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ADVANCED MICROECONOMICS 
 

Lecturer: Gabriella Berloffa 
 
 

Aim 
The aim of this graduate course is to provide an in-depth knowledge of the basic neoclassical models of 
consumers’ and firms’ decisions, and of the basic principal-agent models. These models are fundamental tools 
for the description and explanation of economic agents’ decisions, when they act in some rational (or consistent) 
manner. They are also the clearest benchmark to understand the pros and cons of alternative (behavioural) 
theories. The module topics are listed and elaborated below. 
 
Learning Outcomes 
At the end of the course, PhD students should: 

- understand and be able to use the main tools of neoclassical analysis of consumers’ and firms’ decisions 
(indirect utility functions, expenditure functions, compensated and uncompensated elasticities, 
consumers’ surplus measures, cost and supply functions, etc.); 

- know the properties of competitive equilibria (both in the short and in the long run), their consequences 
for the sustainability of alternative exchange mechanisms, and how to identify and deal with various 
forms of market failures; 

- know the main issues raised by information asymmetries in bilateral contracts and the main properties of 
incentive-compatible contracts. 

 
 

Readings 
The text which most closely reflect the lecture coverage is  
Mas Colell, Whinston and Green, Microeconomic Theory, Oxford, 1995. 
It is a very comprehensive text, which you may find useful even in your future research activity. However, in this 
course we will look only at Ch. 1-6. 
Alternatively, one can use other text books such as 
Varian, Microeconomic Analysis, III ed., W.W Norton & Company, 1992 
Kreps, A course in microeconomic theory, Princeton University Press, 1990 
but the correspondence between lecture topics and book content needs to be autonomously identified. 
 
As can be seen from the lecture outline, there are other supplementary texts that focus on particular topics: 
Deaton and Muellbauer, Economics and Consumer Behavior, Cambridge University Press, 1980. 
Macho-Stadler and Pérez-Castrillo, An Introduction to the Economics of Information, II edition, Oxford 
University Press, 2001. 
Some additional references on related literature are indicated for those who are interested.  
 
Final evaluation 
Assessment of the achievement of the learning outcomes will be based on a written exam at the end of 
the course. 
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Lectures Outline: 
Each lecture is meant as a 2-hour lecture.  
 
Lecture 1: Overview of the course. The structure of the Utility Maximization Problem. 
Content and structure of the course: logical framework, questions that we wish to answer, mathematical tools. 
The two building blocks of consumer choices: preferences (and their representation by utility functions) and 
competitive budgets. We discuss the conditions for existence of a continuous utility function, show why they 
matter and look at some examples. 
Mas Colell, Ch. 1, 1.B; Ch. 2, 2.B-D; Ch.3, 3.A-C 
 
Lecture 2. Utility maximization and Expenditure minimization. 
We will study the properties of Marshallian demand and of the indirect utility function. We will show how we 
can model consumer preferences through the expenditure function, and examine the properties of the related 
Hicksian demands. 
Mas Colell, Ch 3, 3.D-E; 3.G (subsection Walrasian demand and the Indirect utility function) 
Deaton and Muellbauer, Ch. 1; Ch. 2, 2.1-2.2 
[Bowles, Journal of Economic Literature, 1998] 
 
Lecture 3: Slutsky equation and integrability 
We will discuss the links between demand, indirect utility and expenditure functions. We will examine the main 
testable restrictions of the theory and the integrability problem. 
Mas Colell Ch 3,3.G;3.H Appendix A 
Deaton and Muellbauer, Chs. 2, 2.3-2.5, Ch.3. 
 
Lecture 4: Applications (1): Welfare analysis 
We will study how we can use the theory to evaluate the welfare effects of changes in prices and other household 
characteristics. We will show how we can use additional restrictions on the model of consumer preferences to 
analyse particular issues, such as aggregation over commodities and separability. 
Mas Colell Ch 3, 3I; Ch. 4, 4B and 4.D.  
Deaton and Muellbauer, Chs. 5, 6, 8, and 9. 
[Browning & Chiappori, Econometrica, 1998 
Slesnick, Journal of Economic Literature, 1998] 
 
Lecture 5: Applications (2): Labour Supply.  
The static and dynamic labour supply model will be presented. We will discuss the issues of placing labour 
supply in a family context. 
Deaton and Muellbauer, Chs. 4, 11. 
Blundell and MaCurdy, IFS Working Paper, W98/18. 
 
Lecture 6: Producer Theory.  
Production sets and functions. The market situation and motivation of the firm. Perfectly competitive output 
supply. The theory of monopoly pricing.  
Mas Colell, Ch. 5, 5A-D, 5F. Mathematical Appendix pp963-966. Ch. 12, 12B. 
Hamermesh and Pfann, Journal of Economic Literature, 1996. 
Panzar, in Handbook of Industrial Organization, vol.1, Ch.1, 1989 
 
Lecture 7: Partial Equilibrium Competitive Analysis 
The aim of this lecture is to show the normative properties of a competitive equilibrium in a partial equilibrium 
context. The welfare loss of monopoly pricing. 
Mas Colell, Ch. 10 and 12B. 
Hausman, AER, 1981. 
 
Lecture 8: General Equilibrium. 
The aim of this lecture is to show that the system behaviour is reflected in its system of excess demand functions 
and that if these satisfy certain properties a competitive equilibrium exists. Links between a market equilibrium 
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and Pareto optimal allocations will be analysed. 
 
Mas Colell, Ch. 15, 15A-15E. 
Hildenbrand and Kirman, Ch. 1-3. 
Arrow and Hahn, General Competitive Analysis, Ch. 2. 
Duffie and Sonneschein, JEL, 1989.  
 
Lecture 9: Asymmetric Information 
Introduction to the concepts of asymmetric information: what’s asymmetric information? What different types of 
asymmetric information do we know? What are the economic consequences of the presence of asymmetric 
information?  The Benchmark model: efficient risk-sharing under symmetric information. 
Macho-Stadler and Pèrez-Castrillo, Ch. 1 and 2 (or Mas Colell, Chap 13). 
 
Lecture 10: Asymmetric Information: Agency Models 
Asymmetric information arising after the contract has been signed: the moral hazard model. Definition of the 
participation constraint and of the incentive compatibility constraint. Comparison between optimal contract under 
asymmetric information and under symmetric information. The trade-off between incentives and efficient risk 
sharing. 
Macho-Stadler and Pèrez-Castrillo, Ch. 3 (or Mas Colell, Chap 14). 
 
Lecture 11: Asymmetric Information : Adverse Selection  
Asymmetric information at the time of contracting: adverse selection. The screening model (uninformed party 
moving first): trade-off between efficiency and informational rent. Signaling model (the informed party moves 
first): separating equilibria. 
Macho-Stadler and Pèrez-Castrillo, Ch. 5 (or Mas Colell, Chap 13). 


