
Economics 201: Contract Theory
Winter 2003, Joel Watson

In this course, we will survey the contract-theory literature and explore some of the issues and
concepts that have dominated the literature in recent years (verifiability constraints, contracting
costs, renegotiation opportunities, incompleteness, specific contractual forms, etc.). We have
two goals: (a) to develop a working knowledge of advanced theories of contract and (b) to
identify promising theoretical and applied projects.

Most class sessions will feature a paper from the recent literature. Early in the quarter, the
classes will be conducted in lecture format. Later in the quarter, students will assist in the
presentation of papers. Grades will be determined on the basis ofthe students' performance on
(a) a few problem sets, (b) the presentations, and (c) a short paper.

Preliminary Outline:

Weeks 1-2 Technical tools - implementation theory, bargaining theory
Basic concepts (alienability, verifiability, enforcement, etc.)

Weeks 4-5 Standard models of contract (moral hazard, teams, adverse selection, hold up)

Weeks 5-6 Renegotiation
Theoretical considerations

Weeks 7-8 Incompleteness, costs, property rights, and legal institutions

Weeks 9-10 Relational settings and other topics
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d. Incomplete information

Adrnati,A. and M. Perry (1987), "Strategic Delay in Bargaining," Review of Economic Studies 54: 345-364.

Ausubel, L. and R. Deneckere (1989), "Reputation in Bargaining and Durable Goods Monopoly," Econometrica 57:
511-531.

Ausubel, L. and R. Deneckere (1992), "Bargaining and the Right to Remain Silent," Econometrica 60: 597-625.

Ausubel, L. and R. Deneckere (1993), "Efficient Sequential Bargaining," Review of Economic Studies 60: 435-461.

Bikhchandani, S. (1992), "A Bargaining Model with Incomplete Information," Review of Economic Studies 59:
187-213.

Chatterjee, K. and L. Samuelson (1987), "Bargaining with Two-sided Incomplete Information: An Infinite Horizon
Model with Alternating Offers," Review of Economic Studies 54: 175-192.

Cho, I.-K. (1990), "Uncertainty and Delay in Bargaining," Review of Economic Studies 57: 575-595.

Cho, I.-K. (1994), "Stationarity, Rationalizability, and Bargaining," Review of Economic Studies 61: 357-374.

Cramton, P. (1992), "Strategic Delay in Bargaining with Two-sided Uncertainty," Review of Economic Studies 59:
205-225.

Fudenberg, D., D. Levine, and J. Tirole (1985), "Infinite-horizonModels of Bargaining with One-sided Incomplete
Information," in A. Roth (ed.) Game-theoreticModels of Bargaining, Cambridge University Press.

Fudenberg, D. and J. Tirole (1983), "Sequential Bargaining with Incomplete Information," Review of Economic
Studies 50: 221-247.

Grossman, S. and M. Perry (1986), "Sequential Bargaining under Asymmetric Information," Journal of Economic
Theory 39: 120-154.

Gul, F. and H. Sonnenschein (1988), "On Delay in Bargaining with One-Sided Uncertainty," Econometrica 56:
601-611.

Kennan, J. and R. Wilson (1993), "Bargaining with Private Information," Journal of Economic Literature 31:
45-104.

Rubinstein,A. (1985a), "A Bargaining Model with Incomplete Information about Time Preferences," Econometrica
53: 1151-1172.

Rubinstein,A. (1985b), "Choice of Conjectures in a Bargaining Game with Incomplete Information," in A. Roth
(ed.) Game-theoreticModels of Bargaining, Cambridge University Press.

Wang, R. (1993), "Signaling and Delay: A Solution to Bargaining Models with Two-Sided Uncertainty," Queen's
University Working Paper.

Watson, 1. (1998), "Alternating-OfferBargaining with Two-Sided Incomplete Information," Review of Economic
Studies.


