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Overview 
 
This module should provide an advanced treatment of microeconomic theory and its 
applications in finance. The first part of the course covers consumer and firm 
behaviour, markets, game theory and contract theory, and in particular the problems 
of moral hazard and adverse selection. The second part applies these tools to analyse 
the main microeconoimc issues in finance. We should study a variety of topics in 
corporate finance, most of them based on the problems moral hazard and asymmetric 
information studied in the first part. Topics should include the use of capital structure 
as a control allocation and signalling device, and how these uses affect the firm’s 
valuation and investment decisions.  
 
 
Course Delivery 
 
The course consists in three-hour lectures for the first two sessions, two-hour lectures 
and one-hour class for the following four sessions and two-hour lectures and one-hour 
presentation for the last six sessions. Lecture slides and detailed reading will be 
uploaded to moodle. Exercises will also be provided for each part.  
 
 
Coursework 
 
In the last six sessions of the module, you should present, and submit a three-four 
page discussion, of one of the empirical articles of the reading list. Presentations will 
be done in pairs but the discussion should be submitted individually. Presentations 
should last for about 15-20 minutes. A class discussion about the paper or related 
issues will follow the presentation. Therefore, you should all read the paper in 
advance and ask questions and make comments. In addition, the empirical articles are 
part of the material to be covered in the final exam. Students are welcome to suggest 
other (relevant) papers outside of this list they may be interested in presenting instead. 
 
 
 



 
Indicative Content 
 
1) Neoclassical micro-economics 
Consumer behaviour 
Firm behaviour 
Markets and welfare 
 
2) Game Theory 
Static games with complete information.  
Dynamic games with complete information 
 
3) Agency problems and capital structure 
Effort problem 
Asset Substitution or Risk shifting 
Debt overhang 
Financial Constraints 
Macroeconomic Implications of Financial Constraints 
 
4) Asymmetric Information 
Adverse Selection 
The pecking order theory 
Market Timing 
 
5) Other topics in corporate finance (time permitting) 
Mergers and acquisitions 
Initial public offerings 
Project finance 
 
 
Books 
 
The books are intended just to clarify concepts, not to introduce new ones. Given that 
even within relevant subsections of the books sometimes the authors digress a bit into 
topics outside our immediate interest, you should notice and skip them accordingly. 
So, in general, even for relevant subsections, read them a bit diagonally at first. 
 
Essential: 
 
Walter Nicholson, “Microeconomic Theory: Basic Principles and Extensions”, Eighth 
Edition, 2002, Thomson Learning. 
 
Mas-Colell, A., A. Whinston and J. Green (1995): “Microeconomic Theory”, Oxford. 
 
Tirole, Jean (2006) “The Theory of Corporate Finance” Princeton University Press. 
 
Recommended: 
 
Jehle, G and P. Reny, “Advanced Microeconomic Theory”, Addison Wesley. 
 



Macho-Stadler, I. and D. Perez-Castrillo, “An Introduction to the Economics of 
Information: Incentives and Contracts”, Oxford.  
 
M. Osborne, “An introduction to Game Theory”, Oxford. 
 
Berk, Jonathan and Peter DeMarzo, Corporate Finance, Boston Mass.: Pearson 
Addison Wesley, 2007 
 
Grinblatt M. and S. Titman (2002) 2nd Edition “Financial Markets and Corporate 
Strategy” McGraw-Hill  
 
 
Assessment 
 
The final grade will be based on the final exam (70%) and courswork based on the 
presentation and discussion of an empirical paper (25%) and active class participation, 
both during the lectures and during the discussions of the empirical papers presented 
by colleagues (5%). 
 
 


